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Response to Kingman, Brydon and CMA reviews 

The Department of Business, Energy & Industrial Strategy’s (“BEIS”) white paper of March 2021 titled “Restoring trust in audit and corporate governance” 
sets out the Government’s long awaited responses to three independent reviews: 

• Sir John Kingman’s Independent Review of the Financial Reporting Council (“the Kingman review”); 

• the Competition and Markets Authority (“CMA”) Statutory Audit Services Market Study (“the CMA review”); and 

• Sir Donald Brydon’s Independent Review of the Quality and Effectiveness of Audit (“the Brydon review”). 

In total 155 recommendations were made to the Government. The Kingman Review set out 83 recommendations, the Brydon Review 67 recommendations 
and the CMA review 5 recommendations. Broadly speaking the Government has adopted 80% of the recommendations, amended 10% and rejected 10%. 
In addition, 55 further recommendations were made by the BEIS Select Committee. 

The tables below set out a summary of the Government’s proposals in response to the review recommendations that directly affect companies and their 
boards.  

A RAG rating system has been applied in the table as follows: 

• a green rating indicates that there is a clear proposal to take a review recommendation forward, or that a recommendation is largely agreed with 
but the Government has proposed an alternative action; 

• an amber rating indicates that the Government is seeking views before formulating a proposal, or intends for a proposal to be a backstop measure; 
and  

• a red rating indicates that the Government is not intending to take any formal action as a result of the review recommendation. 

Public Interest Entities  

The proposed measures in relation to audit, corporate reporting and corporate governance set out in the consultation document are primarily directed at 
public interest entities (“PIEs”). Currently, the definition of a PIE broadly captures companies with shares admitted to trading on a regulated market (such 
as the main market of the London Stock Exchange), credit institutions and insurance undertakings.  

The Government proposes to extend the UK definition of PIE to include some of the largest private companies and has identified two alternative approaches:  

Option 1 – all companies with either (i) more than 2,000 employees, or (ii) a turnover of more than £200 million and a balance sheet of more than £2 
billion. 

Option 2 – a narrower test of large companies with both over 500 employees and a turnover of more than £500 million. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/970673/restoring-trust-in-audit-and-corporate-governance-command-paper.pdf
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In addition, the Government proposes that AIM quoted companies incorporated in the UK with a market capitalisation above €200 million should also be 
included in the new definition of a PIE. 

Timing 

It is anticipated that the Audit, Reporting and Governance Authority (“ARGA”), which will succeed the Financial Reporting Council (“FRC”), with the requisite 
powers (together with necessary changes to the Companies Act 2006), will be established by April 2023.  

There will be a phased implementation of the proposals and we expect to see more clarity around the proposed implementation timeline by early 2022. 

The majority of the proposals will apply to premium listed companies in the first instance, and will then be extended to other PIEs after two years.  

Key to table 

Government response to review recommendations 

Government is proposing to take action as a result of the review 
recommendation  

 

Government is seeking views before formulating proposal or intends a proposal 
to be a backstop measure  

 

Government is not intending to take action as a result of the review 

recommendation  

 

 

Chapter 2 – Directors’ accountability for internal controls, dividends and capital maintenance 

Action Review recommendation Government approach RAG 

rating 

Strengthening the 
UK’s internal controls 
framework 

BEIS to give consideration to case for 
strengthened framework around 
internal controls, drawing on lessons 
from US Sarbanes-Oxley regime. 

 

Consideration to be given to mandating 
‘Internal Controls Statement’ 
consisting of signed attestation by CEO 
and CFO.  
 

Directors to acknowledge responsibility for establishing and maintaining 
adequate internal controls for financial reporting and provide an annual 
review on effectiveness of those controls in the annual report including 
statement as to whether they consider the controls to have operated 

effectively. Any deficiencies should be disclosed together with  remedial 

action being taken. 
 
Principles and guidance to be provided (reflecting Audit Committee best 
practice) by ARGA to assist directors on approach to the controls 
statement.  
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Audit Committee Chairs Independent 
Forum to develop principles to be 
followed by CEO/CFO when making 
attestation, with ARGA to endorse final 

principles.  
 

 
Audit Committees/shareholders to consider if director statement should 
be subject to external audit as part of Audit and Assurance Policy. 
Mandated audit where serious failure or persistent material deficiencies 

in internal controls. 
 
ARGA to have powers to investigate the accuracy/completeness of 
internal control disclosures, and order amendments or recommend 
external audits. Powers to sanction directors for failure to establish and 
maintain adequate controls for financial reporting.  
 

Strengthening the law 
on dividends and 
capital maintenance  

Directors to make statement that 
payment of dividend in no way 
threatens the existence of the 
company.  
 

Directors to confirm that  statement is 
consistent with the Resilience 
Statement, is assured in accordance 
with the Audit and Assurance Policy, 
and that the dividend is within known 
distributable reserves. 

Government proposes to assign responsibility for defining realised 
profits and losses to ARGA, and enhance legal status and enforceability 
of definition.  
 

 

New requirements for disclosure of distributable reserves in financial 
statements (will apply to individual companies, or if in a group, the 
parent, within agreed scope). 
 
Disclosure of potential distributable profits across group that could be 
passed to parent company for dividend payments (will apply to parent 
companies). 

 

 

New directors’ statement on legality and affordability of proposed 

dividends. 
 
Statement to include: 

• confirmation that directors have satisfied themselves that 
dividend is within known distributable reserves and that they 
have had regard to general duties under s172(1) Companies Act 
2006 and wider common law/fiduciary duties; 

• confirmation that it is directors’ reasonable expectation that 
payment of dividend (interim and final) will not threaten 
solvency of company over next two years, and confirmation that 

dividend is consistent with Resilience Statement. 
 

 

 
 
Chapter 3 – New Corporate Reporting   
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Action Review recommendation Government approach  RAG 
rating 

Resilience Statement  New Resilience Statement, setting out 

company’s approach to exploring and 
mitigating risks and uncertainties over 
short, medium and long term, 
incorporating and building on current 
Going Concern and Viability 
Statements.  

 
 

Introduction of a statutory requirement on PIEs to publish an annual 

Resilience Statement which will consolidate and build on the existing 
Going Concern and Viability Statements.  
 
The Resilience Statement will set out how directors are assessing the 
company’s prospects and addressing challenges to its business model 
over the short, medium and long-term, and may include the need to 

address specific risks such as climate change. 

 

Audit and Assurance 
Policy (“AAP”) 

Three-year rolling AAP to be published 
by Audit Committee, put to an annual 
advisory vote by shareholders for 
approval at an annual general meeting 

(“AGM”). 

Requirement on PIEs to publish AAP describing the company’s approach 
(over a rolling three-year forward look) to seeking internal and external 
assurance of the information they report to shareholders (including in 
relation to the internal controls and resilience statement, and any 

external assurance planned beyond the scope of the annual statutory 
audit). 
 

 

Reporting on payment 
practices  

Disclosure on payment practices to be 
made within annual reports, in order 
to be more available to shareholders.  

  

Government is considering requiring annual reports of PIEs to provide 
a summary of how the company (or parent company) has performed 
regarding supplier payments over the previous reporting year.  

 

Public Interest 
Statement (“PIS”) 

Directors should set out in PIS how 
they view the company’s legal, 

financial, social and environmental 
responsibilities.  

 
Statement to explain how the 
company has discharged its self-
declared public interest 
obligations/responsibilities, set out 
actions it will take to mitigate and 
consider how effective those actions 

have been. 

Government is minded to keep under review the case for a public 
interest statement but not introduce a new statutory requirement for 

PIS within this current reform package. 

 

 
 

Chapter 4 – Supervision of Corporate Reporting  

Action Review recommendation Government approach  RAG 
rating 
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Strengthen ARGA’s 
corporate reporting 
review (“CRR”) 
powers 

ARGA given power to direct changes to 
company accounts directly, rather than 
through requiring court order. 

Government will replace the regulator’s current power to seek a court 
order with the power to direct changes to reports and accounts.  
 
This is intended to simplify the process, and is not expected to have 

significant impact on number of cases in which amendments to company 
reports are required. 
  

 

Power to publish full CRR 
correspondence and summary findings 

(resulting in increased transparency 
and greater visibility). 

Government will give ARGA powers to publish summary findings 
following a review, along with full correspondence (where necessary).  

 
Before moving to a procedure of publication of full correspondence, 

Government wants ARGA to test whether summary findings will provide 
sufficient transparency, and only then publish full correspondence where 
initial approach is inadequate.  
 
Interim step: ARGA will publish case summaries. In advance of 

legislation, the FRC has commenced publishing summaries by consent 
from companies. 
 

 

Extension of CRR powers to cover 
entire annual report and accounts. 

Government to legislate to extend both the existing power to request 
information from companies and the new power to direct changes to 
accounts (covering entire content of annual report such as corporate 

governance statements, directors’ remuneration and Audit Committee 
reports, along with voluntary elements such as CEO and Chair’s report).  

 

 

ARGA given power to offer companies a 
pre-clearance service. 

Government will ensure ARGA has necessary powers to provide pre-
clearance, but considers the decision on whether and when to offer this 

service is a matter for ARGA.  

 

Strengthening of CRR 
activity  

Focussing CRR activity on reporting by 
PIEs.  

Government agrees ARGA should focus most of its proactive CRR work 
on PIEs but should retain current powers to investigate reporting by 
non-PIE companies. 
 

 

Extending CRR work to wider range of 
investor information (including 
preliminary results and investor 
presentations). 

Government does not intend to extend FRC’s role in this area as it risks 
regulatory overlap and confusion for securities issuers as it is already 
an area of FCA supervision. 
 

Instead, Government has asked FRC to undertake pilot study on 
preliminary results and investor presentations working with the FCA to 

establish extent of any inconsistencies with annual reports and 
accounts. Such deficiencies to be addressed through CRR engagement 
and FCA enforcement in first instance.  
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Influencing the 
corporate reporting 

framework 

ARGA required to promote brevity and 
comprehensibility in company 

reporting.  

Government planning to impose on ARGA a regulatory principle to 
promote brevity, comprehensibility and usefulness in corporate 

reporting.  

 

 
 
Chapter 5 – Company Directors  

Action Review recommendation Government approach  RAG 
rating 

Enforcement against 

company directors 

Effective enforcement regime holding 

directors of PIEs (CEO, CFO, Chair and 
Audit Committee Chair) to account in 
relation to corporate reporting and 

audits. 

Government intends to legislate to provide ARGA with necessary powers 

to investigate and sanction breaches by directors of PIEs. 
 
This new enforcement regime for PIE directors would not replace 

existing arrangements for taking action against company directors. 

 

New directors’ regime for PIEs should 
cover four key director roles (CEO, 
CFO, Chair and Audit Committee). 
 
 

Government intends that all directors of PIEs (including Non-Executive 
Directors) will be in scope of the new regime, so as not to undermine 
the principle of collective board responsibility. 
 

 

Government intends to ensure that, where appropriate, the scope of 
ARGA’s enforcement powers apply to PIEs which are not companies (e.g. 
Limited Liability Partnerships).  

 

 

Review duty to keep adequate 
accounting records, so ARGA can 

provide greater clarity on what is 
meant by ‘adequate accounting 
records’.   
 

Government proposes to give ARGA power to impose more detailed 
requirements as to how certain statutory duties relating to corporate 

reporting and audit are to be met by directors.  
 

 

Strengthening 

clawback and malus 
provisions in directors’ 
remuneration 
arrangements 

Giving attention to contractual 

provisions in directors’ remuneration 
arrangements concerning malus and 
clawback to ensure remuneration can 
be withheld or recovered in the event 

of serious director failings. 

Government proposes to strengthen malus and clawback arrangements 

by asking ARGA to consult on changes to UK Corporate Governance 
Code (“CGC”) to include provisions on minimum clawback conditions in 
directors’ remuneration arrangements, with a minimum two-year 
application period.  

 

 

Chapter 6 – Audit purpose and scope  
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Action Review recommendation Government approach  RAG 
rating 

Purpose of the audit  Duty for auditors to consider wider 

information for use in statutory audit. 

Government is minded to give auditors specific responsibility to consider 

relevant director conduct and wider financial information in reaching 
judgments. 
 

 

Statement of audit purpose to be 
endorsed and adopted by ARGA:  

 
“The purpose of an audit is to help 
establish and maintain deserved 

confidence in a company, in its 
directors and in the information for 
which they have responsibility to 
report, including the financial 

statements.” 
 

Government is minded to adopt Brydon Review’s proposed purpose of 
audit as a non-binding statement of purpose for ARGA. 

 

 

Scope of the audit Companies and shareholders to decide 
on scope of external auditing which is 
obtained beyond the statutory audit of 
financial statements.  

 
External auditing chosen by a 
company to be subject to oversight by 

ARGA. 

Government proposes that ARGA will oversee provision of wider audit 
services obtained via the AAP, including creation of framework for all 
‘corporate auditing’ to cover auditing of financial statements and of 
wider information.  

 
Government proposes to give ARGA some functions in relation to all 
corporate auditors e.g. setting and enforcing standards applicable to 

corporate auditing as a whole. 
 

 

Principles of corporate 
auditing 

Principles of Corporate Auditing should 
be established to form an overarching 
framework governing the behaviour of 
corporate auditors.  
 
Standards and rules should sit within 
this framework. 

Government to introduce legal framework to empower ARGA to set up 
and enforce new principles of corporate auditing, following the broad 
approach recommended by Brydon Review. 
 
Government is keen to understand potential downsides, mitigations and 
alternatives before committing. 

 

Tackling fraud  Package of measures (including 
greater clarity on respective roles of 
directors and auditors) to restore 

public confidence in auditors’ work.  
  

Government proposes legislation to require directors of PIEs to set out 
in annual report the steps they have taken to prevent and detect 
material fraud.  

 
 

 

ARGA to amend auditing standard on 
fraud to make clear that auditor has 

Government proposes  requiring auditors of PIEs to conclude, as part of 
statutory audit, whether the proposed directors’ report relating to fraud 
is factually accurate. 
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obligation to endeavour to detect 
material fraud in all reasonable ways.    
 
Auditors also to be required to report 

on steps taken to detect material 
fraud, and assess effectiveness of 
relevant controls. 
 

 
Government to discuss with FRC changes to company law and auditor 
reporting standards to require auditors to report on steps taken to 
detect material fraud and assess effectiveness of relevant controls. The 

FRC is already consulting on this measure.  
 

Education – fraud awareness and 

forensic accounting form part of 
training for financial statement 

auditors. 
 

Government to discuss with FRC and professional bodies action that 

needs taking to improve audit effectiveness.  

 

Framework to judge culpability of 
auditor as impartial and reasonable, 

through establishment of independent 
panel to determine sanctions.  

FRC’s Audit Enforcement Procedure already provides for an independent 
and impartial decision-making Tribunal. 

 
Government unconvinced that determination of culpability of auditors 
in fraud-related cases should differ from those applying in other cases.  
 

 

True and fair view 
requirement  

Replacement of ‘true and fair view’ 
with ‘present fairly, in all material 

respects’.  

Developing new user guide (see below) deemed more effective. 
Changing the wording of the legislative test may carry the risk of 

unintended consequences.  
 

 

Development of new user guide to 

audit by ARGA.  

Government supports development of new user guide to audit – FRC 

will take forward. 
 

 

Audit of Alternative 
Performance Measures 
(“APMs”) and Key 
Performance 
Indicators (“KPIs”) 

Audit of APMs and KPIs. Government does not propose to introduce further audit requirements 
(in order to maintain proportionality).  
 

 

Auditors to read and consider material 
outside the Annual Report (investor 

presentations and RNS 
announcements) and report whether 
misstated. 

Government notes that a ‘read and consider’ requirement would not 
provide meaningful assurance to users and so formalisation of existing 

practice is unlikely to be of substantive benefit.  

 

Auditor liability  Limitation Liability Agreements 
(“LLAs”) – recommendation for  

Companies Act 2006 to make clear 
that directors will not be in breach of 
their duties if they recommend, in 
good faith, that company members 
authorise an LLA.  

Government considers this is already the case.  
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New professional body 
for Corporate Auditors  

ARGA to help create, and be the 
statutory supervisor body for, a new 

profession to encompass all corporate 
audit professionals with appropriate 
education and authorisation.  

Government proposes to put appropriate framework in place to facilitate 
establishment of new professional body for external auditors of all types 

of corporate information.  

 

 
 

Chapter 7 – Audit Committee Oversight and Engagement with Shareholders  

Action Review recommendation Government approach  RAG 

rating 

Audit committees  ARGA given powers to set, monitor 
and enforce compliance. Additional 

requirements for Audit Committees on 
oversight of auditors.  

Government proposes to require ARGA to mandate additional 
requirements on Audit Committees for appointment and oversight of 

auditors. 
 

 

Government proposes to impose duty on ARGA to monitor compliance 
with new Audit Committee requirements through power to require 
information or reports and place an observer on the Audit Committee if 

necessary. 
 

Government proposes to give ARGA appropriate powers to take action 
against directors and/or Audit Committee in relation to breaches of new 

Audit Committee requirements. 
 

Independent auditor 
appointment  

ARGA given powers to independently 
appoint auditors (in limited 
circumstances). 

Government is not persuaded that it is appropriate to give ARGA 
independent powers of appointment at this time.  
 
However, Government is considering, and consulting on, whether to 
legislate to provide flexibility for ARGA to be given such powers by the 

Government in the future. 

 

Shareholder 
engagement with risk 
and audit planning 

Establishment of formal mechanism 
for shareholders to share suggestions 
for audit plan with the Audit 
Committee. 

Government agrees that a formal mechanism should be established to 
enable Audit Committees to gather shareholder views on the audit plan. 
Shareholder views would be purely advisory in nature. 
 

 

Shareholders to be provided with 
directors’ latest statement of risks. 

Government considers that Audit Committee should only be expected 
to make additional disclosure in event of material change to principal 
risks facing the company since those already disclosed in the last annual 
or interim report. 
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Audit Committee annual report to set 
out which shareholder suggestions 
have been accepted or rejected.  
 

Obligations on auditors to consider shareholder suggestions could be 
achieved through contractual provisions in auditors’ terms of 
engagement.  

 

Shareholder 
engagement for audits 
at general meetings 

Standing item to be added to AGM 
agenda – auditor and Audit Committee 
chair to take shareholder questions.  

Government does not believe standing AGM agenda item is necessary 
or sufficient to achieve greater shareholder engagement. 
 
Instead Government proposes to encourage better engagement with 
the auditor by inviting ARGA to revise its Audit Committee guidance to 

encourage questions from shareholders about the company audit.  
 

Government invites ARGA to consider revisions to its guidance on the 
recently revised Stewardship Code to promote greater engagement 
from investors on matters relating to audit quality. 
 

 

Senior company auditor required to 
attend AGM and take questions.  

Government does not consider proposal proportionate, as senior auditor 
presence may be unnecessary or unjustifiable. Instead, better 
attendance from Audit Committee chair and senior auditor should be 
encouraged.  
 

 

Shareholder 

engagement on auditor 
removal or resignation 

Statement given by departing auditors 

should state reasons for departure. 
 
GM to be held within 42 days where 

shareholders can question departure.  
 

Government will reach a final view on whether and how to implement 

these two Brydon Review recommendations, in whole or part, after 
taking account of responses to this consultation. 

 

Audit fee disclosures in 
Audit Committee 
reports  

Accounting treatment of audit fees to 
reflect the fact the cost is borne by 
company’s shareholders.  
 

Government does not believe it would be proportionate to amend 
company law to require a different accounting treatment for audit fees 
to that currently applied under IFRS and UK GAAP. 
 
 

 

 

Chapter 11 – Additional changes in the regulator’s responsibilities  

Action Review recommendation Government approach RAG 
rating 

Powers to address 

serious concerns about 
PIEs 

ARGA should be able to take action 

where there are reasonable concerns 
about a wide range of matters about a 

Government believes that new powers to address serious concerns in 

PIEs should be limited to the areas where the regulator has existing 
enforcement powers i.e. corporate reporting and audit. 
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PIE, including issues with reporting, 
governance, audit and viability. 
 

ARGA be given powers to require rapid 
explanations from the company about 
reasonable concerns identified by the 
regulator. 
 

Government proposes that ARGA has the power to require rapid 
explanations from PIEs where it has concerns relating to a PIE’s 
compliance with its corporate reporting or audit obligations. 
 
 

 

ARGA to be able to commission an 
expert review (at the company’s 
expense) akin to the ‘skilled person 

reviews’ commissioned by the FCA and 
PRA. 
 
 

 
 

Government to give ARGA the power to require an expert review where 
it has identified concerns as to whether a PIE’s corporate reporting and 
audits comply with any requirements which are enforced by the 

regulator. 
 
ARGA’s costs of commissioning an expert review to fall on the inspected 
company rather than being met by other firms through the statutory 

levy. 

 

ARGA to have the power of  publishing 
the expert review where it is deemed 
to be in the public interest.  
 

Government to legislate for ARGA to be able to publish a summary of 
the report from the expert review where it is considered to be in the 
public interest. Such powers to be used only exceptionally. 

 

ARGA to be able to issue a 
report to the company’s shareholders 
following the expert review. 

Government believes that shareholders can be made aware of  serious 
issues identified by the expert review through the publication of a 
summary of the expert review without the need for a separate report 

to be issued to shareholders. 

 

 


