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In April 2019, the BEIS Committee published a Report 
following its enquiry into the future of audit, which sets out its 
recommendations for audit reform. Whist the underlying focus 
of the report is the FTSE 350, if taken forwards, the Report’s 
recommendations would have far reaching implications for  
both companies and the audit industry as a whole. 

The Report aimed to bring together the 
independent reviews of Sir John Kingman 
into the FRC (see our briefing here) and of 
Sir Donald Brydon into UK audit standards, 
and also the Competition and Markets 
Authority (“CMA”) recent market study of 
the statutory audit market in the UK. 

What does the Report recommend?
The Committee recommendations fell into 
a number of key areas.

The audit product

 – The detection of fraud must be a 
priority within an audit, and audits 
must demonstrate how potential fraud, 
including by the directors, has been 
investigated. The Committee expressed 
surprise that a number of audit partners 
did not consider fraud detection to be 
part of their remit. 

 – Auditors must look ahead. The Brydon 
review should explore how audits can be 
made more forward looking to make it a 
more useful product, and how auditors 
can express more forward looking 
opinions.

 – The Brydon review should also look at 

how the scope of audit can be widened 
to cover the whole of the annual report, 
but with different levels of assurance and 
reporting.

 – Auditors should be required to present at 
the AGM in order to generate shareholder 
engagement. 

Capital maintenance

The Committee considered that there has 
been insufficient regard given to the capital 
maintenance regime in the Companies 
Act 2006 in the context of dividends, and 
accounting standards have been allowed 
to take precedence over the law. The 
Committee recommends:

 – Tightening the UK dividend regime to 
strengthen the statutory position. The 
Government and the FRC should 

The BEIS Committee 
recommended that audits 
should be more forward 
looking.

https://publications.parliament.uk/pa/cm201719/cmselect/cmbeis/1718/1718.pdf
https://www.eversheds-sutherland.com/global/en/what/articles/index.page?ArticleID=en/Corporate/Government-announces-new-UK-audit-regulator-with-stronger-powers


produce as a matter of urgency a clear, simple and 
prudent definition of what counts as realised profits. 
BEIS supports defining realised profits as realised in 
cash or near cash.

 – Companies and auditors should take a more critical 
look at the valuation of goodwill for the purposes of 
distributions. This appears to have been an issue in 
relation to the collapse of Carillion. 

 – Companies should be required to disclose the 
amount of distributable reserves in the annual 
accounts, and break down profits between realised 
and unrealised. 

 – The Government should adopt a complementary 
solvency based test whereby directors must state 
that dividend payments will not make the company 
insolvent or create cash flow problems.

Separation of audit from non-audit

A key recommendation of the Report relates to the 
split of services offered by accountancy firms. It 
suggested that CMA should aim for a full legal split of 
audit and non-audit services, or at the very least, an 
operational split. A split based on separate governance 
alone will not achieve the desired objectives. If 
the CMA pursues the operational split route, the 
arrangements should be reviewed after three years 
to assess whether it has produced improvements 
in culture, independence and transparency. If it has 
failed to do so, the CMA should then proceed with a 
full structural breakup of the ‘Big Four’ accountancy 
firms into audit and non-audit businesses in the UK.

On 18 April 2019, the Competition and Markets 
Authority (CMA) published the final report in its market 
study into competition in the statutory audit market. 

One of the key drivers behind the proposals 
for separation is that values of objectivity and 
independence are not deemed to be prominent in 
multi-disciplinary firms which carry out non-audit 
services which are more lucrative. Culturally, the 
purpose of audit should be to challenge management, 
whereas other services are to help management, and 
the culture of audit firms needs to change to be more 
challenging. 

Fees

There should be greater transparency on reporting 
audit fees, possibly including the disclosure of audit 
hours, staff mix and hourly rates. The new regulator 
(see below) should be given powers to investigate 
whether fee structures are fit for purpose.

These recommendations are driven by concerns that 
the ‘Big Four’ are underbidding on audit assignments 
to secure other, more lucrative mandates, when 
smaller firms cannot afford to do so. There are also 
concerns about audit services being subsidised by 
more lucrative non-audit work.  It is suggested that 
by making fees more transparent, it can open up the 
audit market beyond the Big Four.

Audit Committees: ensuring independence and 
challenge of audit 

There should be more onus on audit committees 
to factor in professional scepticism and challenge 
into their criteria for selecting auditors, rather than 
focusing on the cultural fit. The Report concludes that 
if audit quality, choice, resilience and the professional 
scepticism and independence of auditors remains an 
issue, the independent appointment of auditors by the 
new regulator should be considered.  

Other proposals include:

 – reducing audit rotations to seven year non-
renewable terms that can only be terminated in 
exceptional circumstances; and

 – “cooling off” periods of up to three years during 
which other services could not be provided 
after the end of an audit engagement could be 
introduced to remove a conflict of interest for 
auditors. 

It is hoped that these measures would help with 
independence and assist firms outside the ‘Big Four’  
to break into the market. 

Competition, choice and resilience

This section of the Report considers the CMA market 
study into the audit market. The CMA final report 
recommends the operational separation of audit from 
consulting services. It also recommends mandatory 
joint audit to enable firms outside the ‘Big Four’ to 
develop capacity and experience, a supporting system 
of peer review, the regulation of audit committees 
and a new regulator with the power of oversight, 
investigation, enforcement and five-year review of 
measures imposed.

Regulation

The Committee is supportive of the new proposed 
audit regulator, the Audit, Reporting and Governance 
Authority (ARGA), whilst being critical of the FRC. 
The Committee calls for legislation to replace the 
FRC with ARGA be introduced in the next session of 
Parliament. 

There should be a split of services 
carried out by accountancy firms 
into audit and non-audit.

https://assets.publishing.service.gov.uk/media/5cb7855d40f0b649e47f2972/CMA_final_audit_market_report.pdf


Government response to the Report
The Government’s response published on 7 June 
notes that the Brydon Review is investigating and 
consulting on a number of issues relevant to the 
Committee’s recommendations, including how 
auditors might better communicate to and engage 
with shareholders, how investors currently make 
use of audit and their likely future needs and the 
scope and purpose of audit. The response also notes 
that the Government is intending to consult on the 
recommendations of the CMA’s report on the UK 
audit industry which was published on 18 April 2019.

The BEIS Committee Chair, Rachel Reeves MP, has 
written to the Secretary of State to request that 
the Government set a deadline for the conclusion 
of the consultation process, and also calls on the 
Government to state whether its intention is to 
consult on the implementation or the substance  
of the CMA and BEIS Committee proposals.
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Next steps
Companies should keep a watching brief on 
the proposals for the reform of audit. Given the 
Government response, it is unclear at this time 
to what extent the recommendations of the BEIS 
Committee will be taken forward. 

The Brydon review is investigating 
and consulting on the scope and 
purpose of audit.

http://eversheds-sutherland.com
https://www.eversheds-sutherland.com/global/en/what/articles/index.page?ArticleID=en/Corporate/BEIS-committee-report-on-the-future-of-audit
https://publications.parliament.uk/pa/cm201719/cmselect/cmbeis/2296/2296.pdf
https://www.parliament.uk/documents/commons-committees/business-energy-and-industrial-strategy/Correspondence/RR%20to%20Greg%20Clark%20(Audit).pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmbeis/1718/1718.pdf
https://assets.publishing.service.gov.uk/media/5cb74577e5274a7416b64f01/final_summary_report.pdf
https://assets.publishing.service.gov.uk/media/5cb7855d40f0b649e47f2972/CMA_final_audit_market_report.pdf

