














Reporting on Audit Quality Monitoring — Implementing a New Approach
Results of Consultation and Policy Conclusions

Question 3

Do you have any comments on the Board’s proposal that annual reporting on the AIU’s work
should in future be incorporated in the Oversight Board’s annual report to the Secretary of State
for Business, Enterprise and Regulatory Reform?

2.53 A majority of the respondents did not object to the idea of dropping the AIU Annual Report
and including an expanded section on the findings and overall results of AIU’s work in the
Oversight Board’s annual report to the Secretary of State for Business, Enterprise and
Regulatory Reform.

2.54 However, respondents also commented that the Annual Report provides a high profile
commentary on themes and areas of challenge for the profession as well as an overall
summary of quality within the audit profession. They believed that interest in this type of
generic information will remain even after firm specific reports start to be published.
Furthermore such information should provide a useful context to the reports on individual
firms. Taking this further, a minority of respondents considered that the existing Annual
Public Report should be continued.

Institute of Chartered Accountants of Scotland

The current AIU annual report provides useful generic information that shows the trends and
issues in the auditing of public interest entities and listed companies. This information is vital if
individual firm reports are published so that readers can place the individual report in context. We
support the publication of a generic report, although we do not have strong views about where the
information is published as long as it is still collated, analysed and made available. Our preference,
however, would be to retain it as a separate report.

Oversight Board Comment and Policy Conclusion concerning Question 3

2.55 The Oversight Board thanks respondents for their views on this aspect of the AIU future
reporting. It is clear that the AIU Annual Report is valued by many respondents. However
there are limited resources, and, with more reporting at the firm level together with an
overall summary in the Oversight Board’s report to the Secretary of State, it does not seem
necessary to continue with a separate full AIU Annual Report. Consequently, the AIU will
not continue with the current form of Annual Report.

2.56 In addition however, the AIU intends to publish annually a short overview at the same time
as the reports on individual firms are published.
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Question 4
Do you have any comments on the Board’s provisional regulatory impact assessment?

2.57 Respondents considered that it was difficult to estimate the costs of the changes before the
implementation of the new approach. The majority of respondents either did not comment
on this aspect of the Consultation or did not express a view as to whether the estimated costs
were too high or too low.

2.58 Of those who did express a clear view on the Oversight Board’s estimate of costs, three
considered them to be too low and two considered them to be too high.

2.59 As regards the benefits to be derived from these reporting changes, a number of the audit
firms and professional bodies questioned whether there were sufficient likely benefits to
justify the changes.

Institute of Chartered Accountants in England and Wales

The consultation document, as is the case with many regulatory impact assessments, assumes that
benefits will arise but has difficulty in listing/quantifying what these would be. In our view there
are considerable risks in the proposed approach which could result in unwarranted action taken
by a company, or the market, based on a misunderstanding of an AIU report.

2.60 Some Public Company respondents specifically stated that in their view the benefits would
outweigh the cost.

2.61 The danger of firms becoming more defensive in dealing with the AIU and the overall
impact of this on the process was commented on by some respondents.

London Society of Chartered Accountants

We also remain concerned, as we set out in our response to the previous consultation paper on this
topic, that, knowing that the criticism will be published, audit firms will argue the point and resist
rather than accepting the criticism and taking steps to improve their procedures. The AIU may also
be inhibited from making any criticism unless they feel that they have a watertight case. The net
result may well be prolonged expensive legalistic disagreements, rather than incremental
improvements in the standards of auditing.

2.62 Some respondents commented on the need for an agreed overall timetable, adherence to
which would not only ensure that audit inspections are completed efficiently and effectively
but also that the AIU were in a position to publish reports on agreed dates.

Oversight Board Comment and Policy Conclusion concerning Question 4
2.63 The Oversight Board believes that the costs outlined in the Consultation document are a

reasonable estimate of the likely additional costs to be incurred, but is conscious of the need
to control costs and limit any increase. For example the number of audits reviewed during
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the initial years affected by these changes (2007/8 and 2008/9) is planned to be lower than the
number reviewed in the preceding period.

The Oversight Board recognises that the prospective benefits to be achieved through greater
transparency are not easily quantified and accepts that the Consultation document did not
attempt to do so in any detail. However respondents are reminded that changes in the
reporting regime are themselves a response to the high profile campaign calling for more
information to be made available on audit quality, especially for the benefit of company
directors. That campaign resulted, twelve months ago, in an amendment to the Companies
Bill such that the Freedom of Information Act would be applied to the AIU. It is also clear
from the responses to the Consultation that respondents from the public company sector
welcome the greater transparency that will be provided.

The AIU has already seen evidence of a greater degree of challenge after the Consultation
was announced, with some delays in responding to points raised during inspection field
work.

The Oversight Board intends to agree timetables with individual firms which, if met, will
ensure that reports on individual firms can be published on one or two dates a year as set
out in paragraph 2.21 above.
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Annex 1

LIST OF RESPONDENTS

Admiral Group Plc

The Association of International Accountants (AIA)

Aviva plc

BDO Stoy Hayward LLP

BG Group plc

Deloitte & Touche LLP

Ernst & Young LLP

Grant Thornton UK LLP

International Auditing and Assurance Standards Board (IAASB)
Institute of Chartered Accountants in England and Wales (ICAEW)
Institute of Chartered Accountants in Scotland (ICAS)

KPMG LLP

London Society of Chartered Accountants (LSCA)

PKF (UK) LLP

PricewaterhouseCoopers LLP (PwC)

Scottish & Newcastle plc

The British Land Company PLC

Wales Audit Office
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