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. Following the collapse of Arthur Anderse

That there has been no new entry since the five large firms became four is itself
indicative that competition in the market is working successfully for the large company
audit clients, and that the market is not sufficiently attractive to other potential suppliers
of large audits in terms of the investment-risk-reward payoff to encofrage investment.
This is an indication that the market is working effectively, and thagy/prices are not
excessive in relation to the costs and risk of supply.

This pressure on prices leads to a need to ensure efficiency ir/the provision of audits.
This in turn has to be balanced with the regulatory focus op/the continuous

improvement in audit quality. This was recognised in the AlU’s 2010 public report on
PwC** which stated:

“The firm’s strategy includes quality as one of its main pyiorities. The leadership of the firm and
audit practice continues to focus on initiatives to improye or maintain audit quality, whilst also
aiming to achieve efficiencies on audits. Although theye is no evidence to suggest that this has
detracted from the focus on audit quality, continued care is needed to ensure the emphasis on
efficiency does not adversely affect audit quality.

in 2002, there have been a number of
significant regulatory initiatives to impro¥e the quality of audits, including the
independent monitoring of auditors of/public interest entities by the AlU and the
development of rigorous ethical standards to ensure that auditors remain objective in
their relationships with their clients. Further regulatory initiatives have addressed the
need to provide additional transparency around the governance of audit firms,
culminating in the adoption in ghe UK of an audit firm governance code® which
incorporates the appointmeny of independent non-executives by the eight largest audit
firms.

These initiatives are relafively new and it is too early to demonstrate how effective they
are in developing marigét confidence in, and thus enhancing the competitiveness of, the
next tier of audit firpfs. We believe that it would be helpful to monitor the
implementation of these initiatives and to assess their impact before any further action is

taken.

The role of the auditor during the financial crisis and potential areas for future
development

21.

Following the financial crisis, all participants in the capital markets have a responsibility to
reflect on the causes of the crisis and to examine the potential for changes in the way
the markets operate in future. In this context, the role of the auditors was addressed by
the House of Commons Treasury Select Committee*' which stated:

“We have received very little evidence that auditors failed to fulfil their duties as currently
stipulated. The fact that some banks failed soon after receiving unqualified audits does not

necessarily mean that these audits were deficient. But th e audit procegs failed to
highlight developing problems in the banking sector does cause us to question exa ow
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