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The Government has launched a consultation 
on the Competition and Market’s Authority’s 
(CMA) proposed reform of the statutory audit 
market. The CMA published their final report 
on 18 April 2019 and it contained certain 
recommendations to address competition 
issues in the audit industry. 

What did the CMA recommend?
In summary, the central recommendations 
made by the CMA were to:

 – Enhance regulatory oversight of audit 
committees;

 – Require ‘joint audits’ of FTSE 350 companies 
and peer reviews of audits for firms that are 
not in scope of the joint audit proposals;

 – Mitigate the effects of the distress in the 
event that a ‘Big 4’ firm were to fail;

 – Give the new regulator that will replace 
the FRC (the ‘Audit, Reporting and 
Governance Authority’) powers to design 
an ‘operational split’ between the audit 
and non-audit practices of the ‘Big 4’ 
accountants; and 

 – Require a five-year review of progress by 
the new regulator. 

 

What is the Government’s view?
The Government:

 – Agrees with the CMA that there should  
be clear expectations and standards for 
audit committees to ensure that they 
deliver the best results for shareholders, 
and that there should be a role in this for 
the new regulator. Views are sought on 
this, and the extent of the new regulator’s 
powers.

 – Recognises the importance of providing 
meaningful and effective competition  
and choice for audit clients in the  
statutory audit market. Views are sought 
on the CMA’s proposals for joint audits  
and peer reviews.

 – Agrees that there is more that the  
regulator could do to monitor and act  
on the health of audit firms. The 
consultation asks for views on the CMA’s 
proposed measures to mitigate the  
effects if a ‘Big 4’ firm should fail. 

 – Recognises the high risk of actual and 
perceived conflicts of interest that can 
occur where audit firms provide non-
audit services to their audit clients and 
is determined to identify and implement 
measures to increase choice and  
capacity in the audit market. Accordingly 
views are sought on the proposed 
operational split between audit and  
non-audit services. 

The CMA has called for an 
operational split between 
audit and non-audit 
practices, with joint audits 
for FTSE 350 companies.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/818667/statutory-audit-services-consultation-cma-recommendations.pdf
https://assets.publishing.service.gov.uk/media/5cb7855d40f0b649e47f2972/CMA_final_audit_market_report.pdf
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Useful links

Consultation: Market Study on Statutory Audit Services

CMA final report

CMA summary report

The quality and effectiveness of audit: consultation webpage

Independent review of the Financial Reporting Council – Initial Consultation on the recommendations

Government response – 27 June 2019

Next steps
There are potentially a number of changes 
ahead for audit. The consultation on the CMA 
recommendations closes on 13 September 2019. 
The Government proposes to bring forward  
detailed proposals on the CMA recommendations 
later in 2019.

The Government strongly encourages proposals 
from the sector outlining what they can do to 
address the proposals made by the CMA ahead of 
legislation. The Government intends to develop a 
full set of proposals for the reform of audit, taking 
into account both the CMA recommendations 
and the outcome of Sir John Kingman’s review 
of the FRC. An initial consultation on the 

recommendations of the Kingman Review was 
launched in March and closed on 11 June. 

In addition, the independent review led by  
Sir Donald Brydon has sought views on the quality 
and effectiveness of audit. The consultation closed 
on 7 June 2019 and feedback and the next steps  
are awaited. 

The Government has also confirmed that the 
ICAEW has been asked to provide some technical 
advice and options for the Government on ways 
in which the potential new distributable reserves 
disclosure requirements that were highlighted by 
the BEIS report on the future of audit might be 
framed, and that the Government will seek other 
stakeholders’ views on those options once received. 
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https://assets.publishing.service.gov.uk/media/5cb7855d40f0b649e47f2972/CMA_final_audit_market_report.pdf
https://assets.publishing.service.gov.uk/media/5cb74577e5274a7416b64f01/final_summary_report.pdf
https://www.gov.uk/government/consultations/the-quality-and-effectiveness-of-audit-call-for-views
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/784988/independent-review-financial-reporting-council-initial-consultation-recommendations.pdf
https://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/Letter-from-the-Secretary-of-State-on-future-of-audit.pdf
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