
PricewaterhouseCoopers LLP, Hay’s Galleria, 1 Hay’s Lane, London SE1 2RD
T: +44 (0) 20 7583 5000, F:+44 (0) 20 7804 1001, www.pwc.com

PricewaterhouseCoopers LLP is a limited liability partnership registere
LLP is 1 Embankment Plance, London WC2N 6RH. PricewaterhouseCoopers LLP is authorised and regulated by the Financial Services
investment business.

Emad Aladhal
Client Asset Sector
Prudential Policy Division
Financial Services Authority
25 The North Colonnade
Canary Wharf
London E14 5HS

29 December 2010

Dear Sir,

Subject: Response to Consultation Paper 10/20
Client Assets

Please find attached our comments in response to FSA Consultation Paper (CP) 10/20
the Auditor’s Report on Client Assets”. We welcome the opportunity to co
and we have considered all the issues and questions raised in the CP. Our response is further outlined
in Appendix A and B to this letter.

We recognise the crucial role auditors perform in achieving the FSA’s statutory objectiv
are broadly supportive of the proposals outlined in the CP we believe that the FSA should further
clarify its expectation around the reporting of CASS rule breaches.

We also believe it is vital that the FSA should work closely with the Auditing Practice Board (APB) to
design or update the appropriate standards and guidance that will meet FSA’s expectations
regards the work to be perf
work performed and level of assurance being provided
enough time for the APB to consult on this and to allow auditors to implement the c
believe the implementation timetable needs revising.

We would be happy to discuss our comments further. Please contact
2093) or Ben Higgin (020 7
response

Yours faithfully,

PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP, Hay’s Galleria, 1 Hay’s Lane, London SE1 2RD
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Response to Consultation Paper 10/20 – Improving the Auditor’s Report on

Please find attached our comments in response to FSA Consultation Paper (CP) 10/20
the Auditor’s Report on Client Assets”. We welcome the opportunity to comment on this consultation
and we have considered all the issues and questions raised in the CP. Our response is further outlined

to this letter.

We recognise the crucial role auditors perform in achieving the FSA’s statutory objectiv
are broadly supportive of the proposals outlined in the CP we believe that the FSA should further
clarify its expectation around the reporting of CASS rule breaches.

that the FSA should work closely with the Auditing Practice Board (APB) to
design or update the appropriate standards and guidance that will meet FSA’s expectations
regards the work to be performed and also to develop the appropriate opinion

formed and level of assurance being provided. The current implementation date does not give
enough time for the APB to consult on this and to allow auditors to implement the c

the implementation timetable needs revising.

We would be happy to discuss our comments further. Please contact either Anne Simpson (020 780
020 7213 3901) should you wish to discuss or clarify any matter in the attached

icewaterhouseCoopers LLP

d in England with registered number OC303525. The registered office of PricewaterhouseCoopers
LLP is 1 Embankment Plance, London WC2N 6RH. PricewaterhouseCoopers LLP is authorised and regulated by the Financial Services Authority for designated

Improving the Auditor’s Report on

Please find attached our comments in response to FSA Consultation Paper (CP) 10/20 – “Improving
mment on this consultation

and we have considered all the issues and questions raised in the CP. Our response is further outlined

We recognise the crucial role auditors perform in achieving the FSA’s statutory objectives and while we
are broadly supportive of the proposals outlined in the CP we believe that the FSA should further

that the FSA should work closely with the Auditing Practice Board (APB) to
design or update the appropriate standards and guidance that will meet FSA’s expectations with

opinion template based on the
The current implementation date does not give

enough time for the APB to consult on this and to allow auditors to implement the changes so we

Anne Simpson (020 7804
should you wish to discuss or clarify any matter in the attached
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Appendix A – PwC Responses

Chapter 3 Proposed Handbook amendments to improve the auditor’s report on client
assets and Annex 1 Cost benefit analysis and compatibility statement

1. Do you agree that we should stipulate the requirements for a reasonable assurance
report where a firm is holding client money and/or assets and a limited assurance
report where a firm claims n

Yes we agree with the proposal to
in the consultation paper. We also agree that these terms should be
APB’s published definitions
that reasonable assurance does not equate to absolute assurance. We suggest t
its expectation with regards to the following matters:

Concept of materiality in

We believe that there are confused expectations
reports on client assets
opinion. We understand that the concept of materiality is disapplied in determining whether a
regulated firm has breach
should make judgements as to the
should be made in light of relevant circumstances, e.g. the nature of the breach, the size of the
breach in monetary terms
affected and the potential impact of the breach on clients (or a combination of such factors).
Ultimately, the conclusions drawn from this
issue an unqualified, a qualified or an adverse opinion.
report needs to be considered by the APB when it develops its guidance on CASS reporting.

Concept of materiality in

Materiality should also
auditor’s report on client assets.
this point).

Assurance on SYSC or other handbooks

We note that given the structure of the FSA handbooks
CASS 7.6.3G, CASS 7.6.6G
Arrangements, Systems and Controls Handbook (“SYSC”)
that the auditor’s opinions should not be
form of assurance on SYSC

2. Do you agree that we should set out guidance that we expect the auditor’s report on
client assets to comply with
specifically the APB? If not, why not?

PwC Responses to Consultation Questions in CP 10/20

Chapter 3 Proposed Handbook amendments to improve the auditor’s report on client
and Annex 1 Cost benefit analysis and compatibility statement

Do you agree that we should stipulate the requirements for a reasonable assurance
report where a firm is holding client money and/or assets and a limited assurance
report where a firm claims not to hold client money and/or assets? If not, why not?

e agree with the proposal to require reasonable assurance or limited assurance as stipulated
in the consultation paper. We also agree that these terms should be define
APB’s published definitions. Notwithstanding our support for the proposal we wish to highlight
that reasonable assurance does not equate to absolute assurance. We suggest t
its expectation with regards to the following matters:

Concept of materiality informing an opinion on client assets

believe that there are confused expectations around materiality within the context of auditor
reports on client assets and what level of breaches would lead to some form of modification to the

. We understand that the concept of materiality is disapplied in determining whether a
regulated firm has breached CASS. However once a CASS rule has been breached, the auditor
should make judgements as to the significance of the CASS breach. The auditor
should be made in light of relevant circumstances, e.g. the nature of the breach, the size of the
breach in monetary terms, the length of time for which the breach persisted, the number of clients
affected and the potential impact of the breach on clients (or a combination of such factors).

the conclusions drawn from this assessment will determine
a qualified or an adverse opinion. Materiality in the context of the auditor’s

needs to be considered by the APB when it develops its guidance on CASS reporting.

Concept of materiality in reporting breaches

also have an impact on the reportable breaches for inclusion
auditor’s report on client assets. (Please refer to our response to question 5 for further details on

or other handbooks

note that given the structure of the FSA handbooks guidance within CASS (e.g
7.6.6G and CASS 7.4.18G) cross-refers to the Senior Management

, Systems and Controls Handbook (“SYSC”). We think that the FSA should clarify
opinions should not be taken as providing “reasonable” or “limited”

assurance on SYSC or any other FSA Handbook.

Do you agree that we should set out guidance that we expect the auditor’s report on
client assets to comply with applicable auditing standard setting bodies,
specifically the APB? If not, why not?

10/20

Chapter 3 Proposed Handbook amendments to improve the auditor’s report on client
and Annex 1 Cost benefit analysis and compatibility statement

Do you agree that we should stipulate the requirements for a reasonable assurance
report where a firm is holding client money and/or assets and a limited assurance

ot to hold client money and/or assets? If not, why not?

require reasonable assurance or limited assurance as stipulated
defined with reference to the

Notwithstanding our support for the proposal we wish to highlight
that reasonable assurance does not equate to absolute assurance. We suggest that the FSA clarify

around materiality within the context of auditor’s
and what level of breaches would lead to some form of modification to the

. We understand that the concept of materiality is disapplied in determining whether a
been breached, the auditor

significance of the CASS breach. The auditor’s judgement
should be made in light of relevant circumstances, e.g. the nature of the breach, the size of the

time for which the breach persisted, the number of clients
affected and the potential impact of the breach on clients (or a combination of such factors).

will determine whether the auditor should
Materiality in the context of the auditor’s

needs to be considered by the APB when it develops its guidance on CASS reporting.

for inclusion in part 2 of the
(Please refer to our response to question 5 for further details on

idance within CASS (e.g. CASS 6.5.4G,
enior Management

. We think that the FSA should clarify
“reasonable” or “limited” or any other

Do you agree that we should set out guidance that we expect the auditor’s report on
applicable auditing standard setting bodies,
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We agree with the proposal to require
Auditing Practice Board’s (“APB
whilst noting there is no applicable auditing standard in relation to these engagements
APB’s standards and guidance
understand that the APB’s timeframe for revising and updating PN 21
Therefore, this may impact

3. Do you agree with the proposals for our rules to stipulate the template to be used
for the format of the auditor’s opinion? Do you foresee any difficulties auditors
may face in using the proposed

We do not believe it is appropriate for the FSA to stipulate a standard template
the importance of the opinion to the FSA, we believe it would be appropriate for the FSA to specify
the matters which the repor
external APB guidance.

As noted in the consultation
undertaken in providing an auditor’s report
would therefore seem more logical for the opinion
developed by the APB. This is consistent with other areas of audit
given is appropriate to the work

Notwithstanding our objectio
reviewed the draft template in detail and highlighted matters for further clarification
B. One of the most significant concerns we have is that the opinion does not include any narrative
on the inherent limitations of an audit. This is important to
considered to be absolute assurance.

4. Do you agree with the proposals to require the auditor’s opinion to be signed by the
individual with primary responsibility for the report within the audit firm?

We have no objections to this proposal
not change the liability of the individual signing the report. The Companies Act includes a
statement which makes this clear and we
Handbook to give it a similar legal standing

The APB may also need to consider providing guidance as to what an
responsibility’ means in the context of the standards/guidance which they will be issuing

5. Do you agree that auditors should complete a separate schedule listing the
breaches of CASS identified in the firm during the peri
report? Do you foresee any difficulties the auditors may face using the proposed
template provided in Annex 4?

We agree that auditors should complete a separate schedule listing the breaches of CASS
context of a materiality threshold as noted
obliged to report breaches
opinion. We think it would be useful for the FS

e agree with the proposal to require the auditor’s report on client assets to comply with the
Auditing Practice Board’s (“APB”) published standards and guidance (i.e. Practice Note 21
whilst noting there is no applicable auditing standard in relation to these engagements

standards and guidance are the appropriate frames of reference for thes
the APB’s timeframe for revising and updating PN 21 has

herefore, this may impact the implementation date, please see our response to question 11

Do you agree with the proposals for our rules to stipulate the template to be used
for the format of the auditor’s opinion? Do you foresee any difficulties auditors
may face in using the proposed template provided in Annex 3?

We do not believe it is appropriate for the FSA to stipulate a standard template
the importance of the opinion to the FSA, we believe it would be appropriate for the FSA to specify
the matters which the report should cover (i.e. in the context of SUP 3.10.4 and 5) and refer to
external APB guidance.

consultation paper the FSA does not provide guidance on the audit process
undertaken in providing an auditor’s report, you note that this should be developed by the APB. It
would therefore seem more logical for the opinion resulting from those processes
developed by the APB. This is consistent with other areas of audit and ensures that the opinion
given is appropriate to the work performed.

objection to the FSA formulating the template of the opinion,
reviewed the draft template in detail and highlighted matters for further clarification

One of the most significant concerns we have is that the opinion does not include any narrative
on the inherent limitations of an audit. This is important to ensure that the opinion is not
considered to be absolute assurance.

Do you agree with the proposals to require the auditor’s opinion to be signed by the
individual with primary responsibility for the report within the audit firm?

We have no objections to this proposal in principle but we believe FSA should ensure that th
not change the liability of the individual signing the report. The Companies Act includes a
statement which makes this clear and we believe the FSA should include a similar statement in the

to give it a similar legal standing.

need to consider providing guidance as to what an ‘individual with primary
means in the context of the standards/guidance which they will be issuing

Do you agree that auditors should complete a separate schedule listing the
breaches of CASS identified in the firm during the period subject to the auditor’s
report? Do you foresee any difficulties the auditors may face using the proposed
template provided in Annex 4?

We agree that auditors should complete a separate schedule listing the breaches of CASS
context of a materiality threshold as noted below. We also believe that the auditor should only be

breaches where these are identified by the auditor or considered relevant to the
We think it would be useful for the FSA to articulate the purpose of the schedule of

’s report on client assets to comply with the
standards and guidance (i.e. Practice Note 21 “PN21”)

whilst noting there is no applicable auditing standard in relation to these engagements. Whilst the
for these engagements, we
has not been finalised.

implementation date, please see our response to question 11.

Do you agree with the proposals for our rules to stipulate the template to be used
for the format of the auditor’s opinion? Do you foresee any difficulties auditors

template provided in Annex 3?

We do not believe it is appropriate for the FSA to stipulate a standard template. However, given
the importance of the opinion to the FSA, we believe it would be appropriate for the FSA to specify

t should cover (i.e. in the context of SUP 3.10.4 and 5) and refer to

paper the FSA does not provide guidance on the audit process to be
hould be developed by the APB. It

resulting from those processes to also be
and ensures that the opinion

the FSA formulating the template of the opinion, we have
reviewed the draft template in detail and highlighted matters for further clarification in Appendix

One of the most significant concerns we have is that the opinion does not include any narrative
ensure that the opinion is not

Do you agree with the proposals to require the auditor’s opinion to be signed by the
individual with primary responsibility for the report within the audit firm?

rinciple but we believe FSA should ensure that this does
not change the liability of the individual signing the report. The Companies Act includes a

the FSA should include a similar statement in the

‘individual with primary
means in the context of the standards/guidance which they will be issuing.

Do you agree that auditors should complete a separate schedule listing the
od subject to the auditor’s

report? Do you foresee any difficulties the auditors may face using the proposed

We agree that auditors should complete a separate schedule listing the breaches of CASS but in the
the auditor should only be

where these are identified by the auditor or considered relevant to the
A to articulate the purpose of the schedule of
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breaches as we can envisage numerous scenarios where its use is not obvious
the FSA wish to receive a schedule listing numerous
client money of £15 billion
to a strong control environment and there was no loss to the client
look to do with this information
to the auditor’s report serve where these have no impact on the
breaches were identified by management?

Given this, we think that
opinion and the listing of breaches
lead to a modification of the auditor’s opinion
where no CASS breaches have been observed
cause a modification to the opinion
however, there is still an obligatio
and the opinion still notes that it should be read in conjunction with the schedule
are no breaches or the breaches are not
opinion would need to be read in conjunction with the schedule of breaches.

We also believe that the FSA
breaches regardless of significance to be included in part 2 of the report.
are not convinced that requiring the auditor to report on all breaches is helpful in the
the auditor’s report. If the FSA wishes to receive a complete list of CASS breaches
firm, we consider that the primary obligation to prepare
regulated firm (CASS 5.5.76 and 77,
Requirements - Client Assets)

The only breaches that should be referred to in the auditor
the auditor to give a modified
their existing processes and controls

Where the breaches are identified by the auditor, w
exclude breaches which are considered to be trivial
FSA could consider a regime similar to that used by accountants when reporting on
Accounts Rules. These state:

A reporting accountant is not required to report on trivial breaches due to clerical
mistakes in book-keeping, provided that they have been rectified on discovery and the
accountant is satisfied that no client suffered any loss as a result.

The following decision tree highlights when we believe matters should be included on the
of breaches and when not:

as we can envisage numerous scenarios where its use is not obvious
receive a schedule listing numerous breaches of £1 where the regulated firm holds

f £15 billion, particularly if these were identified by the firm in a timely manner due
to a strong control environment and there was no loss to the client, and if so what would the FSA
look to do with this information? Additionally, what purpose does attaching the breaches register
to the auditor’s report serve where these have no impact on the auditor’s

identified by management?

think that further consideration needs to be given to the interaction between the
opinion and the listing of breaches, particularly in the case of a nil return
lead to a modification of the auditor’s opinion. Based on our understanding of the current

no CASS breaches have been observed or breaches have been observed but they do not
cause a modification to the opinion, the opinion will not incorporate the schedule of breaches
however, there is still an obligation to deliver a schedules of breaches (which may be a nil return)

e opinion still notes that it should be read in conjunction with the schedule
are no breaches or the breaches are not considered to impact the opinion it is not clear why
opinion would need to be read in conjunction with the schedule of breaches.

the FSA should provide additional guidance on the
breaches regardless of significance to be included in part 2 of the report.
are not convinced that requiring the auditor to report on all breaches is helpful in the

If the FSA wishes to receive a complete list of CASS breaches
, we consider that the primary obligation to prepare and submit the list

CASS 5.5.76 and 77, CASS 6.5.13R, CASS 7.6.16R and Schedule 2 Notification
Client Assets).

he only breaches that should be referred to in the auditor’s report should be thos
modified opinion, or which the firm had failed to identify themselves through

their existing processes and controls.

here the breaches are identified by the auditor, we also believe that the auditor should be able to
exclude breaches which are considered to be trivial in the context of the auditor
FSA could consider a regime similar to that used by accountants when reporting on
Accounts Rules. These state:

A reporting accountant is not required to report on trivial breaches due to clerical
keeping, provided that they have been rectified on discovery and the

accountant is satisfied that no client suffered any loss as a result.

The following decision tree highlights when we believe matters should be included on the
of breaches and when not:

as we can envisage numerous scenarios where its use is not obvious. For example, would
breaches of £1 where the regulated firm holds

, particularly if these were identified by the firm in a timely manner due
, and if so what would the FSA

aching the breaches register
auditor’s opinion and all the

further consideration needs to be given to the interaction between the
rn or where these do not

Based on our understanding of the current drafting,
or breaches have been observed but they do not

the schedule of breaches,
schedules of breaches (which may be a nil return)

e opinion still notes that it should be read in conjunction with the schedule. Where there
considered to impact the opinion it is not clear why the

opinion would need to be read in conjunction with the schedule of breaches.

the inclusion of all CASS
breaches regardless of significance to be included in part 2 of the report. We raise this because we
are not convinced that requiring the auditor to report on all breaches is helpful in the context of

If the FSA wishes to receive a complete list of CASS breaches identified by the
the list should rest with the

6.5.13R, CASS 7.6.16R and Schedule 2 Notification

’s report should be those which cause
, or which the firm had failed to identify themselves through

e also believe that the auditor should be able to
in the context of the auditor’s opinion. The

FSA could consider a regime similar to that used by accountants when reporting on Solicitor’s

A reporting accountant is not required to report on trivial breaches due to clerical errors or
keeping, provided that they have been rectified on discovery and the

The following decision tree highlights when we believe matters should be included on the schedule
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6. Do you agree that firms should set out their comments on actions taken (if any)
and/or mitigating factors associated with the breach the auditor has cited? Do you
foresee any difficulties in the firm providing their comments in the proposed
template provided in Annex 4?

Yes. We agree with this proposal.
comments. However,
question 10 below.

7. Do you agree that we should require the firm’s
findings of the auditor’s report on client assets?

Yes. We agree with the
the auditor’s report on client assets.
governing body must be performed prior to the submission of the client assets report.

8. Do you agree with the proposal to reintroduce Mandates
of the auditor’s report on client assets?

We are supportive of reintroducing Mandates within
assets. However, the current mandates rules
against which to provide an opinion
introducing an audit requirement.

We would also highlight
the audit only where a firm already holds client money

Was the breach identified by
the auditor?

Yes

No

Do you agree that firms should set out their comments on actions taken (if any)
and/or mitigating factors associated with the breach the auditor has cited? Do you

difficulties in the firm providing their comments in the proposed
template provided in Annex 4?

with this proposal. In our experience, firms have not had difficulty in providing
However, with regards to submission, we draw your attention to

Do you agree that we should require the firm’s governing body to consider the
findings of the auditor’s report on client assets?

the proposal to require the firm’s governing body to consider the finding
the auditor’s report on client assets. The FSA should clarify that the consideration by the firm’s

be performed prior to the submission of the client assets report.

Do you agree with the proposal to reintroduce Mandates (CASS 8) within the scope
of the auditor’s report on client assets?

We are supportive of reintroducing Mandates within the scope of the auditor
the current mandates rules are not sufficiently detailed to provide a framework

against which to provide an opinion. The mandate rules would need to be
introducing an audit requirement.

highlight that the current drafting of the rules would bring CASS 8 within scope of
the audit only where a firm already holds client money (CASS 5 & 7) and or custody assets

Does the breach lead to a
modified audit opinion?

Include in schedule of

Do not include in schedule of
breaches submitted by
auditor but include in

managements register (FSA
could require this to be

Is the breach trivial?

Include in schedule of
breaches and consider
impact on audit opinion

Do not include in schedule of

Yes

No

Yes

No

No

Yes

Do you agree that firms should set out their comments on actions taken (if any)
and/or mitigating factors associated with the breach the auditor has cited? Do you

difficulties in the firm providing their comments in the proposed

In our experience, firms have not had difficulty in providing
with regards to submission, we draw your attention to our response to

governing body to consider the

proposal to require the firm’s governing body to consider the findings in
the consideration by the firm’s

be performed prior to the submission of the client assets report.

(CASS 8) within the scope

the scope of the auditor’s report on client
are not sufficiently detailed to provide a framework

would need to be amended before

rules would bring CASS 8 within scope of
and or custody assets (CASS

Include in schedule of
breaches

Do not include in schedule of
breaches submitted by
auditor but include in

managements register (FSA
could require this to be

submitted)

Include in schedule of
breaches and consider
impact on audit opinion

Do not include in schedule of
breaches
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6) i.e. a firm with mandates only would not be subject to audit
require a CASS 8 opinion
and/or custody assets,

9. Do you agree with our proposals to simplify our existing rules, contained within
SUP 3.1, which stipulate the firms that are subject to the auditor’s report on client
assets?

Yes. We agree with the move to simplify existing rules contained in SUP 3.1. Notwithstanding our
support for simplifying
around SUP 3.1.2 (4)R where the wording of the rules refer
account fund operator which “carries” on designated investment business. We
FSA has interpreted this rule
carry an investment business but do not do so
amended to clearly reflect this expectation.

10. Do you agree with our proposals to replace the existing guidance with a rule
requiring auditors to deliver reports on client assets within four months from the
end of the period covered?

No. We do not agree with th

Whilst we are comfortable with a four month deadline for delivery of the report, we believe that
this should be a requirement on the management of a firm, similar to a filing requirement for an
audited set of accounts.
on taking ownership of the CASS regime in the firm
comments on our findings are included in the appropriate timeframe.

We also note that the draft SUP 3.10.8R
until the end of the four month period. We suggest that “fails
will not be able” to comply.

11. Do you agree with our
auditor’s reports for the period ending 30 June 2011 and onwards?

We do not agree with the timeframe suggested.
FSA would like auditors to report using the suggested template
the APB should develop the template opinion based on the procedures which they will also
develop. We do not believe this timeframe is long enough for the APB t
we don’t believe the existing regime should be changed piecemeal (report first, then procedures to
support that report).

We also believe that the period ending 30 June 2011
and sufficient preparation in
modify our existing audit methodologies
timing and resource constraints
sufficient time to train partners and staff on the changes

a firm with mandates only would not be subject to audit. If it is the FSA’s intention to
require a CASS 8 opinion where a limited assurance engagement is performed on client money

, the draft rules would need to be amended to reflect this

Do you agree with our proposals to simplify our existing rules, contained within
SUP 3.1, which stipulate the firms that are subject to the auditor’s report on client

with the move to simplify existing rules contained in SUP 3.1. Notwithstanding our
ing the existing rules we recommend that the FSA clarify its expectations

around SUP 3.1.2 (4)R where the wording of the rules refers to banks, build
account fund operator which “carries” on designated investment business. We
FSA has interpreted this rule as also applying to such institutions where they are authorised to
carry an investment business but do not do so. If this is the case we recommend that SUP be
amended to clearly reflect this expectation.

Do you agree with our proposals to replace the existing guidance with a rule
requiring auditors to deliver reports on client assets within four months from the
end of the period covered?

agree with this proposal.

Whilst we are comfortable with a four month deadline for delivery of the report, we believe that
this should be a requirement on the management of a firm, similar to a filing requirement for an

of accounts. We believe that this will increase the emphasis that management places
on taking ownership of the CASS regime in the firm and will also ensure that management
comments on our findings are included in the appropriate timeframe.

the draft SUP 3.10.8R as drafted means that an auditor cannot notify a delay
until the end of the four month period. We suggest that “fails” should be replaced by “believes it

” to comply.

Do you agree with our proposals to have new requirements in place for the
auditor’s reports for the period ending 30 June 2011 and onwards?

We do not agree with the timeframe suggested. This is primarily because we understand that the
FSA would like auditors to report using the suggested template opinion
the APB should develop the template opinion based on the procedures which they will also

We do not believe this timeframe is long enough for the APB to develop
we don’t believe the existing regime should be changed piecemeal (report first, then procedures to

the period ending 30 June 2011 is too early to allow
and sufficient preparation in implementing the proposed changes. We generally

existing audit methodologies and work programmes over the summer period
timing and resource constraints (this being the least busy season for audits)

to train partners and staff on the changes.

If it is the FSA’s intention to
a limited assurance engagement is performed on client money

reflect this requirement.

Do you agree with our proposals to simplify our existing rules, contained within
SUP 3.1, which stipulate the firms that are subject to the auditor’s report on client

with the move to simplify existing rules contained in SUP 3.1. Notwithstanding our
the existing rules we recommend that the FSA clarify its expectations

to banks, building society or dormant
account fund operator which “carries” on designated investment business. We understand that the

as also applying to such institutions where they are authorised to
commend that SUP be

Do you agree with our proposals to replace the existing guidance with a rule
requiring auditors to deliver reports on client assets within four months from the

Whilst we are comfortable with a four month deadline for delivery of the report, we believe that
this should be a requirement on the management of a firm, similar to a filing requirement for an

will increase the emphasis that management places
and will also ensure that management

means that an auditor cannot notify a delay
” should be replaced by “believes it

proposals to have new requirements in place for the
auditor’s reports for the period ending 30 June 2011 and onwards?

rimarily because we understand that the
opinion, whereas we believe that

the APB should develop the template opinion based on the procedures which they will also
o develop its guidance and

we don’t believe the existing regime should be changed piecemeal (report first, then procedures to

to allow audit firms appropriate
generally update and

over the summer period due to
(this being the least busy season for audits) and to allow us
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We therefore suggest that the implementation date
2011.

12. What are your views on the benefits and costs of the proposed policy measures?

Our comments on the benefits and costs relate to o
We believe that the scope of work needed to address controls currently
problematic from an audit perspective.
over mandates are considerably broader than those listed in the Mandate rules. If the Mandate
rules were brought back within the scope of the auditor
work could vary significantly from one regulated
profile of the regulated firm and the extent to which mandates are used.
would potentially need to include:

 Documentation of the firm’s mandate control arrangements;
 Walkthroughs of key
 Assessment of key processes and controls against a mandate controls checklist;
 Testing of a sample of mandate transactions;
 Interviews with a range of personnel to confirm operation of mandate arrangements;
 Review/discussion of
 Review of work done by Compliance and/or Internal Audit on mandates; and
 Obtaining management representation on mandate controls.

We would also need to assess whether our existing CASS opinions would
to mandates, by way of any explanation as to the audit of mandates
mandate rules to be included within the scope of an audit, additional costs would
audit of mandates. These might range significantly from small firms to larger institutions between
£3,000 and £25,000 +
arrangements and controls.

If the FSA intends that auditor
but do not hold client money or custody
necessary to perform further cost

We therefore suggest that the implementation date be effective for periods ending 31 December

What are your views on the benefits and costs of the proposed policy measures?

Our comments on the benefits and costs relate to our response to question 8
e believe that the scope of work needed to address controls currently

problematic from an audit perspective. The controls necessary to demonstrate
over mandates are considerably broader than those listed in the Mandate rules. If the Mandate
rules were brought back within the scope of the auditor’s report on client assets, the additional
work could vary significantly from one regulated firm to another. This will largely depend on the
profile of the regulated firm and the extent to which mandates are used.
would potentially need to include:

Documentation of the firm’s mandate control arrangements;
Walkthroughs of key processes and control areas;
Assessment of key processes and controls against a mandate controls checklist;
Testing of a sample of mandate transactions;
Interviews with a range of personnel to confirm operation of mandate arrangements;
Review/discussion of customer complaints regarding mandates;
Review of work done by Compliance and/or Internal Audit on mandates; and
Obtaining management representation on mandate controls.

We would also need to assess whether our existing CASS opinions would
to mandates, by way of any explanation as to the audit of mandates. Depe
mandate rules to be included within the scope of an audit, additional costs would

These might range significantly from small firms to larger institutions between
£3,000 and £25,000 + or higher, depending on the nature and complexity of mandate
arrangements and controls.

If the FSA intends that auditors should report on compliance with CASS 8 by firms which control
not hold client money or custody assets (see our response to question 8)

necessary to perform further cost-benefit analysis.

effective for periods ending 31 December

What are your views on the benefits and costs of the proposed policy measures?

question 8 regarding mandates.
outlined in CASS 8 is

he controls necessary to demonstrate sufficient controls
over mandates are considerably broader than those listed in the Mandate rules. If the Mandate

’s report on client assets, the additional
firm to another. This will largely depend on the

profile of the regulated firm and the extent to which mandates are used. The additional work

Assessment of key processes and controls against a mandate controls checklist;

Interviews with a range of personnel to confirm operation of mandate arrangements;
customer complaints regarding mandates;

Review of work done by Compliance and/or Internal Audit on mandates; and

We would also need to assess whether our existing CASS opinions would need to refer specifically
. Depending on the specific

mandate rules to be included within the scope of an audit, additional costs would arise from the
These might range significantly from small firms to larger institutions between

, depending on the nature and complexity of mandate

s should report on compliance with CASS 8 by firms which control
(see our response to question 8), it will be
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Appendix B – PwC Comments on proposed auditor’s report on client assets

We wish to draw attention to the following

Addressee of the report

Whilst we understand the necessity for the audit re
it is unhelpful that we do not officially report to management on our findings as th
for compliance with the CASS regime.
and the directors.

Appropriateness of the wording of the client assets report

We believe that the proposed template is a departure from the standard “reasonable” assurance
report currently used by auditors. We observed
included in our CASS audit reports have been omitted from the template
need to be included:

“We planned and performed those procedures so as to obtain sufficient evidence
opinion. In doing so, we considered materiality in the context of the firm’s regulated
investment business, recognising that it is not feasible, or necessary, to examine every
transaction reflected in the records, or to achieve complete satisfactio
records are maintained accurately and systems operate totally effectively. Our work was
designed to provide reasonable, rather than absolute, assurance because there are inherent
limitations to our work, which result in most of the ev
and base our opinion being persuasive rather than conclusive.”

“Systems and control procedures relating to client assets are subject to inherent limitations
and, accordingly errors or irregularities may occur and not be
cannot be proof against fraudulent collusion, especially on the part of those holding positions
of authority or trust.

[footnote to our reports]
regulator under th
supervisory responsibilities. Save as provided by law or regulation, it must not be made
available or copied or otherwise quoted or referred to in whole or in part in any way,
including orally, to any person other than the FSA, the firm or the parent company of the
firm without our express written permission, which we may, at our absolute discretion,
grant or withhold or grant subject to conditions, including conditions as to our
responsibility. We accept no duty or responsibility, and we disclaim all liability whether in
contract, tort (including negligence) or otherwise to any person other than the firm, its
parent company or the FSA in respect of this report but this
liability which by law cannot be excluded.”

The omission of the above paragraphs
the FSA’s proposals to clarify and define the type of assurance report required. We believe the
current proposed format of the report is incompatible with and does not reflect the terms of a
reasonable assurance engagement as envisioned by the FSA.

PwC Comments on proposed auditor’s report on client assets

We wish to draw attention to the following points in the draft template on SUP 3 Annex 1R:

Addressee of the report

Whilst we understand the necessity for the audit report to be addressed to the FSA
it is unhelpful that we do not officially report to management on our findings as th
for compliance with the CASS regime. We therefore suggest that it be addressed to both the FSA

Appropriateness of the wording of the client assets report

e believe that the proposed template is a departure from the standard “reasonable” assurance
report currently used by auditors. We observed that the following paragraphs which are currently

CASS audit reports have been omitted from the template

“We planned and performed those procedures so as to obtain sufficient evidence
opinion. In doing so, we considered materiality in the context of the firm’s regulated
investment business, recognising that it is not feasible, or necessary, to examine every
transaction reflected in the records, or to achieve complete satisfactio
records are maintained accurately and systems operate totally effectively. Our work was
designed to provide reasonable, rather than absolute, assurance because there are inherent
limitations to our work, which result in most of the evidence on which we draw conclusions
and base our opinion being persuasive rather than conclusive.”

“Systems and control procedures relating to client assets are subject to inherent limitations
and, accordingly errors or irregularities may occur and not be detected. Such procedures
cannot be proof against fraudulent collusion, especially on the part of those holding positions
of authority or trust.”

[footnote to our reports] “This report is provided to the FSA solely in its capacity as a
regulator under the Financial Services and Markets Act 2000 for use in meeting its
supervisory responsibilities. Save as provided by law or regulation, it must not be made
available or copied or otherwise quoted or referred to in whole or in part in any way,

y, to any person other than the FSA, the firm or the parent company of the
firm without our express written permission, which we may, at our absolute discretion,
grant or withhold or grant subject to conditions, including conditions as to our

y. We accept no duty or responsibility, and we disclaim all liability whether in
contract, tort (including negligence) or otherwise to any person other than the firm, its
parent company or the FSA in respect of this report but this sentence
liability which by law cannot be excluded.”

The omission of the above paragraphs and footnote in the proposed template is inconsistent with
the FSA’s proposals to clarify and define the type of assurance report required. We believe the

format of the report is incompatible with and does not reflect the terms of a
reasonable assurance engagement as envisioned by the FSA.

PwC Comments on proposed auditor’s report on client assets

in the draft template on SUP 3 Annex 1R:

port to be addressed to the FSA we believe that
it is unhelpful that we do not officially report to management on our findings as those responsible

We therefore suggest that it be addressed to both the FSA

e believe that the proposed template is a departure from the standard “reasonable” assurance
that the following paragraphs which are currently

CASS audit reports have been omitted from the template and we believe that these

“We planned and performed those procedures so as to obtain sufficient evidence for our
opinion. In doing so, we considered materiality in the context of the firm’s regulated
investment business, recognising that it is not feasible, or necessary, to examine every
transaction reflected in the records, or to achieve complete satisfaction that the accounting
records are maintained accurately and systems operate totally effectively. Our work was
designed to provide reasonable, rather than absolute, assurance because there are inherent

idence on which we draw conclusions

“Systems and control procedures relating to client assets are subject to inherent limitations
detected. Such procedures

cannot be proof against fraudulent collusion, especially on the part of those holding positions

This report is provided to the FSA solely in its capacity as a
e Financial Services and Markets Act 2000 for use in meeting its

supervisory responsibilities. Save as provided by law or regulation, it must not be made
available or copied or otherwise quoted or referred to in whole or in part in any way,

y, to any person other than the FSA, the firm or the parent company of the
firm without our express written permission, which we may, at our absolute discretion,
grant or withhold or grant subject to conditions, including conditions as to our

y. We accept no duty or responsibility, and we disclaim all liability whether in
contract, tort (including negligence) or otherwise to any person other than the firm, its

sentence does not exclude any

in the proposed template is inconsistent with
the FSA’s proposals to clarify and define the type of assurance report required. We believe the

format of the report is incompatible with and does not reflect the terms of a
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Nominee companies

The requirement for auditors to provide an opinion on the adequacy of the systems for custody,
identification and control of custody assets for a nominee company is incompatible with the
purpose and remit of a nominee company as envisioned under the custody rules (CASS 6.2.3(2) R
and CASS 6.2.4R). Nominee companies are inherently created for the purpose of registration or
recording of legal title to safe custody assets. In practice these nominee companies are
dormant/shell companies without an independent operating structure (e.g. employees) and do not
have their own systems in place. Consequently all systems for custody and reconciliations are
performed by the regulated firm. This requirement would be consist
the ultimate responsibility for any controlled nominee company rests with the regulated firm. We
believe that the opinion issued by auditors on the regulated firm already covers nominee
companies hence the separate opinion for
SUP is not only inconsistent with CASS but also redundant.
clarified this in the rulebook.

The requirement for auditors to provide an opinion on the adequacy of the systems for custody,
identification and control of custody assets for a nominee company is incompatible with the

a nominee company as envisioned under the custody rules (CASS 6.2.3(2) R
and CASS 6.2.4R). Nominee companies are inherently created for the purpose of registration or
recording of legal title to safe custody assets. In practice these nominee companies are
dormant/shell companies without an independent operating structure (e.g. employees) and do not
have their own systems in place. Consequently all systems for custody and reconciliations are
performed by the regulated firm. This requirement would be consistent with CASS 6.2.4R because
the ultimate responsibility for any controlled nominee company rests with the regulated firm. We
believe that the opinion issued by auditors on the regulated firm already covers nominee
companies hence the separate opinion for nominee companies which would be required under
SUP is not only inconsistent with CASS but also redundant. We think it would be helpful if the FSA
clarified this in the rulebook.

The requirement for auditors to provide an opinion on the adequacy of the systems for custody,
identification and control of custody assets for a nominee company is incompatible with the

a nominee company as envisioned under the custody rules (CASS 6.2.3(2) R
and CASS 6.2.4R). Nominee companies are inherently created for the purpose of registration or
recording of legal title to safe custody assets. In practice these nominee companies are
dormant/shell companies without an independent operating structure (e.g. employees) and do not
have their own systems in place. Consequently all systems for custody and reconciliations are

ent with CASS 6.2.4R because
the ultimate responsibility for any controlled nominee company rests with the regulated firm. We
believe that the opinion issued by auditors on the regulated firm already covers nominee

nominee companies which would be required under
We think it would be helpful if the FSA


