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Dear Ms Woods 

FRC consultation: “Enhancing confidence in audit - proposed revisions to the 
Ethical Standard, Auditing Standards, UK Corporate Governance Code and 
Guidance on Audit Committees” 

PricewaterhouseCoopers LLP (we) welcomes the opportunity to respond to the above 
consultation document (the Consultation) on changes to the Ethical Standard, Auditing 
Standards, UK Corporate Governance Code, and Guidance on Audit Committees. 

We thank the FRC for producing a significant body of work which will help to increase 
confidence in the audit market for both public interest entities (PIEs) and other listed 
entities. In particular we welcome the proposed approach to the implementation of the 
requirements of the EU Audit Directive 56/2014 (Directive) and the EU Audit Regulation 
537/2014 (Regulation) in relation to PIEs, which largely achieves the dual aim of maintaining 
the UK’s approach of minimum regulation, whilst not being deregulatory for those entities 
currently within the scope of the Ethical Standards.  The proposed approach also 
acknowledges the important role of the audit committee in the UK corporate governance 
regime and will allow UK audit committees to continue to make judgements in the best 
interests of their companies and their shareholders.   

We appreciate that the FRC has considered and acted on the responses made following the 
December 2014 consultation1. We are strongly supportive of the principles based approach 
taken in the Ethical Standard, which requires there to be a focus on ethical outcomes. 

We have answered the specific questions raised in the Consultation in Appendix I to this 
letter, and have also set out other comments relating to the Ethical Standard in Appendix II. 
We have emphasised some particularly important observations in this covering letter. 

1. Structure of the revised Ethical Standard 
We understand the objective behind the development of a single Ethical Standard which 
includes the provisions of the existing Ethical Standards as well as those of the Ethical 
Standard for Reporting Accountants (ESRA). Not only does this achieve the regulatory aim of 
having as few standards as possible, but it will also eliminate the need for corresponding 
revisions to ESRA, as and when the Ethical Standard is updated. Additionally, it makes the 

                                                             
1 https://www.frc.org.uk/Our-Work/Publications/Audit-and-Assurance-Team/Consultation-Auditing-and-
ethical-standards-implem-File.pdf 
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important point that the same overarching ethical principles should apply to both audits and 
other public interest assurance engagements.    

We do not underestimate the complexity of combining these standards.  However, the 
current draft Ethical Standard is a complex standard which may, at least in the initial stages, 
be difficult to apply in practice. In our opinion, there needs to be further work done to 
improve the drafting and ensure that the Ethical Standard is internally consistent and 
coherent. Ideally, consideration should be given to restructuring the Ethical Standard to 
make it clear which provisions apply to audits, investment circular reporting engagements, 
and other public interest assurance engagements, respectively. 

This will be especially important for those provisions which will apply to investment circular 
reporting engagements.  These engagements are often characterised by price sensitivity and a 
time critical nature.  The application of the Ethical Standard in a way that recognises these 
characteristics requires particular care in order to avoid undue disruption. We recognise that 
the FRC has retained many of the features of the ESRA in the draft Ethical Standard.  
However, we note that certain important elements have not been retained, including those 
provisions within the ESRA that allow reporting accountants to only consider those threats to 
their independence that are “in relation to the transaction, or the financial information that is 
the subject of the investment circular reporting engagement”.  

This omission increases the likelihood that a firm other than the audit firm will not be 
independent.  When taken together with the application of the 70% cap to those reporting 
accountant services not required by EU or national law, this means that circumstances could 
arise where no firm with the necessary competence and experience will be in a position to act, 
with the consequence of making the raising of capital, or the execution of transactions, 
immensely challenging for listed companies. 
 
2. Interpretation of the Regulation 
We understand that the FRC does not intend to issue guidance on the precise meaning of the 
various clauses that have been transposed directly into the revised Ethical Standard from the 
Regulation, in particular those clauses dealing with restrictions on the non-audit services 
which may be provided by the auditors of PIEs.  We note, however, that some provisions in 
the Regulation are ambiguous, and the appropriate application of the provisions will not be 
clear in all cases.  We suggest, therefore, that in order to achieve the FRC’s objective of 
enhancing confidence in audit quality, that non-binding guidance be developed to assist audit 
firms and audit committees in interpreting the requirements.  Ultimately, such guidance 
would also assist shareholders, and the FRC, who will have responsibility for monitoring 
compliance. In the absence of guidance of any sort, there is a real risk that inconsistent 
practices will emerge. 
 
We recommend that the FRC works with BIS and the wider profession, to produce some non-
binding industry wide guidance. The provision of guidance would not undermine the FRC’s 
clear focus on principles and ethical outcomes.  In the Appendices to this letter we have 
provided examples of areas where guidance would be particularly useful. 
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Ability to consult with the FRC 
For the same reasons, we anticipate questions and issues on the application of the Ethical 
Standard will arise in the future.  Audit committees and auditors will need to consult with the 
FRC (and perhaps BIS in some cases) in applying the new regime in a way which meets 
regulatory expectations.  We encourage the FRC to work with BIS in developing an effective 
process which can be used by audit committees, companies and audit firms to raise questions 
and have them resolved quickly and efficiently. 
 
Non-audit services required by law 
We welcome the confirmation in the Consultation that non-audit services which are required 
by law or by a rule issued by a regulator in accordance with a statutory power will be exempt 
from the cap. This is an important clarification, but in the interests of certainty, we would 
encourage the FRC to work with BIS to publish an illustrative list of non-audit services which 
would be exempt from the cap.  
 
Guidance on tendering and rotation 
We welcome the supplementary information on tendering and rotation which was published 
by BIS in March 2015 and produced in collaboration with the CMA and the FRC and look 
forward to updated guidance in this area. We encourage the FRC to continue to work with the 
CMA and with BIS in implementing changes on tendering and rotation as consistently as 
possible.  

3. Consistency and complexity in Europe 
We would encourage the FRC to work with regulators in other Member States and the 
European Commission to seek to achieve consistency in interpretation across the EU, as well 
as addressing anomalies arising from the drafting of the Regulation, for example companies 
being able to use their auditors to provide services to meet requirements of other markets 
where their securities are traded in a third country (such as those of the US SEC).  Whilst the 
rules will be implemented in different ways due to the Member State options, consistency in 
interpretation wherever possible will reduce complexity for business.   

The FRC is proposing that the group auditor should apply the relevant aspects of the ES 
globally, to ensure that network firms involved in the audit are appropriately independent. In 
our opinion, a more proportionate and less complex approach would be for the IESBA Code 
of Ethics to apply to network firms outside the EU, in addition to any relevant local 
independence rules, with audit committees having the option to apply a stricter policy 
outside the EU. If other overseas regulators were also to introduce ethical codes which 
applied to auditors of components in other territories, national auditors would face a number 
of different regimes that would have to be applied to their audits. This would result in 
considerable complexity as well as practical issues for both companies and their auditors, the 
implications of which should not be under-estimated.  Therefore, wherever possible, we 
support the application of a consistent global regime, and suggest that the IESBA Code is an 
appropriate standard to apply.  

4. Extension of the audit appointment/ requests to breach the cap 
Draft Ss487(1C) and 491(1C) Companies Act 2006 permit an extension for up to two years of 
the 10 + 10 maximum audit period, in exceptional circumstances and with the permission of 
the FRC, as competent authority. In addition, the Regulation requires formal consultation 



 
 

4 of 34 

with the FRC as competent authority, where market participants seek advance permission to 
breach the cap on non-audit service fees. We would welcome guidance as to what would 
constitute “exceptional circumstances”, and also encourage the FRC to develop a clear and 
effective protocol for dealing with requests from companies in these situations. An efficient 
and responsive process will greatly assist audit committees and minimise the risk of 
inadvertent breaches.  
 
5. Conclusion 
In conclusion we welcome the progress that the FRC has made in creating a single Ethical 
Standard, as well as the revisions to the Auditing Standards, the UK Corporate Governance 
Code and the Guidance on Audit Committees. There is some further work to be done to 
ensure that the specific provisions of the Ethical Standard are clear and coherent and support 
the principle based approach adopted by the FRC. We would be happy to assist and support 
the FRC throughout the next stages of the implementation process. 

 

Yours sincerely 

 

 

Ian Powell  

Chairman and Senior Partner  

 

 

cc: Baroness Neville-Rolfe, BIS 

Richard Carter, BIS  

Paul Smith, BIS 

Sir Winfried Bischoff, FRC  

Stephen Haddrill, FRC 

Melanie McLaren, FRC 
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APPENDIX I 

 

FRC CONSULTATION “ENSURING CONFIDENCE IN AUDIT” 

PwC’s RESPONSES TO QUESTIONS 

Section 2 – ETHICAL STANDARD 
 

Application to audits of PIEs and of listed entities  

Q1. Do you agree that the overarching ethical principles and supporting ethical provisions 
establish an appropriate framework of ethical outcomes to provide a basis for user trust 
and confidence in the integrity and objectivity of the practitioner, as described in the 
introduction to the Ethical Standard? 

We welcome and wholeheartedly support the FRC’s focus in the Ethical Standard (ES) on 
ensuring that ethical outcomes are achieved. This approach, rather than a focus on 
compliance with individual rules, will contribute significantly to establishing a principles 
based regime. This, in turn, will help to build confidence in the UK regulatory regime, thereby 
ensuring that external stakeholders will be able to place greater reliance on the overarching 
framework. The FRC’s proposed approach also upholds the important role of the audit 
committee in the UK governance framework and allows them to make judgements in the best 
interests of shareholders and the company.  

In our opinion the overarching ethical principles and provisions, which are set out in the ES, 
are clear and establish an appropriate framework on which to base ethical decisions. We 
note, however, that the ES does not explicitly define the “ethical outcomes”, and we suggest 
that the ES is amended to explain that the desired ethical outcome should be that it is 
probable that an objective, reasonable and informed third party would not conclude that the 
auditor’s integrity, objectivity and independence had been compromised.   

Q2. Do you support the FRC’s proposals to restructure the ethical standards, as a single 
standard for all audit and public interest assurance engagements? 

We understand the reasoning underlying the proposal to have a single ES, by combining 
existing Ethical Standards 1 – 5, as well as the Ethical Standard for Reporting Accountants 
(ESRA), for all audits and public interest assurance engagements. 

We have the following further comments in relation to the manner in which the non-audit 
services restrictions for PIE entities have been incorporated into the existing framework, as 
well as on the combination of the ES and ESRA. 
 
Inclusion of the PIE regime in the ES 

We welcome the FRC’s decision not to apply the more restrictive non-audit services 
provisions applicable to PIEs to non-PIE entities, although in our opinion, more work is 
needed if the final ES is to be clear, coherent and easy to apply in practice.  The current 
drafting of the resulting “three tier” regime for the provision of non-audit services (to PIEs, 
listed non-PIEs and other entities) has the potential to be confusing. The PIE regime does 
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not, in all cases, fit well with the drafting of the provisions that apply more widely, and which 
derive from the existing ES 5.  

For example, the interaction of the prohibitions for non-audit services that apply to PIEs (ES 
5.56 – 5.63), with the other prohibitions relating to non-audit services and additional services 
(ES 5.64 – 5.181), is complex, and may be difficult to apply in practice. In the interests of 
clarity and ease of application of the ES, we suggest that further drafting is done to ensure 
that the provisions which apply to PIEs are separate and distinct from the provisions which 
apply to non-PIE listed entities.  
 
Inclusion of the ESRA in the ES 
 
Combining the ESRA into the ES achieves the regulatory aim of minimising the number of 
standards, which will be progressed further if, as we understand is the ultimate aim, the 
“Ethical Standard – Provisions available for small entities” (ES-PASE) is brought into the ES. 
Combining the ESRA into the ES also achieves the objective of ensuring that the same 
overarching ethical principles apply to both audit and other public interest assurance 
engagements, as well as eliminating the need to update the ESRA for any corresponding 
changes made to the ES.  

Incorporating the existing ESRA into the draft Ethical Standard is complex given the 
particular characteristics of investment circular reporting engagements (ICREs).  We believe 
that there is further work to be done to ensure that the final standard is clear, coherent and 
easy to apply in practice.  Within the single ES we suggest that there should be a clear 
separation of the rules for ICREs, to reflect the important differences noted by the APB in 
their feedback to the consultation prior to the publication of the ESRA in 2006, as follows: 

 “ 1.7 However, the circumstances surrounding an investment circular reporting 
engagement differ from that of an audit and the time frame is usually much shorter. 
Accordingly, there are a number of differences between the ESs and the ESRA, most notably 
in relation to: 

•  The identity of the engagement client; 

•  Practical implications that result from the level of confidentiality required where price 
sensitive transactions are involved; and 

•  Other parties in relation to whom independence is considered and disclosures are 
made.” 

Combining the ESRA and the ES without acknowledging these important differences could 
have the effect of restricting competition for public interest assurance work, and the ability of 
an entity to choose a provider other than the statutory auditor, as the draft Ethical Standard 
widens the independence requirement for ICREs compared with the current position set out 
in the ESRA.   

The assessment of non-audit services provided by an auditor under the current ESRA is made 
by reference to whether the service in question is “in relation to the transaction or the 
financial information that is the subject of the investment circular reporting engagement”.  
No such provision has currently been included in the draft Ethical Standard. 
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The consequences of this can be illustrated by the different outcomes of applying draft ES 
5.73 to paragraph 3.17 of the ESRA, in relation to the provision of internal audit services in a 
Class 1 acquisition situation.  Under the ESRA, the reporting accountant firm could provide 
to the listed company acquirer (its non-audit client) the SIR2000 opinion required on the 
target’s (its audit client) historical financial information to be included in the Class 1 circular, 
notwithstanding the fact that the firm has provided internal audit services to the acquirer. 
This is on the basis that the internal audit services provided have no bearing on the historical 
financial information on which the firm is to report. Under the draft ES, the firm would not 
be able to act as reporting accountant. 

If the requirement for this type of work is that the provider must meet the same standard of 
independence as the statutory auditor, it is likely that in practice only the statutory auditor 
would meet this standard.  However, the ability of the statutory auditor to act will be 
constrained by the impact of the inclusion of those reporting accountant services not 
“required by law” in the fees that can be earned from non-audit services subject to the 70% 
cap. The potential consequences would be that, especially in complex multi-national 
assignments, no firm with the necessary competence would be in a position to act. This would 
make the raising of capital, or the execution of transactions, extremely challenging for certain 
listed companies. 

We would encourage the FRC to revisit the drafting of those elements of the ES relevant to 
ICRE in the context of their impact on the effective execution of capital markets transactions.  
We will provide the FRC with further examples under separate cover. 

Impact on other public interest assurance engagements other than ICREs 
 
The ES applies to all audit, and other public interest assurance engagements, i.e. those for 
which the FRC issues performance standards (for example, reporting in connection with 
investment circulars, whether publically available or made privately to the company or its 
sponsors). In our opinion, assurance services which fall into the scope of the revised ES 
should only be those services where there is a genuine public interest, for example, in the 
event that the FRC was to issue performance standards for sustainability reporting, we would 
question whether such a report would have the same degree of public interest as a report in 
connection with an investment circular. We recommend that the FRC consider whether all 
engagements for which the FRC has published performance standards require the same 
standard of independence as an audit. 

Q3. Do you agree with the FRC’s proposals for the application of the FRC ES to non-listed 
PIEs? 

Normally, we would support an approach of minimum implementation of EU legislative 
requirements with no “gold plating”.  However, in this instance we support the FRC’s 
proposals because we believe they will enhance the perception of audit quality in systemically 
important sectors of the economy.  

We anticipate that there may be some practical difficulty in implementing the new, shorter, 
rotation periods for audit engagement partners on non-listed PIE audits as in the impacted 
sectors a large number of partner rotations will need to take place in a condensed period of 
time.  Whilst there are no transitional provisions in the Regulation, draft ES 3.13 provides 
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that the length of time that an audit engagement partner has served will be taken into 
account for a new PIE (or other listed entity) and where the partner has been in post for four 
or more years at the time the entity becomes a PIE, the partner can remain for up to two 
more years.  We would welcome clarification as to whether this two year extension could be 
used to give some transitional relief, where required, in affected sectors (principally unlisted 
banking and insurance companies).   
 

Ethical Standard applicable to Smaller Entities  

Q4. Do you agree with the FRC’s proposal to retain the Ethical Standard – Provisions 
Available for Smaller Entities and to make conforming changes? 
 
In line with our response to the FRC’s consultation “Auditing and ethical standards – 
implementation of the EU Audit Directive and Regulation” (published in December 2014), 
and as set out in our response to Question 2 above, we agree with the proposal to retain the 
ES-PASE.  We agree there is a need to make conforming changes, but in our opinion the 
Ethical and Auditing Standards can be applied in a manner that is proportionate to the scale 
and complexity of the activities of smaller entities. 
 

Q5. Do you support the FRC’s proposal for the group auditor to ensure that any component 
auditor, whose work they propose to use in the audit and other members of the firm’s 
network, meet the FRC ES or the IESBA Code as set out above? 
 

We understand the FRC’s interest in ensuring that it can be demonstrated that the work of 
component auditors is appropriately independent, where their work is being relied upon by 
the group auditor.   
 

However, in our opinion, rather than the group auditor having to apply the relevant aspects 
of the ES globally, a more proportionate and less complex approach would be for the IESBA 
rules to apply to network firms outside the EU, in addition to any relevant local independence 
rules.  Additionally, as stated in the Consultation, the IESBA rules would also apply to 
network firms providing non-audit services, but not involved in the audit, as well as to third 
party audit firms. This approach would ensure that a common standard is applied to all third 
country auditors for group audit work. The IESBA rules comprise a principles-based 
approach which will be familiar to companies and their auditors operating around the world, 
thus reducing the complexity of transition.  Of course, audit committees of UK PIEs would 
have the option of applying a stricter policy outside the EU; this option might be exercised 
taking into account the materiality of non-EU subsidiaries and the unique challenges of 
individual national audit markets.   

This approach is that suggested in our response to Question 13 in the December 2014 FRC 
consultation document2, which considered whether the FRC should require that the group 
auditors of PIEs ensure the principles of independence set out in the FRC’s standards 
(including the provisions relating to the provision of non-audit services) are complied with by 
all members of the network whose work they decide to use in performing the audit of the 
group, with respect to all components of the group, wherever based. In our response, dated 

                                                             
2 “Auditing and ethical standards – implementation of the EU Audit Directive and Audit Regulation” 
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March 2015, we stated that this proposal was unnecessary, as the current arrangements for 
compliance by network firms with the IESBA rules are sufficient. 

We are also aware that other overseas regulators may be considering developing their own 
ethical codes with the intention of mandating their application to auditors of components in 
other territories.  There is a consequent risk that businesses and their auditors will face a 
tapestry of different regimes to be applied to their audits, each with a different set of 
requirements depending on where the parent entity of the component is domiciled.  The 
practical issues that companies and their auditors would face in this situation should not be 
under-estimated.  Therefore, wherever possible, we support the application of a consistent 
global regime, and suggest that the IESBA standards should be the basis for such a regime.   

Extension of scope to other public interest assurance engagements  
Q6. Do you support the extension of scope to other public interest assurance engagements, 
incorporating the requirements of the ESRA into the FRC ES, and do you agree that the 
restriction of scope of ethical requirements for investment circular work is sufficiently clear 
in the proposed text? 

We welcome the incorporation of paragraphs from the ESRA into the FRC ES to address the 
specific issues concerning investment circular reporting engagements. However, the 
approach of incorporating elements of the ESRA does give rise to a number of concerns, 
which we have set out below. 

Investment circular reporting engagements (ICRE) 

The draft ES makes extensive use of the term “Investment Circular Reporting Engagements” 
(“ICRE”), but there is no definition, other than by inference in the definition of an “other 
public interest assurance engagement” (“OPIAE”), as explained in footnote 2 to the Scope of 
the draft ES paragraph I1.  

We believe a clear definition of an ICRE is essential, given the importance of the specific 
provisions of the ES that are applicable to reporting accountant engagements.  Adopting the 
language from the definition of an OPIAE, as well as the text in footnote 2 of ES paragraph I1, 
such a definition could be: “an assurance engagement performed in connection with an 
investment circular in accordance with the Standards for Investment Reporting (“SIRs”) 
issued by the FRC.” 

The current draft of the ES includes a number of provisions from the ESRA dealing with the 
impact of the core ethical standards on reporting accountant engagements.  In our opinion, 
the way in which these have been included creates a risk of ambiguity. We believe that one 
way this risk could be mitigated is by making it clear that the ES applies to three categories of 
service, i.e. audit, ICRE and OPIAE, rather than including ICRE as a subset of OPIAE. 

Persons with actual knowledge 

We support the inclusion of text from the ESRA that acknowledges that the application of the 
personal independence provisions of the ES needs to be modified in respects of ICREs.  
However, the drafting of paragraph I24 of the ES is unclear when compared with the 
equivalent text in the ESRA. ES I24 provides the following: 
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“… by only a limited number of individuals within the firm. For this reason, for such 
engagements, the requirements of this Ethical Standard apply only to 

(a) persons with actual knowledge of the engagement as described the definition of persons 
in a position to influence the conduct or outcome of the engagement applicable to an 
investment circular reporting engagement; and 

(b) where required by this Ethical Standard, the firm.” 

The equivalent text in the ESRA 1.17 is:   

“Because investment circulars may relate to transactions that are price sensitive and 
therefore confidential, the fact that a firm has been engaged to undertake an investment 
circular reporting engagement is likely to be known by only a limited number of individuals 
within the firm. For this reason, the requirements of this standard apply only to: 

(a) individuals within the engagement team and those with a direct supervisory, 
management or other oversight responsibility for the engagement team who have actual 
knowledge of the investment circular reporting engagement; and 

(b) where required by this Standard, the firm.” 

We would suggest that a clearer drafting of I24(a) is as follows: 

“persons within and investment circular reporting engagement team, and those persons in 
a position to influence the conduct or outcome of the investment circular reporting 
engagement with an actual knowledge of the engagement.” 

Application to network firms 

Paragraph 2.4 of Part A – Overarching Principles and Supporting Ethical Provisions states 
(emphasis added): 

“For a group audit or other public interest assurance group engagement, the 
firm’s independence would be compromised if the independence of any 
network firm (whether or not involved in the engagement), or of any third 
party firm whose work is used in the conduct of the engagement, would be 
compromised with respect to the engagement, ...” 

This is an important variation from ESRA paragraph 1.66 which states: 

“The engagement partner should be satisfied that other accountants (whether a 
network firm or another firm) involved in the investment circular reporting 
engagement who are not subject to the APB Ethical Standard for Reporting 
Accountants, are objective and document the rationale for that conclusion” 

The proposed new text (in ES 2.4) extends the independence consideration to a network firm 
that is not involved in the engagement.  The ES is clear that there are circumstances where 
reporting accountants may not be in a position to assess all aspects of the firm’s 
independence.  We believe that to impose the requirement for a reporting accountant to 
consider the independence of network firms even where not involved in the engagement 
could be highly onerous where a proposed transaction is time critical and price sensitive. 
Accordingly, we believe that the words from the ESRA should be retained. 
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Fees for OPAIEs 

We welcome the clarification in the Consultation that engagements providing assurance 
opinions required by the rules of the FCA, such as the Prospectus Rules, and the Listing 
Rules, are required by law and are therefore exempt for the purposes of the calculation of the 
70% cap.  

ES 5.25 and 5.26 state that in cases where the fees for non-audit/additional services are 
greater than the annual fees for the audit or fees for another recurring/regular public interest 
assurance engagement, the “engagement partner has regard to the possibility that there 
may be perceived loss of independence …” and “the engagement partner should … provide 
details of the circumstances to the Ethics Partner…”.  

The consequence of this clause is that by performing a recurring OPAIE, such as an interim 
review, the level at which an engagement partner will need to take action under ES 5.26 will 
be substantially lower than would be the case if the test was against the annual audit fee 
alone.  We do not believe that there is any additional benefit to be achieved from this. A way 
of solving this could be to include fees for recurring OPIAEs together with the audit fee when 
applying the 100% test. 

Chain of command  
Q7. To provide additional clarity in respect of auditor independence, do you support the 
FRC’s proposal to replace the ‘chain of command’ definition with the revised wording of the 
definition of a person in a position to influence the conduct or outcome of an engagement? 

We support the objective to provide additional clarity in relation to ‘a person in a position to 
influence the outcome and conduct of the engagement’, replacing the existing definition of 
“chain of command”. The new definition makes it clear that the management board of the 
audit firm is covered, which is a welcome clarification, but we note that footnote 7 to the 
definition also refers to the firm’s supervisory body, which is, in our opinion, excessive. 
However, we also believe that the proposed definition introduces new uncertainty over 
exactly who could be covered and, in many cases, would extend to individuals who we do not 
believe should be included within the scope of these requirements. For example, a partner 
consulted by the audit engagement team on a technical matter is part of the audit 
engagement team, and is demonstrably influencing the outcome of the audit, albeit for a brief 
period of time and in relation to a narrow issue. We question therefore, whether the inclusion 
of staff with such a limited and discrete involvement in the audit is proportionate and 
necessary. 

In particular, we have concerns over the application and interpretation of the following 
clauses of the new definition (which is found in the definitions section of the revised ES, at 
page 13).  We note that the same concerns apply to the definition in relation to an ICRE, 
where applicable. 

Paragraph (b) of the definition of “person in a position to influence the conduct or outcome of 
the engagement” provides that:  

 “(b) any other natural person whose services are placed at the disposal or under the control 
of the firm and who is involved in the audit or other public interest assurance engagement), 
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including for example any individual who is, or whose services are provided by, any 
external expert of the firm;” 

Paragraph (b) would appear to apply the same independence test to external experts, which 
we do not believe is practical in reality, as the auditor will not be able to control the 
independence of an external expert. We also note that this is not required under the IESBA 
Code of Ethics. Paragraph 2.70 of the revised ES adopts a more practical and proportionate 
approach, as it requires any external consultant to “act with integrity and objectivity with 
respect to the engagement …”, and we suggest that this requirement is reflected in the 
definition of “person in a position to influence the conduct or outcome of the engagement”. 

The paragraph (c) of the definition of “person in a position to influence ….” extends to those 
undertaking the performance appraisal of those involved in the audit engagement as follows:   

“(c) … This includes each partner, principal, shareholder and other person in the firm: 

…….. 

b. who is in a position to prepare, review or otherwise influence the performance appraisal 
and/or remuneration of any individual defined in (a), (b), (c)(i) and (c)(ii); and…..” 

We do not believe that it is appropriate to treat someone who undertakes, or contributes to, 
the performance appraisal of anyone other than the audit engagement partner, or a key 
partner, as being ‘a person in a position to influence the outcome and conduct of the audit’. 
This scope of the definition, as drafted, is in our opinion too broad in its application and 
extends beyond the engagement or key engagement partners as follows: 

 each member of the engagement team and those who undertake the engagement quality 
control review (in (a));  

 external contractors involved with the audit (in (b));  

 anyone with supervisory, management or other oversight over the engagement, the 
engagement partner, or key partners involved in the audit (in (c)(i)) or the conduct of 
audit and other public interest engagements undertaken by the firm (in (c)(ii)). 

Consequently it will impact many individuals who have no connection with the audit or other 
public interest assurance engagement, other than through, for example, acting as 
performance reviewers of the most junior members of the audit team. 

Some audit clients will have a large team undertaking the audit work, and this requirement 
could affect a significant number of individuals. We do not believe that this is a proportionate 
extension of the definition or that it will increase independence in any meaningful way. 

We note that the following extends the scope of the restriction beyond that of the equivalent 
IESBA and SEC restrictions: 

“(d) any other person within the firm or a network firm who is in a position to influence the 
conduct or outcome of the audit …. Including … those who are in such a position as a result 
of: 

(i) their professional or personal relationships with the engagement partner or other 
key members of the engagement team; or 

 (ii) the scope and nature of their responsibilities within the firm’s network.” 
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The proposed definition (at (d)(ii)) includes individuals who are in a position to influence the 
conduct or outcome of the audit as a result of “the scope and nature of their responsibilities 
within the firm’s network”. The extent of the scope of this definition is unclear, and we would 
welcome clarification as to the extent of (d)(ii) of the definition, including whether it would 
include network firm partners and staff, thus adding an extra-territorial aspect to the scope 
of the definition. 
 

Accepting an engagement for an entity that employs a former partner/ other 
restricted person  
Q8. Do you support the FRC’s proposal regarding accepting an engagement for an entity 
employing a former partner or other restricted person, to comply with the requirement set 
out in the Directive? 

We support the FRC’s approach to implementing the requirement of the Directive, which 
requires a cooling off period after a member of the audit team joins an entity as a director, 
before an audit or OPIAE is accepted.   

The proposed text in the ES (ES2.51 – 2.54) is a welcome clarification of the existing cooling 
off provisions, making it clear that they apply to situations where the entity is an existing 
audit client, as well as to situations where an audit firm is to be appointed as auditor to a new 
client.  

However, our support for this proposal is conditional on the matters that we have raised in 
our response to Question 7 (above) relating to the definition of ‘a person in a position to 
influence the conduct or outcome of the engagement’  being addressed. 
 
Non-audit services provided before appointment as auditor  
Q9. Do you agree with the FRC’s proposal to mitigate the risk of an auditor’s independence 
being compromised, by clarifying requirements relating to the provision of non-audit 
services provided before taking up appointment as auditor? 

We agree with the proposed text in draft ES 5.21. It is in line with requirements in current 
Ethical Standard 5 (ES5 24), which requires that audit firms consider recent, current and 
potential engagements to provide non-audit services, and whether they are consistent with 
the role of auditor for a proposed audit engagement. 

We do not believe that an audit firm would currently accept an audit engagement if the 
application of safeguards would not reduce the threats to independence to a level that would 
mean it was not compromised. Therefore, we regard this as a formal clarification of what is 
likely to be accepted current practice.  

However, in our opinion there could be circumstances where the audit by another 
independent firm of the subject matter delivered as part of the non-audit services provided by 
the incoming auditor in prior periods, should “cleanse” the self-review threat for the 
incoming audit firm for independence purposes. This would, in our opinion, mean that an 
objective, reasonable and informed third party would not conclude that the auditor’s 
integrity, objectivity and independence had been compromised. We would be grateful for 
explicit confirmation from the FRC that this safeguard would be considered effective. 
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In our experience, many audit committees are experiencing severe restrictions on the choice 
of provider for both audit and non-audit services, as a result of the strict rules which are due 
to be introduced, and the need for audit firms to consider independence prior to 
appointment.  We recommend that the FRC work collaboratively with audit committee chairs 
and with audit firms to explore these restrictions together with appropriate and pragmatic 
responses.   
 
Acting as an advocate for an audited entity in relation to tax (non-PIEs)  
Q10. Do you support the FRC’s proposal to make consistent the prohibitions over providing 
advocacy for an audited entity in relation to tax? 

We understand the rationale for the change, which we believe is to clarify that any general 
advocacy on behalf of an audit client is unacceptable under a principles based regime. 
However, the proposal as currently drafted, could represent a significant widening of the 
existing prohibition for non-PIE entities, which prohibits acting as an advocate “before an 
appeals tribunal or court”. 

It is important for the efficient operation of the tax system for taxpayers and their agents to 
work collaboratively with HMRC and, in our opinion, this proposed provision could prevent 
such collaborative discussions of uncertain tax positions for non-PIE entities between 
HMRC, taxpayer and tax adviser; for example, the discussion and informal agreement of tax 
research and development methodologies with HMRC on behalf of clients. 

Many companies, especially small and medium sized enterprises (SMEs), currently use their 
auditor to provide tax compliance services, which is a commercially sensible decision, 
building as it does on the auditor’s existing knowledge of the company’s affairs. In addition, 
the audit firm would typically have direct communication with HMRC on behalf of the 
taxpayer, and this is particularly important for companies with limited in-house specialist tax 
resource. Without clarity as to what exactly acting as an advocate means, it is likely that many 
entities may choose to use other advisers for tax services. For SMEs in particular, considered 
to be essential to the UK’s return to prosperity, this could prevent efficient access to the right 
professional advice to support their growth. 

ES 5.37 refers to the advocacy threat as “supporting a position taken by management in an 
adversarial context”.  In our opinion the restriction on acting as an advocate for an audited 
entity should not affect tax services when the audit firm is supporting the client in ensuring 
that it is compliant with the requirements of the tax system. This may include, for example, 
drafting and submitting tax relief claims to HMRC on behalf of the client. Services like this 
are not undertaken in an adversarial context, and thus do not create an advocacy threat.   

Revised ES5.115 provides that a firm is not acting as an advocate where the tax services 
involve providing information in relation to negotiations or proceedings involving HMRC 
(including explaining the approach being taken and the arguments being advanced by the 
entity). However, a typical engagement to advise a client in relation to an enquiry into their 
tax affairs will involve more than this. Within the scope of an HMRC enquiry, an audit firm 
may also provide advice and assistance to the audit client on the merits of HMRC’s position, 
help the client to understand its own position and set out the advantages and disadvantages 
of potential different courses of action or interpretations of legislation. We believe it would be 
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helpful for the FRC to clarify that such actions would also not mean the audit firm would be 
acting as an advocate.  

Whilst ES 5.37 and 5.115 are helpful in determining when a firm would not be considered to 
be acting as an advocate, we would welcome guidance on when advocacy is considered to 
begin. In our opinion, an audit firm will not be acting as an advocate for the audited entity 
until it is inevitable that proceedings will be determined by an appeals court or tribunal, i.e. 
when the matter is formally listed for hearing before the appeals tribunal. This is supported 
by paragraph 107 of the current ES 5, and is replicated in the revised draft ES 5.116, as 
follows (emphasis added):  

“Where the tax authorities indicate that they are minded to reject the entity’s arguments on 
a particular issue and the matter is likely to be determined by an appeals tribunal or court, 
the firm may become so closely identified with management’s arguments that the firm is 
inhibited from forming an impartial view of the treatment of the issue in the financial 
statements, or in other subject matter information or subject matter in the case of an other 
public interest assurance engagement. In such circumstances, if the issue is material to the 
financial statements, or other subject matter information or subject matter in the case of an 
other public interest assurance engagement, or is dependent on a future or contemporary 
judgment by the firm in relation to the audit or other public interest assurance engagement, 
the firm discusses the matter with the entity and makes it clear that it will have to withdraw 
from that element of the engagement to provide tax services that requires it to act as 
advocate for the entity, or resign from the audit or other public interest assurance 
engagement from the time when the matter is formally listed for hearing before 
the appeals tribunal.” 
 
Not providing tax services on a contingent fee basis  
Q11. Do you agree with the prohibition proposed by the FRC in respect of the provision of 
tax services on a contingent fee basis? 

We are uncertain why the prohibition on contingent fees exists specifically for the provision 
of tax services, as we do not regard the provision of such services as giving rise to potential 
conflicts of interest that could not be managed in a similar, and less restrictive, manner to 
other non-audit services. This is particularly the case where the outcome of the tax service is 
not dependent on the application of tax law which is uncertain or has not yet been 
established.  

In our opinion, there is a self-interest threat that could arise from charging a contingent fee 
for tax services in cases where the contingent fee is large, or where the outcome of the tax 
uncertainty could be influenced by the auditor making a judgement on an audit issue. In the 
first instance the threat will be mitigated for PIEs by the fee cap which will, if contingent fees 
were permitted, limit the fee, so that any permitted contingent fee would be small. The 
second threat could be mitigated by introducing a specific provision, alongside the existing 
prohibition relating to uncertain tax law, prohibiting contingent fee arrangements in cases 
where the outcome is in anyway dependent on an accounting or auditing judgement.  

There may be situations where the existence of a contingent fee does not compromise auditor 
independence (or the perception of auditor independence), as well as circumstances where a 
contingent fee is in the best interests of the company and the shareholders. For example, 
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businesses may seek tax advice in relation to a proposed transaction, which has an inherent 
commercial risk (for example, a deal which may prove to be abortive) on a contingent basis, 
to limit the entities’ exposure to “dead costs”. Furthermore, the prohibition could have an 
adverse impact on the cash flow of small but fast growing technology companies, which are 
considered to be key to the UK’s return to prosperity, pending the agreement of research and 
development tax credit claims. This work, which is independent of audit work, is often paid 
for on receipt of the tax credit. 

ES 4.13 prohibits contingent fees for tax work, but ES 4.17 further states that ES4.13 “is not 
intended to prohibit a firm from charging a lower fee where the engagement relates to a 
transaction or engagement that was either aborted or prematurely terminated ….”. We 
would welcome clarification as to how this is intended to apply where some or all of the 
transaction work relates to tax matters. 

As an alternative to a blanket prohibition on contingent fees for tax services, we suggest that 
contingent fees are allowed, but only after a review of threats and safeguards as well as 
approval from the audit committee and disclosure in the statutory accounts, to ensure that 
there is no threat to integrity, objectivity and independence. 

If this provision is to be retained in the final revised ES, it would be proportionate to apply 
some form of transition relief to allow existing contingent fee arrangements (where these do 
not relate to tax law which is uncertain or has not been established) to be settled post 17 June 
2016. There are likely to be a number of ongoing engagements in place prior to this date. To 
conclude these arrangements in the period to 17 June 2016, would be likely to have an 
adverse effect on businesses and/or their professional advisers and would also be 
uncommercial. As a result, some form of grandfathering arrangement would be welcome. 
 
Proposed reliefs for smaller entities  
Q12. Do you agree with the FRC’s proposals to offer targeted reliefs in respect of the audits 
of smaller listed/ smaller quoted entities? 

We agree that the FRC’s proposals to offer targeted reliefs for smaller listed/ smaller quoted 
entities are both helpful and sensible, as the relief is subject to a rigorous and effective 
assessment of threats, along with appropriate safeguards. 

However, we have a point of wider concern, which is whether the larger audit firms will be 
able to take advantage of the relief for smaller listed entities.   

There is a definition of listed entity in the IESBA Code of Ethics, i.e. "an entity whose shares, 
stock or debt are quoted or listed on a recognised stock exchange, or are marketed under 
the regulations of a recognised stock exchange or other equivalent body", as well as a 
definition of a PIE that includes "a listed entity".  Therefore, where the IESBA Code of Ethics 
applies and the client is listed, it would mean that the IESBA PIE restrictions apply, and these 
would be at least as restrictive as the current ES. 

The International Federation of Accountants (IFAC), is the body that is responsible for the 
IESBA Code of Ethics, and members of IFAC are required to have standards that are broadly 
no less restrictive than the IESBA Code. The ICAEW is a member of IFAC, and achieves this 
in the UK as the current APB Ethical Standards are, in general terms, no less restrictive than 
IFAC. Theoretically, therefore, if the UK standards became less restrictive (i.e. the application 
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of the revised ES introduces the less restrictive regime for some smaller listed entities), the 
ICAEW would need to introduce further standards for its members in order to bring it up to 
the level of the IESBA Code. 

There are approximately 26 member firms of IFAC’s Forum of Firms (including PwC and 
other large firms) that, as part of a membership agreement, have agreed to apply the IESBA 
Code to all trans-national audits. PwC has adopted more stringent rules internally to apply 
the IESBA Code to all audits. Thus, to the extent that the relief for small entities would result 
in provisions that are less restrictive than the IESBA Code, they would not be available to 
members of the IFAC Forum of Firms.  

As a result, in our opinion, the inclusion of these welcome reliefs for smaller entities, may 
have the effect of restricting choice of auditor for these entities, as well as being anti-
competitive. 

Notwithstanding the fundamental comment above we have two specific observations as 
follows. 

1. Market capitalisation - In our opinion it should be made clear that “market 
capitalisation” only refers to the market value of a company’s equity. Thus, a non-PIE 
listed entity that has listed debt only, would have no market capitalisation, and a non-
PIE listed entity with both listed equity and listed debt, would have market capitalisation 
based solely on the value of its equity.  
 

2. Guidance on identifying entities - We welcome the exemption from the listed entity 
regime for entities whose securities are listed but which are not in substance freely 
transferrable or tradeable. Guidance would be useful as to how these entities should be 
identified. For example, we believe this exemption will exclude entities wholly owned by 
private equity houses with debt listed for tax purposes on recognised exchanges (for 
example CISE), and a clear definition of “tradeable” would be helpful. 
 

Q13. Do you believe that the FRC’s proposals are targeted at the right level, if not what 
alternative considerations for the application of reliefs would you suggest? 

In overall terms we believe that the proposals considered are at the right level. We question 
whether the means of determining whether a company exceeds this threshold or not, as set 
out in ES 5.66, is the most appropriate method to use. This is particularly the case for the 
AIM market where there can be significant volatility as a result of relatively few shares being 
traded. This potential volatility in market capitalisation would result in small companies 
having to monitor when advisors might need to be changed which would be both costly and 
disruptive. Additionally, potential volatility would also be an issue in relation to the exit test, 
i.e. the market capitalisation having to remain below £100m for the rest of the financial 
period and the following two years. 

An alternative means of determining which companies would be eligible for reliefs could be 
considered, which would give a more stable measure than market capitalisation. For 
example, a test modelled on that used in S382(3) Companies Act 2006 to determine whether 
a company is small. We suggest that, in addition to the entity having a market capitalisation 
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less than £100m, two of the criteria for turnover, assets and number of  employees as set out 
in S382(3) Companies Act 2006 are also met, which may give a more stable threshold.  

Q14. Do you agree that the reliefs should continue not to apply, to entities which exceed the 
threshold and then subsequently fall below the threshold, for a period of two financial years 
following the financial year in which the reliefs first ceased to apply? 

We agree with this proposal. However, as we have explained in our response to Question 13 
(above) this may be a difficult test to meet, if there is volatility in the market as a result of 
relatively few shares being traded. 

We would welcome clarity on the transitional arrangements that would apply when an entity 
exceeds the £100m market capitalisation limit, and what impact this would have on the 
provision of any ongoing non-audit services, or on the auditor’s independence. One 
suggestion would be that if the status of the entity was to change during the period in which 
the services are being provided, reliefs which were available prior to the start of that period 
would be grandfathered. 

An alternative approach, which would allow small entities a period of adjustment before the 
more stringent restrictions apply, would be to allow the reliefs to be available until the 
market capitalisation figure of £100m had been exceeded for a year. 

 

Section 3 – AUDITING STANDARDS 

Incorporating the requirements of the Regulation and the Directive into ISAs 
(UK and Ireland)  

Q15. Do you agree with the FRC’s proposed approach to incorporate the requirements of the 
Regulation and Directive into the text of the quality control and auditing standards? 

We understand and support the FRC’s efforts to incorporate the requirements of the 
Regulation and Directive into the text of the quality control and auditing standards.  
However, we would suggest that further work to improve the integration of the text, to avoid 
duplication or lack of clarity, would be beneficial.  For example, we note the following areas 
of potential confusion. 

 As explained in our response to Question 17 below, the definition of key audit matters to 
be included in the audit report is derived from three sources, and is repetitive. 

 Different terminology is used where we assume the same terminology could be used.  For 
example, ISA (UK&I) 230 paragraphs 14 to 16 refer to the final assembly of the audit file, 
whilst paragraph 14D-2 refers to closing the audit file.  

 Paragraphs 24R-2, 24R-3 and 25 all set out requirements for documentation of the 
review performed by the engagement quality control reviewer, leading to repetition and 
some uncertainty about whether there are actually different sets of requirements for the 
engagement quality control reviewer and for the engagement team.  

We also note that this approach has introduced some complexity with regards to the different 
scope of various requirements.  We are entirely supportive of the need to have requirements 
that differ between audits of PIEs (and other listed entities) and non-PIEs.  We question, 
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however, whether it is necessary to apply different requirements to statutory and non-
statutory audits.  We commonly perform both, and note that applying differing standards 
may cause difficulty for teams as well as additional work for firms in developing and 
maintaining central audit guidance.  We suggest that the FRC could usefully consider 
applying the requirements in the Directive to all audits, not just statutory audits, thereby 
restricting the differences to PIEs and non-PIEs. 

In respect of the proposals for ISQC 1 32-D1 part b, it is our understanding that this applies to 
statutory audits only, but it would be helpful if this could be confirmed or clarified.  The 
structure of our firm, like many others, is such that the overall responsibility for internal 
quality controls rests with a management board that covers the whole firm.  The membership 
of this management board is unlikely, therefore, to be comprised exclusively of those eligible 
to be statutory auditors. 
 
Implementation dates  
Q16. Do you foresee any difficulties if the effective date is for audits of financial statements 
for periods commencing on or after 17 June 2016? 

We believe that it is preferable to have a single implementation date for audits of financial 
statements for periods commencing on or after 17 June 2016.  

The disadvantage, however, is that for a short period, there will be a difference between ISAs 
(UK&I) and the IAASB’s ISAs which will cause some practical difficulties on group audits, 
where it will be necessary for UK component auditors to perform additional procedures at the 
request of overseas group engagement teams as a result of the IAASB’s earlier 
implementation date. We are supportive of the FRC’s proposal to allow early adoption to 
facilitate changes to methodologies of international firms. 

There is a significant advantage for internal training purposes of a single implementation 
date.  In terms of the planned implementation date, it will be critical that the final ethical and 
auditing standards are published on a timely basis to allow training to be developed and 
delivered during the spring and early summer of 2016, in order to equip teams to apply the 
new standards to the periods for which they are effective. 

Adopting ISA 700 (revised) and ISA 701  

Q17. Do you agree with the FRC’s proposals to: 

(a) adopt the proposed ISA (UK and Ireland) 700 (Revised) and ISA (UK and Ireland) 701; 
and 

(b) extend the application of ISA 701 to (i) those entities that are required, and those that 
choose voluntarily, to report on how they have applied the UK Corporate Governance Code 
and (ii) PIEs? 

We welcome the FRC’s proposal to adopt ISA 700 (Revised) and ISA 701 for use in the UK. 
We also welcome the FRC’s decision to maintain some of the important elements required by 
existing ISA (UK&I) 700, namely the inclusion of materiality and the description of audit 
scope.  
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However, we find the inclusion of three sources of requirements in proposed ISA (UK&I) 701 
(the international requirements; those relating to the Directive/Regulation; and the 
requirements of existing ISA (UK&I) 700) confusing.  As noted in our response to Question 
15, we are concerned that this has resulted in repetition and, in some cases, inconsistencies 
and contradictions in the language used.  We believe that a more integrated set of 
requirements would give less scope for misinterpretation, and lead to greater consistency of 
application in practice. We appreciate that the FRC is restricted in how far it is allowed to 
amend or interpret the international and Regulation requirements. However, in our opinion 
a significant degree of clarity could be achieved by better placement of some of the 
Regulation requirements; no longer specifically referring to the requirements applicable to 
those who apply the UK Corporate Governance Code (as this is now covered by the 
international requirements in the context of this ISA); and the addition of application 
material to describe where application of the international requirements will result in 
compliance with the Regulation requirements. We have some drafting suggestions, which we 
will send in a separate letter.  

We have also included some drafting suggestions for proposed ISA (UK&I) 700 (Revised). 
These mainly relate to removing references to “In the UK and Ireland” and “For statutory 
audits…”, where we do not think these words are necessary – in particular we do not support 
drawing distinctions between statutory and non-statutory audits. We also recommend that 
the FRC considers tailoring the examples in proposed ISA (UK&I) 700 to reflect the specific 
UK and EU requirements for both Ireland and UK companies, as these examples would be 
more helpful in a tailored form.  

We agree with the proposal to extend the application of ISA 701 to (i) those entities that are 
required, and those that choose voluntarily, to report on how they have applied the UK 
Corporate Governance Code and (ii) PIEs. 

Revised requirements of ISA 720  

Q18. Do you agree with the FRC’s proposals to: 

(a) adopt the proposed ISA (UK and Ireland) 720 (Revised); 

(b) include requirements to allow the auditor to provide the required opinions and 
statements under UK [and Irish] legislation; and 

(c) withdraw Section B of ISA (UK and Ireland) 720 (Revised)? 

We are supportive of the FRC’s proposal to adopt ISA 720 (Revised) for the reasons outlined 
in our response to question 15 above.  We also support the FRC’s proposal to consolidate 
within proposed ISA (UK&I) 720 all reporting requirements that relate to reporting on other 
information, including those requirements currently addressed in existing ISA (UK&I) 700, 
existing ISA (UK&I) 720 Section B and the Listing Rules, together with the additional 
requirements under the Directive.  Consequently, we also support the withdrawal of existing 
ISA (UK&I) 720 Section B. 

However, we are concerned that elements of the proposed changes to the requirements imply 
an enhanced work effort that goes beyond the intent of ISA 720 and, as we understand, the 
intent of the FRC.  For example, we note that the addition of the words “….shall perform such 
procedures as are necessary….to identify any material inconsistencies” in the introductory 
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language of proposed paragraph 14-2 appears to imply an audit level work effort over the 
other information.  Furthermore, as applied to part (b) of the requirement, this seems to be 
“gold-plating” the IAASB ISA; in our opinion procedures should only be required in relation 
to part 14-2 (a), with the consideration under part (b) based on the auditor’s knowledge 
obtained during the audit, rather than from performing additional procedures. 

We also suggest that paragraph 14-2 conflicts with the construct of the cumulative and 
conditional nature of the requirements in the ISA.  Paragraph 16 of the ISA requires the 
auditor to perform additional work if, arising from their work in accordance with paragraph 
14, a material inconsistency “appears to exist”.  Paragraph 14-2 appears to bring the work 
effort required under paragraph 16 forward, by requiring that the auditor “identify any 
material inconsistencies”. 

Even absent the points described above, paragraph 14-2 appears to repeat the requirements 
that are already addressed in ISA 720 (Revised) and we suggest it could therefore be omitted.  
Paragraph 14-2(a) is addressed by 14(a).  Likewise, paragraph 14-2(b) is addressed by 14(b).  
Paragraph 14-2(c) we believe is misstated for the reasons given below in connection with 
paragraph 14D-1.   

We are concerned that the proposed paragraph 14D-1 is drafted in a way that could be read as 
an incorrect interpretation of the requirements of the Directive.  Article 34(1)(a)(ii) of EU 
Directive 2013/34 requires the auditor to express an opinion on whether the management 
report has been prepared in accordance with the applicable legal requirements, yet the 
language in paragraph 14D-1 refers to the auditors seeking to identify any “material 
inconsistencies” between the management report and the legal requirements.  We believe 
that material differences between the statutory other information disclosed and the 
requirements of the applicable other reporting framework would be non-compliance with the 
framework, rather than a material inconsistency between the two and therefore the current 
proposed wording is confusing.  We recommend that the wording is amended to reflect the 
EU requirement more directly, requiring the auditor to “consider whether the statutory 
other information has been prepared in accordance with the applicable other information 
reporting framework” (as defined by the FRC in the proposed ISA (UK&I)).  We note that 
the application material in support of the requirement (which extends beyond paragraph 
A36-1, as noted, to paragraph A36-4) more accurately articulates the considerations to be 
made by auditors and could be used as a basis for updating the related requirement.  We will 
forward our specific drafting suggestions under separate cover.   

Overall, similar to our comments expressed in response to question 17, we suggest the way in 
which the proposed additions to IAASB ISA 720 (Revised) have been drafted could also be 
simplified to aid the readability of the proposed ISA (UK&I) and also aid in its consistent 
application by auditors.  For example, we believe the inclusion of an additional definition – 
the ‘Applicable other information reporting framework’ – adds unnecessary complexity, and 
has not been applied consistently across all relevant requirements.   

We understand the reasons why the illustrative reports in Appendix 2 of the proposed ISA 
(UK&I) have not been tailored for the UK and Ireland (as the proposed ISA (UK&I) 700 
reports have not been tailored).  However, we note that the ISAs as issued by the IAASB 
include illustrations, and we believe that these should be updated for UK & Ireland.  We 
recognise that the FRC is supportive of innovation in reporting, and that any such 
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illustrations would not be mandatory.  Given the significant additional reporting obligations 
that can exist, based on the entity’s nature, we think it is appropriate for the ISA (UK&I) to 
illustrate the opinions and other reporting that is required in the UK and Ireland.  

Reporting on the going concern basis of accounting  
Q19. Do you agree with the FRC’s proposals to enhance auditor reporting in respect of the 
going concern basis of accounting? 

We agree with your views on the importance of auditor reporting on the going concern basis 
of accounting.  It is, of course, an area of interest to users of the accounts.  However, we 
would suggest that there are many other such areas (for example, impairment or derivative 
information) and we question whether there is a need for going concern to be singled out in 
this way. 

In addition, we are concerned that reporting on going concern where no issue has been 
identified,  might raise questions in the mind of the audit report reader that are not 
supported by the audit findings.  We also believe that if users become accustomed to seeing 
reporting on going concern even when there is no material uncertainty, they may be less 
likely to notice the important reporting when there is a material uncertainty. 

Thus, in our opinion, the effect of introducing such a reporting requirement could be counter 
to what the FRC wishes to achieve.   

We agree that it is appropriate to extend the auditor’s reporting responsibilities to report on 
going concern by exception. However, we believe that greater clarity is needed in the 
requirements included in ISA (UK&I) 570. In particular, we would suggest linking the 
exception reporting required by paragraph 21 (c) (ii) with the requirement for the auditor to 
qualify their opinion when material uncertainties have been identified and not disclosed. 

Reporting to regulators of PIEs  
Q20. Do you agree with the proposed scope of ISA (UK and Ireland) 250 Section B being 
limited to PIEs, or do you believe that the requirements of ISA 250B should also apply to 
non-PIEs in regulated sectors? 

We do not believe that the scope of ISA (UK&I) 250B should be extended to non-PIEs in 
regulated sectors. We recognise the benefits to the public interest of reporting to regulators 
by auditors, but we believe that the degree and nature of that reporting should not be 
proscribed by Auditing Standards but should be determined by the competent authority to 
whom that report is made. 

Retention of records  
Q21. Do you agree with the FRC’s proposals for the minimum retention period for audit 
working papers for all audit engagements? 

We agree that it is appropriate to include a minimum retention period for audit working 
papers for all audit engagements. Audit firms already have established procedures to retain 
audit working papers, as a result of the requirement in the ICAEW’s Audit Regulations for 
working papers to be retained for a period of at least six years, starting with the end of the 
accounting period to which they relate. 
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However, we do not agree that the period should be six years from the date of the auditor’s 
report. The Regulation requires a period of five years following the creation of the 
documentation and information, and it is not clear why the proposal is to retain working 
papers for a period of six years from the date of the auditor’s report. The Consultation 
document notes the FRC’s concern to ensure that the requirement of the Regulation “is not 
interpreted in such a way that results in the minimum period required not being achieved”. 
However, we do not believe this justifies setting a retention period beyond that required by 
the Regulation.   

Paragraph 58R-1 sets out a list of cross-references that are applicable for documentation 
retention.  Audit firms will need to transpose this paragraph into internal guidance and it 
would therefore be helpful and aid consistency within the profession if the FRC could 
incorporate the relevant text of the cross-referenced standards, specifying what needs to be 
retained, perhaps as an appendix to the standard. 

Q22. Do you agree that the minimum retention period should apply to all audit 
documentation rather than just those documentation requirements deriving from the 
Regulation and Directive? 

We agree that the minimum retention period should apply to all audit documentation, and 
not be limited to those requirements deriving from the Regulation and Directive. In practice, 
it would be difficult and inefficient for audit firms to apply different retention requirements 
to different parts of an audit file. 

Q23. Do you agree with the FRC’s proposal to withdraw Bulletin 2008/4 and incorporate 
additional application material into ISA (UK and Ireland) 210 (Revised)? 

We agree with the proposal to withdraw Bulletin 2008/4, since the implementation of The 
Companies, Partnerships and Groups (Accounts and Reports) Regulations 2015 will 
supersede the Bulletin.  

Including additional application material in ISA (UK&I) 210 (Revised) is helpful in 
addressing some of the issues that auditors will face in relation to audits of small and micro 
entities. However, we are uncertain that the proposed guidance will be sufficient, which may 
lead to inconsistency in approach among audit firms, many of which will be smaller firms 
without the technical resources to develop guidance themselves. In particular we note the 
following. 

 Where companies file abridged accounts, we acknowledge that there are no 
responsibilities imposed by law on the auditor with respect to the filing of these 
accounts. However, we believe the FRC should recommend that auditors perform some 
minimum procedures, which would include checking that, where the directors state that 
the audit opinion is neither modified nor contains an emphasis of matter, their 
statement is factually accurate. 

 Where auditors are requested to audit the financial statements of micro entities, they will 
need to deal with the conflict between issuing a “true and fair” opinion as required by 
law, and complying with auditing standards which reserve that opinion for a fair 
presentation framework. The proposed paragraph A36-1 is helpful in indicating that this 
could be addressed by the inclusion of an ‘other matter’ paragraph in accordance with 
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ISA (UK&I) 706 (Revised). However, in the absence of further guidance, we are likely to 
see a range of different explanations by audit firms, and such inconsistency is unhelpful. 
We believe that example wording should be provided. 

In light of the above, we believe that it would be preferable for a new Bulletin to be issued to 
provide more guidance than is currently proposed for ISA (UK&I) 210, in order to ensure 
more consistent practice between audit firms. 

Section 4 – UK CORPORATE GOVERNANCE CODE  
Q24. Do you agree with the changes to section C.3 of the Code? 

We have addressed each of the revisions to section C.3 in turn. 

 Provision C.3.1  

1) We agree with the requirement that at least one member of the audit committee should 
have “competence in auditing or accounting”, as this will create consistency between the 
Code and the existing Disclosure & Transparency Rules (‘DTR’).  

2) The addition of the recommendation that “the audit committee as a whole shall have 
competence relevant to the sector in which the company operates” will also mean that 
the Code is consistent with the DTR (subject to the FCA proceeding with the proposals in 
its recent quarterly consultation CP 15/28 paragraph 8.21). However, we believe that this 
may also generate debate as to the meaning of the phrase “competence relevant to the 
sector”. We note that, in footnote 26 to CP 15/28, the FCA stated that “We consider 
competence relevant to the sector to be broader than knowledge of the sector”. In our 
opinion, experience gained from one sector might lead to the development of a 
competence (for example, management of human capital, or research and development) 
highly relevant to a new sector. Not only would we welcome further clarity on this matter, 
but our discussions with audit committee members have also indicated that they would 
appreciate guidance in this area. 

Provision C.3.7  

1) The proposed deletion of the first sentence of this provision means that the second 
sentence is now without context. In our opinion, the content of the first sentence remains 
valid, and should be retained. This would also mean that the proposed insertion into the 
provision is not needed. 

2) We believe that the footnote that is currently referred to in the second bullet point of 
provision C.3.8 should in fact be linked to provision C.3.7. The BIS audit reform 
implementation is broader than the subject matter of the C.3.8 bullet point. 

Provision C.3.8  

1) The audit committee’s role in the appointment and reappointment of auditors is more 
comprehensively addressed in paragraph 5.1 of the CMA Order and Article 16 of the 
Regulation, even when paragraphs 56-57 and 80 of the draft 2015 Guidance are taken 
into account.  

We do not believe that omitting some aspects of the legal requirements from the Code 
and Guidance will be helpful to directors, and we would advocate consistency with the 
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procedural requirements of the CMA and EU (or at least an explicit cross-reference to the 
appropriate source for these requirements). If the FRC has decided to depart from the 
CMA or EU requirements, we believe it would be helpful to indicate this and the reason 
for the departure.  

2) The insertion of “advance notice of retendering plans” into the second bullet point of 
provision C.3.8 is presumably a recognition of the requirements of paragraphs 4.1 – 4.3 of 
the CMA Order. If so, we suggest that the word “any” be inserted before “retendering” to 
avoid the implication that every company will have such plans every year. The CMA 
Order, which applies to FTSE 350 companies, only requires disclosure of retendering 
plans after five years, and earlier disclosures are unlikely to be meaningful. 

Q25. Is an advisory vote on the audit committee report required? 

We agree that shareholders already have sufficient opportunities to express their opinion on 
the audit committee report through the annual re-election of all directors, including the audit 
committee members and chairman (in the case of FTSE 350 companies), or the AGM 
process. The criteria for such a vote would be difficult to establish in any case as, in our 
opinion, the relevant subject matter is not as clear cut as it is for the advisory vote on the 
remuneration report. 
 
Section 5 – GUIDANCE ON AUDIT COMMITTEES  
Q26. Do you agree with the changes to the Guidance? 

1) Paragraphs 40 – 41 – internal control and risk management systems 

In our opinion, these paragraphs, in the draft revised guidance, are difficult to follow; in 
particular it is difficult to ascertain whether a distinction is being made between the potential 
role of the audit committee in risk management, as opposed to in internal control (risk 
management is a component of internal control under the COSO framework, and the two 
terms are not interchangeable). If our understanding of the intention of these paragraphs is 
correct, in our opinion the text below would communicate the key messages in paragraphs 
40-41 more clearly, and it would also allow for the existence of a risk committee. This was 
addressed in the existing Guidance on Audit Committees, but appears only in paragraph 42 
of the draft 2015 Guidance. 

“ - Where the board gives a committee primary responsibility for internal control over 
financial matters, the most appropriate committee is the audit committee (and this forms 
part of the expected roles and responsibilities of audit committees under provision C.3.2 of 
the Code). 

- Where the board gives a committee primary responsibility for internal control over other 
matters (including operational and compliance controls), the most appropriate committee 
will often be the audit committee, but the board should consider whether this is appropriate, 
given the skills and experience of the audit committee members. 

-Where the board gives a committee primary responsibility for risk management over 
financial matters, the most appropriate committee will often be the audit committee (or a 
risk committee of independent directors). 
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- Where the board gives a committee primary responsibility for risk management over 
other matters (including operational and compliance risks), the most appropriate 
committee may be the audit committee (or a risk committee of independent directors) but 
the board should consider whether this is appropriate, given the skills and experience of the 
audit (or risk) committee members. 

In making these arrangements, the board should also consider the impact of splitting 
responsibilities for risk management and internal control in an area or related areas of the 
business. 

The committee should consider the level of assurance [and continue with remainder of the 
proposed paragraph 41 text…]”. 

2) Paragraph 47 - The internal audit process 

We believe that the phrase “Internal audit should have a reporting line that makes it 
independent of the executive” in paragraph 47 of the Revised Guidance on Audit Committees 
needs further clarification to make the distinction between functional and operational 
reporting lines. The head of internal audit should certainly have a functional reporting line to 
the chairman of the audit committee to allow independent reporting, but as a staff member, 
he or she will normally also have an operational reporting line to an executive director. 

3) Paragraphs 56-57 - The external audit process > Appointment and tendering 

In our opinion, these paragraphs do not reflect all of the requirements of Article 16 of the 
Regulation. Whilst we recognise that not every company that chooses to apply the Code will 
be subject to the Regulation, all premium listed companies will be. Therefore, in our opinion 
it is unhelpful for the Guidance not to capture in full the legal requirements. 

 The most notable omissions include the following. 

 “The recommendation [from the audit committee to the board of selected audit firm] 
shall be justified and contain at least two choices for the audit engagement and the 
audit committee shall express a duly justified preference for one of them” [Article 16.2]. 

 “The audited entity shall prepare a report on the conclusions of the selection procedure, 
which shall be validated by the audit committee” [Article 16.3(e)]. 

 “The audited entity shall be able to demonstrate, upon request, to the competent 
authority referred to in Article 20 that the selection procedure was conducted in a fair 
manner” [Article 16.3(f)]. 

A company that is not subject to the Regulation would still be free to depart from these 
aspects of the Guidance if it chose so to do. 

4) Paragraph 71 - The external audit process - Independence, including the provision of 
non-audit services 

The draft 2015 Guidance suggests that an audit committee can only establish categories of 
“pre-approved” non-audit services where those non-audit services are “clearly trivial”. The 
implication is that all other non-audit services should be subject to specific and individual 
audit committee pre-approval before they can be undertaken. We do not believe that this 
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change derives either from the Regulation and Directive or the CMA Order. In contrast, 
paragraph 4.40 of the existing Guidance on audit committees states that: 

“Pre-approval of the use of the external auditor may be appropriate where the threats 
to auditor independence are considered low, for example if the engagement is: 

 routine in nature and the fee is not significant in the context of the audit fee; or 

 for an audit related service.” 

The current proposal would, in our opinion, represent a substantial change in practice for 
many audit committees, and this could result in audit committees having to consider a large 
number of very minor items. Consequently, we suggest that it would be more appropriate to 
remind directors of the need for the relevant non-audit fees to be “not significant in the 
context of the audit fee”. 

In this context we note that paragraph 5.2 of the CMA Order allows “the Audit Committee 
[to] specify a policy for the pre-approval of permitted non-audit services including setting 
materiality thresholds based on the value of the proposed non-audit service engagements”. 
This is, we suggest, clearly less restrictive than the current proposal. 

5) Paragraph 72 - The external audit process - Independence, including the provision of 
non-audit services 

We believe that this paragraph needs revision as follows. 

 The first sentence refers to “…the position as set out by the auditor about materiality”; 
this sentence gives no clear context as to what users should be considering, and in our 
opinion, there should also be a reference to the derogation in ES 5,57 (possibly as a 
footnote). 

 We assume that the overall intention is to address those non-audit services that may be 
permitted, if they are “clearly inconsequential” (as per paragraph 5.57 of the proposed 
Ethical Standard). If so, the references to “materiality” are confusing and, in the interests 
of consistency, we recommend that references to “material” are replaced with “clearly 
inconsequential”. 

 The paragraph refers to the audit committee issuing guidelines, but it is not clear in what 
form these should be, and to whom they should be issued. Our assumption is that it is 
intended that the audit committee should issue policy or procedural guidelines to be 
followed when considering the impact of non-audit services on the audited financial 
statements. If this is the case, our recommendation is that this is clarified. 

 It is not clear what action is intended to address the final phrase of the paragraph (i.e. 
“…explain…how [the committee] has considered the auditors’ independence”). In our 
opinion this would be clearer if “has considered” is replaced by “will consider”. 

We suggest that the following drafting be considered to replace existing paragraph 72: 

 "The Ethical Standards permit certain non-audit services that may otherwise be 
prohibited, to be provided to a PIE by the auditor in circumstances where those services 
have no direct, or have a clearly inconsequential effect, separately or in the aggregate 
on the audited financial statements [insert footnote reference to ES 5.57]. As part of its 
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policy on the provision of non-audit services (see paragraph 69) the audit committee 
should consider: 

 how it will assess whether otherwise prohibited non-audit services will have no direct 
or have a clearly inconsequential effect on the audited financial statements;  
 

 how it will assess and explain [to the board/investors] its estimation of the effect on the 
financial statements; and 
 

 how it will consider the overall impact on the external auditors' independence of such 
services." 

6) Paragraph 80 – Communication with shareholders - 5th bullet point 

The fifth bullet point of paragraph 80 should, in our opinion, reflect the legal disclosure 
requirements of the CMA Order comprehensively. In particular, the requirement in 
paragraph 4.1(b) of the Order to give “the reasons as to why completing a competitive tender 
process in the financial year proposed is in the best interests of the FTSE 350 company’s 
members” should be added. 

The CMA Order applies only to FTSE 350 companies; however, we believe that the disclosure 
requirements of the Order are reasonable for any company that seeks to apply the Code and 
the associated Guidance. 

7) Paragraph 80 – Communication with shareholders - 7th bullet point 

It is recommended that the audit committee’s significant issues reporting include “the nature 
and extent of interaction (if any) with the FRC’s Corporate Reporting Review team” (‘CRR’) 
(in the 2nd sub bullet point under the 7th bullet point).  

The Consultation (at page 25) recognises that investors are likely to be interested in this 
where “the audit committee has engaged in substantive discussions with CRR”. However, 
paragraph 80 does not provide any indication of the nature and extent of interaction that 
would require disclosure. A company could be disadvantaged by disclosing an enquiry from 
the CRR that is then quickly resolved and, conversely, there is scope for situations to be 
(intentionally or unintentionally) misrepresented by companies where no final outcome has 
been agreed with the FRC, and no disclosure made. We believe it would be helpful to say 
more about the CRR process, including what interactions would require disclosure. 

Additionally under the definition of a ‘significant issue’ in paragraphs 30 & 81 of the draft 
2015 Guidance (“issues…considered in relation to the financial statements” in the 7th bullet 
point, 3rd sub bullet point), many AQRT findings will not represent significant issues in this 
sense, although they may well be areas to which the audit committee devotes significant 
amounts of time. We would make this 3rd sub bullet point a new higher level bullet point for 
this reason. 
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APPENDIX II 

FRC CONSULTATION “ENSURING CONFIDENCE IN AUDIT” 

OTHER ISSUES 
 

General guidance on the application of the EU rules 
The revised ES sets out clear overarching principles of integrity, objectivity and 
independence, in addition to specific requirements that have been transposed from the 
Regulation. 

We understand that the FRC is not able to interpret the provisions of the Regulation that 
have been transposed into the ES, in particular in respect of the precise meaning of the non-
audit services prohibitions. We appreciate that the provisions of the Regulation have direct 
effect in law and, as such, the provisions “cannot be subject to interpretation by the FRC in 
drafting the standards”.  However, we suggest that market participants would, nonetheless, 
find some non-binding guidance extremely valuable.  
 
Guidance on non-audit services prohibitions  
If the interpretation of the non-audit services prohibitions is left to audit firms and audit 
committees, there is a risk of different interpretations being taken; this could cause 
difficulties for the FRC in monitoring compliance with the revised rules. We recommend that 
consideration is given to working with the market participants, possibly under the auspices of 
the professional bodies, to produce industry wide consistent guidance. Such an approach 
would be consistent with the new collaborative way of working signposted in the FRC’s 
strategy for 2016/193. 

Ability to consult with the FRC  
In some cases the provisions of the Regulation are ambiguous, and the appropriate 
application of the provisions will not be clear in all circumstances.  We suggest that the FRC 
could support market participants in achieving the right outcomes through consultation 
when application of the provisions is being considered.  In some cases, the Regulation 
contemplates that such consultation may need to be more formal, for instance where market 
participants seek advance permission to breach the cap on non-audit service fees.  We would 
welcome clarification from the FRC as to the process for such consultation.   

Schedule 1 of the draft implementing Regulations published alongside the BIS consultation, 
includes a number of requirements relating to standards in respect of various aspects of the 
audit process. We would welcome some guidance from the FRC as to what would be 
considered to be a minor independence breach, and what course of action the statutory 
auditor should take in the event of such a breach. 

An efficient and responsive process will greatly assist audit committees and minimise the risk 
of inadvertent breaches.  
 
Disclosure of non-audit services in the audit report 
Article 10.2(g) of the Regulation requires that the audit report for statutory audits of UK PIEs 

                                                             
3 https://www.frc.org.uk/Our-Work/Publications/FRC-Board/FRC-s-Strategy-for-2016-19.pdf 
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indicate any services, in addition to the statutory audit, provided by the statutory auditor to 
the audited entity or its controlled undertakings which have not been included in the 
management report or financial statements. In our opinion, it is preferable for this 
requirement to be met through sufficiently detailed disclosures by companies. We would 
welcome early publication of clear guidance on the nature and extent of the disclosures 
expected. 

General approach to non-audit/ additional services (ES 5.7 and 5.9) 
The definition of non-audit services in ES 5.7 includes any engagement in which “ …a firm or 
member of its network provides professional services to ….. another entity in respect of the 
audited entity”, with similar wording in the definition of additional services. This definition 
is very widely drawn, especially with the inclusion of “in respect of”, and may have 
unintended consequences. For example, an audit firm engaged to carry out buy-side due 
diligence for a party looking to acquire an audit client would appear to fall into this 
definition. 

It also appears that there is an interaction between ES 5.7 and the communication 
requirement in ES 5.9. ES 5.9 establishes a communication requirement when any non-audit 
service (or additional service) engagement to an “entity relevant to the audit …” is provided. 
In a buy-side due diligence engagement, this would appear to impose a requirement to clear 
the engagement with the audit partner of the target, although we note that requirement may 
be relieved by ES 5.10 which provides that the audit firm’s internal procedures should 
“address any requirement to preserve client confidentiality”. 

We would be grateful if the intended scope of these provisions are clarified. 

Exemptions to the cap on non-audit services (ES 4.32) 
In the interests of clarity we would welcome an illustrative list of non-audit services which 
are exempt from the cap on fees for non-audit services provided by the statutory auditor of a 
PIE. The Consultation sets out parameters to enable determination of which non-audit 
services are excluded from the cap (i.e. required by national or EU law, as well as rules 
“issued by a regulator in accordance with powers granted by legislation”). There are, 
however, some areas of uncertainty that remain, for example what is meant by national law? 
For example, we assume that US legislation, such as the Sarbanes-Oxley Act of 2002, is 
included as national legislation, such that services required under that legislation would be 
exempt from the cap, but clarification would be useful. 

Interpretation of “playing any part in the management or decision making” (ES 
5.56(b)) 
ES1.26 provides guidance on different aspects of the “management” prohibitions, which 
apply to ES 5.56(b). The majority of B1.26 deals with “decisions that are the responsibility of 
management” (which derives from the existing ES), whilst the final paragraph deals with 
services that involve taking “any part in the management or decision-making of the entity” 
(which is relevant to the Regulation for PIEs).  

We agree with the inclusion of the bullet points in ES 1.26 and, in our opinion, it is helpful to 
clarify that the actions listed would mean that the audit firm was playing a part in the 
management or decision-making of the audited entity.  However, we note that the fourth 
bullet point states that the audit firm may not decide on which recommendations of the firm 
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or of other third parties should be implemented. We believe this implies that it is acceptable 
for the audit firm to provide advice and recommendations to management, and that the 
provision of such advice and recommendations in order to help management make their 
decisions would not constitute “playing a part in management or decision-making”. It would 
be helpful if the FRC could clarify this point. 

The final paragraph of B1.26 states:  

“Services that involve taking “any part in the management or decision-making of the 
entity” include for example, working capital management, providing financial 
information, business process optimisation, cash management, transfer pricing and, 
creating supply chain efficiency and the like.” 

Because the FRC prohibits the audit firm from providing “services that involve playing any 
part in the management or decision-making of the audited entity”, it could be read that the 
final paragraph of B1.26 has the effect of prohibiting the services listed in B1.26. 

We do not believe that such an effect is consistent with the UK Government’s approach to 
adopting EU Regulations, and could amount to “gold-plating”. These services often involve 
the auditor providing his or her professional expertise and opinion to the audited entity’s 
management, and it is then the responsibility of management to accept or decline that advice. 
Safeguards are applied to confirm that the client has designated an individual who possesses 
suitable skill, knowledge, experience and availability to be responsible for the client’s 
decisions and to oversee the services. In these situations, it is possible to provide services in 
connection with the areas listed in paragraph B1.26 in a way which would not involve the 
auditor playing any part in the management or decision-making of the audited entity. 

Further, the wording in the final paragraph of B1.26 is derived from Recital 8 of the 
Regulation which states:  

“The services that involve playing any part in the management or decision-making of 
the audited entity might[emphasis added]  include working capital management, 
providing financial information, business process optimisation, cash management, 
transfer pricing, creating supply chain efficiency and the like”.  

The key difference between the wording in Recital 8 and in ES 1.26, is that Recital 8 includes 
the word “might”, which in our opinion, suggests that the EU recognises that, in some 
situations, the provision of such services does not necessarily involve playing any part in 
management. We agree that the provision of the services described, as is the case for all non-
audit services, might involve the auditor playing a part in management, but there are many 
services and situations where this is not the case. Each situation would have to be reviewed, 
based on its individual facts and circumstances, to enable an assessment to be made. 

We therefore suggest that the FRC amend the final paragraph of B1.26 to be consistent with 
the guidance provided in Recital 8 of the Regulation. 

Interpretation of “services linked to the financing, capital structure and 
allocation and investment strategy of the audited entity …” (ES 5.56(i)) 
Paragraph 8 of the Recital to the Regulation provides guidance also in relation to the 
meaning of the phrase "services linked to the financing, capital structure and allocation, and 
investment strategy of the audited entity". In particular, it makes clear that this prohibition 
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does not extend to "services such as due diligence services, issuing comfort letters in 
connection with prospectuses issued by the audited entity and other assurance services". 
Whilst the exception for “assurance services in relation to the financial statements, such as 
the issuing of comfort letters in connection with prospectuses” is replicated in ES 5.56(i), the 
reference in paragraph 8 to due diligence services is omitted. We believe that this clarification 
from the Recital should also be included in the revised ES. 

Interpretation of “clearly inconsequential” (ES 5.57(a)) 
We welcome the FRC’s decision to adopt the “black list” of prohibited non-audit services, and 
also to take the Member States derogation in respect of certain tax and valuation services. 
This will give the UK a regime which upholds the important role of the audit committee to 
exercise judgement and make decisions in the best interests of shareholders.  

However, we note that the conditions attaching to the provision of services in respect of 
which the Member State derogation has been taken, include that the provision of these 
services will have “… a clearly inconsequential effect, ….. on the audited financial 
statements”. This is a different test from that in Art 5.3(a) of the Regulation, which refers to 
an “immaterial effect” on the financial statements, and we would be grateful for further 
guidance on how this test should be applied in practice. 

“Clearly inconsequential” is also used in the context of business relationships, at ES 2.28, 
with the following clarification given at 2.33 “where there are doubts about whether a 
relationship would compromise independence, then the relationship is clearly not 
inconsequential”. 

In the absence of any further specific guidance on the meaning of “clearly inconsequential”, 
we would be grateful for clarification of whether the approach used in relation to business 
relationships is appropriate when considering the impact of certain permitted non-audit 
services. 

ES 1.25 “Definitions – persons closely associated” 
ES part 2 (“Financial, business, employment and personal relationships”) and part 4 (“Fees, 
remunerations and evaluation policies, gifts and hospitality, litigation”) extend certain 
requirements (for example, not having a material direct financial interest in an audited entity 
in ES 2.3, and not accepting hospitality in ES 4.54) to “persons closely associated” with a 
firm, its partners or any person in a position to influence the conduct or outcome of an 
engagement. In our opinion, it is important that there is a clear definition of “persons closely 
associated”.    

It is unclear from the draft ES whether the existing definitions of “immediate family” and 
“close family” will be removed from the Glossary of Terms, and included in the new, wider 
definition of “persons closely associated”, or whether this new definition will be in addition to 
the existing definitions. 

The new definition of “persons closely associated” includes at (c) ‘a relative who has shared 
the same household for at least one year on the date of the transaction concerned’. Whilst 
we understand that this definition is taken from EU Regulation 596/ 2014 (the market abuse 
regulation), we question whether this is an appropriate definition to be included in the ES. 
We do not believe that this definition gives due consideration to socio-economic factors that 
mean, for example, young people may live with their parents for economic reasons and  
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elderly relatives may live with their adult children who provide care for them. We do not 
consider that either of these situations gives rise to the ability to influence the conduct of 
others in the household, and, as a result the definition is too widely drawn for the purposes of 
the ES. 

Dependency remains a key factor in determining whether a closely associated person should 
be subject to independence restrictions, and this aspect of the ES should be amended 
accordingly.  We note that parts of the ES still refer to dependency (e.g. ES 2.64) and 
recognise that it is the ability to ‘influence their behaviour’ that is a key determinant of 
whether another person should be subject to restrictions.  

The lack of any reference to dependency (if the definitions of close and immediate family are 
to be removed), other than in relation to a dependent child, now means that the new 
definition does not capture individuals that are neither relatives nor live in the household, 
but are dependent on the partner or member of staff and, therefore, should be covered by the 
independence restrictions. 

If the definition of “persons closely associated” cannot be amended, the ES should clarify 
whether existing financial interests are affected or not. Given the reference to a ‘transaction’ 
in (c) of the definition of “persons closely associated”, this would only appear to cover 
subsequent transactions (e.g. further purchases of a security), rather than any existing 
investments and their disposal. However, we note that the ES itself seems to prohibit all such 
investments for ‘persons closely associated’. 

We would also welcome clarification of who constitutes a “relative” for the purposes of the ES 
(for example, is this direct relatives only), and also what constitutes a “household”.  

ES Part A - Overarching principles and ethical provisions 2.2 
Supporting Ethical Provision 2.2 requires a firm to take "all reasonable steps" to ensure the 
integrity, objectivity and independence of the firm and those in a position to influence the 
conduct and outcome of the engagement including "where appropriate members of its 
network". We acknowledge the importance of the principles and ethical outcomes, as well as 
the need to take judgements, however, in the interests of clarity we would welcome a 
definition of, or guidance on, the meaning of “all reasonable steps” and "where appropriate ".  
 
Supporting Ethical Provision 2.2 also requires the firm to extend this requirement to “any 
person directly or indirectly linked to the firm by control” (ES 2.2(iii)). We would welcome 
further guidance as to who this provision is designed to include (for example, would 
contractors be caught under 2.2(iii)?). 
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ES Section 2 – Financial, business, employment and personal relationships – 
loans and guarantees (ES 2.22) 
We would welcome clarification of whether peer to peer lenders would be covered in the 
definition of “bank or similar deposit taking institution” in ES 2.22. 
 
ES Section 2 – Financial, business, employment and personal relationships – 
loan staff arrangements (ES 2.38 – 2.39) 
ES 2.39 introduces partial guidance to the effect that “a short period of time is generally 
expected to be no more than a period of weeks or possibly a small number of months." 

In contrast, we note that the current ES 2.38 refers only to “a short period of time” and, as a 
result, this addition, which is not subject to consultation, may result in audit firms having to 
undertake a review of their internal policies and processes. We currently adopt a threats and 
safeguards approach to ensure that threats to independence that may arise from 
secondments to clients, are eliminated or reduced to an acceptable level. A number of factors 
are considered, including the seniority of the secondee’s role, and the extent to which the 
secondee’s work relates to financial reporting or internal controls. Based on our experience, 
we have been able to conclude that independence is not impaired in certain circumstances for 
secondments of up to a maximum of six months.  

If a “small number of months” was to be interpreted as, for example, three months, and in 
practice a task for which a member of staff was seconded exceeded this period, we would 
welcome confirmation as to whether we would be required to withdraw that member of staff, 
notwithstanding that the task was almost complete, without there being any possibility to 
extend the secondment. If the time limit is to be applied strictly, and if a “small number of 
months” was to be, for example, three months, we consider that it would be rare to have a 
permissible secondment at an audit client. 

ES Section 4 – Fees, remuneration and evaluation policies, gifts and hospitality 
– Litigation (ES 4.59, 4.60 and Ethical Provision 2.11) 
Paragraphs 4.59 and 4.60 support Ethical Provision 2.11, which requires that an audit firm 
should:  

“not accept or continue an audit or other public interest assurance engagement for an 
entity, unless required by law to do so, where litigation in relation to any engagement 
between the firm or its partners and the entity or its affiliates is already in progress, or 
where the engagement partner considers such litigation to be probable, and which 
would compromise the independence of the firm or of any person in a position to 
influence the conduct or outcome of the engagement.” 

There seems to be a change from the existing policy as, in our opinion, it would appear that 
under the revised ES a firm would not be able to continue with an engagement, even if the 
litigation is insignificant. However, we would welcome confirmation as to whether Ethical 
Provision 2.11 indicates that it is possible for an audit firm to make a judgement as to whether 
litigation is insignificant, and would not, therefore, compromise independence. 

 

 


