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Sf Donald Brydon has publish€d hisfinal roport sstting out hls personal views on the quality and elfectiv€ness ol6uditto the Secrotary of
State.

ln undertaking the review, Sir Donald received 120 submissions, totalling 2,5@ pages, and held rnore than 150 rneetings with reoulators. auditors. in-
ve,stors. comoanies and orotessional services firms-.

It is a long report with d€tailed and innovative proposals in a range of areas and it highlights the changing public-interest responsibalilies of business and
recognises that society expects corporate rcporting to be broador and more relevant than at present, As part of that, Sir Donald is challenging auditors to
play their part in making audit rnore informative to a broader group of stakeholders. Recognising th€ complexity orthis part of the governance eco-sys-
lem, the review also includes recomrnendalions aboul tho behaviourol direciors, audit committees, shareholders and regulators and about actions that
can be taken by all four to creale an environntent which will permil better and nDre effective audil-

A high Ievel sumn-Ery oflhe recomrnendations is set oui below

sdelinition oI audit 6nd its purpose

"The purpo6e of an audit is to help establish and maintain deserued confidence in a company, in its directorc and in the iniormation for which they have

responsibility to report, including the linancial stalernents."

ln addition, Sir Donald 6uggests that there should be clarity and 16inforcernent oJthe need for auditors to provide decision uselul inforrnation to'ihe users

ot audit reports. Significantly that information should, on occasion, include odginal infornEtion (i.e. information not produced by the audited companyfor
disclosure) that is likely to have a nElerial impact on us€rs' decisions.

N6w Principles of Corporate Auditing (see b€low) include a statemeni that auditors act in the public interest and have regard to the interests ofthe users

of their report beyond solelythose ot shareholders.

The crealion of a corporat€ audltlng profo6sion governed by principlos

At present auditing is an extension of lhe accounting proression. Sir Donald believes that it should be an independent profession in its own ight, with its

own governing principles, quali{ications and standards. To achieve lhis, he recomnEnds lhat:

,,ARGA should facilitat€ the establishment 01 a corporate auditing profession based on a core set o'i principles. ARGA should be the statlltory regulator of

thai prcJession. ln doing so, I recomrnend ihat ARGA dovelops a coherent lrarnework {or corporale audit that includes but is not limited io ttle statutory

audit ol linancial staternents. "

A sei of principles, 'Th€ Principles of Corporate Auditing', has been put forward in the roport which it is proposed should apply to all "corporato auditors"

which would include the statutory auditors ol lhe linancial staternenls and auditors of other corporale inrorrrEtion. The i tontion is lhat ARGA should

ess how auditors have followed the audit principles as pan of their annual Audit Quality Reviews.

ih6 introduction of 6u6picion into the qu.lllies oI audiiing

The Report introduces, in addition to the existing concept oI profussional scepticism, the need Ior prolessional suspicion. ll is recomrnended that ARGA

should revisit the exisling definition o{ professionaliudgrnent with a viewto strengthening, and demonstrating botter,lhe use of judgment in audit,

The exten6lon ol th6 concept ol auditing to areas beyond linancial statements

The audit report should also include a new section in which the auditor states whether tho director's seclion 172 statement (https://www.iasplus.corn/en-

gb/news/2018/Oa/new-company-reporting-requirements-for-private-and-public-companies-approved-by-parliament)is based on ob66rved reality' on the

basis olthe auditor's knowledge olthe company and ils processes.

Mechanisms to encourage gr€aler engagoment of shar€holdets with audit and auditors

There are a number of recomrnendations ainEd at enabling and encouraging a company's sharehotders to inlluence the scope ol tho audit, and lo hold

the Audit Committee and auditorto account. Sir Donald recomrn€nds a process be established in which the company's shareholders are given a formal

opporhlnity to propose any nEttors they wi6h to be covered in the audit. lt is also proposed that there should be a standing item on audit at the

company's general meeting, to permit questioning o, the Audit Committee Chairand lhe auditor.

Sir Donald proposes that the Audit Quality Forum should be replaced with a now body, the Audit Users Review Board, to be co-ordinated by the lnvest-

ment Association and bringing together a range of users o{ audit, including the Audit Committee Chairs lndependent Forum, The 100 Group, institutional

and retail sharetElder representatives, ard other users.

A changsto lhe langu6go of tho opinion given by auditors

https:/i $'\llv.iasplus.comi en-gbi ne!vs/2019/12lbrydon revierv-qualiB/ and-eflectiven€s-of-audit 1r3
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TheRepodhighghtsthegro\-,,ngchaenge]nuS]ng,trueandfar,asadescriptoroffinancia]reportingg]VerrthatcorporaieaccoUntrngincreasingly]n

matertal respects,. Th s should sii wlth a legal obligation on dlrectors to state ihat the flnanc al accounis they present each year have been falrly presen_

ted in al rnaterial respects.

The report further recommends the folow ng enhancemefts to the audit report:

Create continu ty between success ve ar-ldit reporis

Prov de greater transparency over d ffering esl mations, perhaps d sc os ng graduated f ndings

Ca oLlt nconslstencies jn nfoTmatlon made pub c

Reference externa negat ve signa s aad hovr they have nformed the aud t

New reporting by directors - the introduction of a corporate Audit and Assurance Poticy, a Resilience Statement and a Public lnterest Slate-

To he p frame the role of the audito(s) and to rnake c earer the extent of a I assurance n regard to lhe nformatlon they communicate, t s recornrnended

that directors present a three-year rol lng Aud t and Asslrrance Po cy to the shareholders. Th s shou d nd cate the r approach to the appo ntmeni of aud

tors the scope and mater a ty of a I aud ting (lnc ud ng that of the f nancial statenrents), ihe assurance budget and the re atlonsh p of any aud t to dent -

fed risks. Shareholders wou cl be nvited to express their v ews on th s polcy in an adv sory vot-o'

In add t on, cljrectors shou d publish the r stalement of prlnc pal r sks and uncerta nt es before deterin ning the scope of each yeals aud t and act ve y

seek shareho der and other vlews on the approprlaie emphases. P us t is recommended that a Resi ence Staternent shou d rep ace the exist ng 9o ng

concern and v ab; ty staternents. The 'Resil ence Siatement' wou d incorporate a go ng concern op n on for the short term, a staternent of res ience in

the med lrm term and a cons derai on of the r sks 1o res ience in the ong term.

The ,pub c nterest Statement' urould require the d rectors to exp a n the company's view of ts ob igatlons to the pub lc lnterest \,'/heiher aris ng irorn

statutory. se f determined or oiher ob gat ons, and how ihe company has acted to nreet th s pub c interest over the prev ous year'

S r Dona d sets out recornmendat ons for the role aLJdltors wou d be obLiged to p ay in prov ding assurance in reLation io these siatem-ants.

Suqqeslions lo inform the work of BEIS on internal conlrols and improve clarity on capital maintenance

ln slrpport of the recommendai on nrade by Sir John Kingman lor considerat on of an enhanced framework for nternal contro s, S r Dona d has recom-

mended that:

-The CEO and CFO provide an annua attestat on to the board of d rectors as lothe effectiveness oithe company's interra contro s over f nanc a re
pod ng and that this attestat on be gu ded by ne\r pr nc ples on nternal conlro s reporting to be deve opeci by the Aud t Comm ttee Cha rs lndependent

Forum and endorsed by ARGA."

Ltsproposedthatcornpanesberequredtodscosewhenanyraaterafalureofthernternalcontrolshastakenplaceandthaiadscosedfaure
wou d ead io the new CEO/CFO attestat on be ng sublect io aud t for the fo low ng three reporting years

W th regard to the Capita Ma ntenance Reg me, S r Dona d recornmends that ihe directors, n propos ng a divldend, need to rnake a staternent that ihe
paynrent in no way threatens the existence oithecorapany n the ensu ng two years and thatth s dvidend s wth n known d strbutable rese:ves

For a cornpany where t s ke y that d str butab e reserves are deemed "sim ar' n sizetoaproposed d v dend, SrDonad be eves ihat the d v dend

shou d only be reconrrnended by the directors ithe evelofthedstrbutablereservesisestablshedandpaynrentofthatdivdendisconsistentwthob-
gations oi the dlrectors under the Compan es Act and cons stent with the new Res I ence Statement. These d str butable reserves shou d be sublect to

a!dit.

Greater clarity around the role of the audit committee

Aud t comm ttees agree an annlraL assuTance budget, wlth n lvhich ihey have prirnary respons b ty ior negot at ng and agreeing the aud t fees, and

wh ch sets a framework for company spend ng on any other assurance work.

A package of measures around fraud delection and prevention for both directors and auditors

The Report inc udes a package o'f recommendatlons aimed at ra sing the prom nence and transparency of fraud prevent on and detection by boih direct
ors and aud tors. t s recommended that theae should be a aew reporting duty on directors to set out the acl ons they have taken each year to preveat

and detect matera fraud.Plusihereshouldbeacorrespondngnewdutyontheaudtortostate n the r report how ihey have assured the d rectors'
statement on mater a fraud, and what addit ona steps they have taken to assess the elfectiveness of the relevant controls and io detect any such fraud.

lmproved auditor communication and transparency

S r Dona d recomrnends lha't alrdit flrms ensure a clear separat on bellveen the team whlch negol ates the aud t fees, and the team \,!hich carries out lhe
audlt(s). ln add t on. audii f rnrs shou d be reqlr red to pub ish the prof tabiliiy of thelr work frorn aLrd t, and also the remunerat on of the r Senlor Statutory
ALrd iors and the attendant performance measures around thai remunerat on. A!dltors sho! d also d sclose, wiih n the audrt report, the ho!rs spent on

each aud t by each grade wthn the audit tearn Cear reasons shou d be g ven for any reslqnation, d smlssalor decislon notto partlcrpate ln a retender;

audliors and companies should answer relevant questrons n a generai rneet ng.

Obligations to acknowledge external signals of concern

Acknowledg ng that emp oyees are often weL p aced io prov de ns ghts or high ght conce:ns that shou d usefuJ y be considered as part of the audit
plannlng process, or duringthe aud t itsef, t s recommended that d rectors activey seek ihe vews of ernp oyees regarding the scope of any aud t acl v

ty and repori back to them ho\a/ the r views have been taken lnto account.

Further, t s recommended that ex si ag vo Lrntary and statutory cornpany d sclosures on suppller payment perforrnance shou d be brought into the
annua repoft, and be sublect to a evel of audit as described n the cor.pany's Aud t and Asslrance Po cy.

htpsl/*ww.iaspluscom,ergb,ncwsl20l9,l2lbrldolrrerie\\,qualittandeffecti!enesof-audit
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Extension ol audit to new areas including Alternative Performance Measures

Any Alrernatrve Perlorrnance l'/leasures (hitps:r!vr,.,w. aspl! s.corr/en -g b/n ews/2 01 5/ 06/es nr a-apm)reportecl by a company, and any use oi Key Perlorrn

ance Lnd cators to underpin executive remuneratlon, shou d be sub]ect to aud i.

The increased use o{ lechnology

BEIS and ARGA shou d work w th audltors to create the necessary protect ons and policles for audit to be ab!e to use data from the companies they

aud t in order to promote better qua ity aud is. Aud tors shou d expla n in the audit repot any use of sarnpl ng techn ques.

Ihe iull report is available to download on the BEIS websiie
(hitpsJ/assets. pu b ls hln g. servlce. g ov. u k/g overn m ent/Lr pload s/sysiem/u p oad s/attac h me nt oata/file/852960/b ryd on -revlew+ nal- report. pdf).

Re ated Top cs

. Going Cofcern (https://www asplus.com/en-gb/resources/other-requ atory/finafcia -report ng-counc l/go ng-concerf)

. Audii ng (hiips://www.iasp us.com/en gb/resources/oiher requ atory/f nanc al reporting coufcl/audit ng)

. Company Law (https://www.iasp us com/en sb/resources/other resulatory/company law/company aw)

. Distr bliab e Profiis (https://wv/w asp us com,/en gbresoLrrces/other-regu atory/company-law/d sir bulab e-proltsl

. ALrdlt reform (https//v/wv/.lasp us com/en gb/projecisfrc prolects/au d t-c h olce)

Other
. Aud t Commltee (httpsr//www.iasp us.com/en-gb/search?conteni iypes vocabLrlary ptheiropic=5g27d736 c5eJ 4d80 b450

2f5248a0736e&portal type % 3Al si=N ews+ iem&sort on=getDateAdded&soir ord er=reverse&iitle=Au d t Comm itee)

. Aud iing - ALd ior Reporting (htips //www.iasp us.com/en-gb/search?content iypes vocab!lary othertop c=ca866bd0-2fl 3 -4e3 6 b47f

8d58233b8456&po(al iype%3A st=News+ tem&sori on=getDaieAdded&sod order=reverse&tit e=Aud i ng ' ALrdltor Beport ng)
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