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SUMMARY The EU has investigated and 
legislated in several areas seen as having 
brought about the global financial crisis that 
erupted in 2008. 
Having given no real indication of problems 
during the crisis, in particular for financial 
firms, audit is now part of this process. In 
November 2011 the European Commission 
(EC) proposed significant changes with an 
updated Directive and a new Regulation. 
These proposals mainly apply to the audits of 
public interest entities in the EU. PIEs are 
principally companies traded on EU stock 
markets, credit institutions and insurance 
undertakings.  
The EC analysis highlights market dominance:  
four firms audit 83% of the top 350 companies 
in Member States. 
To increase the number of firms auditing large 
companies and address auditor / auditee 
independence and conflicts of interest 
concerns, the EC proposes: 
 Audit firm rotation after a maximum of six 

years. 
 Non-audit services cannot be provided to 

audit clients.  
 PIEs required to have an open and 

transparent tender procedure when 
selecting a new auditor.  

 Overall supervision and coordination of 
the audit sector will be at the EU level (the 
European Markets and Securities 
Authority).  

Final legislation is expected in a timeframe of 
between one and two years. 

 

In this briefing: 

 Context 

 Some history 

 Current audit status 

 EC proposals 

 Reactions and comments 

 Main references 
 

The ‘Big Four’ 
PricewaterhouseCoopers (PwC) / KPMG  
Ernst & Young / Deloitte Touche Tohmatsu 

Context 

Businesses' financial accounts are drawn up 
by management for use by stakeholders: 
shareholders, tax authorities, banks, 
suppliers and others. These financial 
accounts are independently and 
professionally checked (audited) – most 
often by statutory requirement – in order to 
confirm to the stakeholders that the 
accounts give a 'true and fair' view of its 
financial position.  

Audit is thus important, since enterprises are 
a fundamental part of society: employing 
people, generating wealth, products and 
services and carrying out research. Some 
not-for-profit organisations are also audited.  

The financial crisis has led to in-depth 
investigations and legislation to ensure that 
'it will never happen again', similar to some 
reactions after the 1929 crash.   

Current EU audit rules leave a large degree 
of discretion to Member States (MS), who 
mainly rely on self-regulation by the audit 
profession. 
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Audit quality requires professional 
scepticism, independence and technical 
competence. Only approved auditors can 
undertake statutory audits. 

http://www.pwc.com/gx/en/about-pwc/index.jhtml
http://www.kpmg.com/Global/en/WhoWeAre/Pages/default.aspx
http://www.ey.com/UK/EN/About-us
http://www.deloitte.com/view/en_GX/global/about/index.htm
http://www.frc.org.uk/images/uploaded/documents/Paper%20True%20and%20Fair.pdf
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Source: Huber (May 2011) 

Some history 

Modern auditing started in 1844. Driven by 
the US and the UK it spread globally through 
business expansion and the need for better 
financial accounts.  

A number of international auditing 
firms were established. EU networks 
were established mainly from the 
1960s to the 1990s.  

The eight big international firms 
merged into six in 1989, becoming 
five in 1998. The mergers were driven 
by the need to become bigger to 
achieve economies of scale, serve 
companies which were becoming 
more global, have industry / 
technical expertise and better survive 
when confronted by expensive legal 
actions. Since 2002 there have been 
four major firms. Their structure is 
principally as partnerships. 

Arthur Andersen (AA) 
One of the top five auditing firms, AA 
collapsed in 2002 as a direct result of audit 
client Enron failing. Some people felt that 
the lessening importance of AA's 
professional standards group was a 
contributor. The group reported directly to 
the managing partner in 1989 but was seven 
steps away by the time of AA's collapse.  

AA separated from its Andersen Consulting 
unit (now called Accenture) in 2000 
following long-running tensions in the 
group relating to the consulting part making 
a lot more money than the auditing arm.  

Current audit status 

Legislation 
In 1984, the first Directive dealing with audit 
harmonised national procedures for the 
approval of auditors. Then, the 2006 
Statutory Audit Directive considerably 
broadened the scope by giving the duties of 
statutory auditors and requiring public 
oversight of the audit profession and co-

operation between the MS regulatory 
authorities.  

The initial work on the current proposals 
required mandatory joint audits with smaller 
firms. This was the subject of much lobbying 
and is now withdrawn.  

Market positions 
There are four large, fully integrated, 
worldwide, audit associations. They audit 
99% of the world’s 100 largest companies, 

and also carry 
out other bus-
iness services: 
tax, consultancy 
and accounting.  

There are also a 
number of 
smaller inter-
national audit 

firms with looser 
networks of member firms. The two largest 
are BDO and Grant 
Thornton. PwC's 
worldwide total 
income in 2011 was 
approximately $29.2 
billion whilst BDO 
had total income of 
$5.7 billion. 

In October 2011 the 
UK Competition Commission was asked to 
perform a market investigation into audit 
services.  

Source: Huber (May 2011) 

http://www.fundinguniverse.com/company-histories/Andersen-Company-History.html
http://www.bell.uts.edu.au/__data/assets/pdf_file/1313/arthur_anderson.pdf
http://www.accenture.com/us-en/company/overview/history/Pages/growth-global-leader.aspx
http://europa.eu/legislation_summaries/other/l26011_en.htm
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:157:0087:0087:EN:PDF
http://www.bdointernational.com/Pages/default.aspx
http://www.gti.org/
http://www.gti.org/
http://www.oft.gov.uk/OFTwork/markets-work/references/statutory-audit/
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Big Four's market share by audit mandates in 2010 
(By audit mandates for the largest 350 listed companies in MS) 
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EC proposals 

The Commission's main concerns regarding 
the audit market are: 

 Limited auditor choice: market 
domination by four firms. 

 A perceived lack of auditor 
independence with possible conflicts of 
interest. 

 Concerns about the value of audited 
financial statements, in particular for 
financial institutions. During the financial 
crisis the audit reports for large financial 
institutions generally did not indicate 
problems and recent inspection reports 
by national supervisors have criticised 
the quality of audits. 

 Systemic risk if one of the Big Four firms 
fails.   

The November 2011 EC proposals aim to 
rectify these weaknesses through:  

 Amending the existing 2006 
Directive, which will be 
applicable for all statutory 
audits. 

 A Regulation detailing 
additional requirements for the 
audits of PIEs. 

The proposals' aims: 

1. More auditors of larger 
businesses.  
The EC proposes mandatory, open 
and transparent audit tendering 
for PIEs. The audit committee 

should organise the selection procedure 
and propose at least two auditors to the 
shareholders' general meeting. At least one 
firm should be outside the ‘Big Four’. This 
should give mid-tier firms more 
opportunities to bid for audit mandates at 
the top end of the market.  

2. Improve auditors' independence and 
professional scepticism. 
Considered at risk where: 

 There are long-tenure audit 
appointments.  

Auditors to the UK's largest 100 firms keep 
their mandate for 48 years on average. 

 More profitable non-audit services are 
provided by the same audit firm.  

Audit firms will be prohibited from 
providing most non-audit services 
(including accounting, tax advice and legal 
services) to their PIE audit clients. “Related 
financial audit services” such as audits of 
interim financial statements and assurance 
services are possible, but limited to 10% of 
the audit fees. The 2002 US Sarbanes-Oxley 
Act forbids auditors from providing many 
non-audit services. 
Further, an audit firm may not belong to a 
network which provides non-audit services 
within the EU when: 
 It is part of a network with EU annual 

audit revenues over €1.5 billion, and  
 Over one-third of its audit revenues are 

from large PIEs.  

Public Interest Entities (PIEs) 

These are businesses whose securities (e.g. 
shares) are traded on any MS regulated stock 
market, credit institutions and insurance 
undertakings.  

The detailed definitions in the 2006 Directive 
and the proposed Directive are open to allow 
new categories of businesses to be included 
and MS may add other entities, which they 
consider to be of significant public relevance. 

Source: Huber (BG, LV & RO - no data). 

http://ec.europa.eu/internal_market/auditing/docs/reform/directive_en.pdf
http://ec.europa.eu/internal_market/auditing/docs/reform/regulation_en.pdf
http://www.sox-online.com/basics.html
http://www.sox-online.com/basics.html
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'Large PIEs' are the ten largest, traded 
companies by market value in a MS and all 
MS companies with value over €1 billion. 

Rotation: For all PIEs, the auditor will be 
appointed for a minimum of two and a 
maximum of six years (or nine years if joint 
auditors), with no reappointment within 
four years.  

The International Federation of 
Accountants' (IFAC) IESBA Code of Ethics 
sets standards, including independence, for 
professional accountants.  

3. Supervision 
It is proposed that overall supervision and 
coordination of the audit sector be at EU 
level. This would be the responsibility of the 
European Securities and Markets Authority 
(ESMA) taking over from the European 
Group of Auditor Oversight Bodies (EGAOB). 
ESMA should issue standards and guidelines 
to harmonise supervisory practices. The 
mandate, powers and independence 
requirements for strengthened, public 
authority, national audit supervisors, would 
thus be established at the EU level, with 
supervision carried out nationally. ESMA 
would also establish guidelines for the 
(expanded) auditor’s report, the report of 
the auditor to a company's audit committee, 
the oversight role of the audit committee 
and an annual ‘transparency report’ by the 
audit firm, giving full details of the firm and 
the audits it carries out.  
Currently some MS regulators delegate the 
oversight functions, including inspections, 
of audit firms to professional bodies of 
practicing auditors. Roles such as inspection, 
surveillance, enforcement and sanctions 
could not be delegated from the public 
authority in future. The regulators should 
publish individual inspection reports.  

The ESMA will issue a certificate to 
qualifying firms, indicating the capacity to 
conduct high quality audits of PIEs.  

4. Facilitate the cross-border provision of 
statutory audit services through a pan-

European audit passport to allow auditors 
and audit firms to conduct audits in MS 
other than the one in which they were 
approved:  
 Firms could conduct audits in other MS 

but the key person leading the audit (the 
‘audit partner’) would need to be 
approved in the concerned MS. 

 Auditors can carry out cross-border 
audits on a temporary or occasional 
basis, and permanently after an 
adaptation period of three years or after 
a successful aptitude test. 

5. The proposals require the PIE audit 
committee to consist of wholly non-
executive members with knowledge of the 
sector. A, majority should be independent 
with at least one member having 
competence in audit, and another in 
accounting / auditing. The committee 
should monitor the PIE’s financial reporting 
process, internal control and internal audit, 
and review and monitor the independence 
of the auditor. 

6. Greater information in the audit report to 
stakeholders, with an additional more 
detailed report to the audit committee and 
management on the audit. This would be 
non-public, but available to regulators.   
7. The proposed legislation requires EU 
audits in accordance with International 
Standards on Audit (ISAs). These standards 
are applicable for all sizes of businesses.  The 
IAASB (International Auditing and Assurance 
Standards Board) and the US Public 
Company Accounting Oversight Board 
(PCAOB) are the two main international 
audit standard setting bodies.  

8. Relaxation of the rules on audit firm 
ownership, whereby it will no longer be 
necessary for the majority of the voting 
capital of an audit firm to be held by 
auditors. However, a majority of the 
management must be statutory auditors. 
This may bring in extra capital to the sector, 
thereby encouraging competition. 

http://www.ifac.org/about-ifac
http://www.ifac.org/about-ifac
http://www.ifac.org/Ethics
http://www.esma.europa.eu/
http://ec.europa.eu/internal_market/auditing/egaob/index_en.htm
http://ec.europa.eu/internal_market/auditing/egaob/index_en.htm
http://www.gtce.org.uk/gtc/committees/audit_committee/
http://www.ifac.org/auditing-assurance/about-iaasb
http://pcaobus.org/Pages/default.aspx
http://pcaobus.org/Pages/default.aspx
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9. Clauses in contracts restricting an audit to 
one of the ‘Big Four’ firms will be prohibited. 

The Association of Chartered Certified 
Accountants (ACCA) suggests allowing the 
audit committee to decide on whether an 
auditor can provide additional services and, 
supported by IFAC, only rotation of the lead 
partner, as in the 2006 Directive. 

10. The top six audit firms, at a minimum, 
should have contingency plans dealing with 
a survival-threatening event. 

11. MS can decide on audit requirements 
for medium-sized entities. Small enterprises 
will no longer be required to be audited 
under EU law, though MS may require it. 

There are some concerns about having a 
system that will not be compatible with the 
rest of the world. 
The PCAOB is considering mandatory audit-
firm rotation. Other US reforms, such as 
additional auditor information disclosure, 
are possible though ideas are neither as far 
advanced as in the EU, nor as significant. The 
American Institute of Certified Public 
Accountants (AICPA) has reported that 
mandatory audit firm rotation can result in 
significant costs without enhancing audit 
quality. 

Reactions and comments 

Proposals such as stronger audit 
committees, more contacts between 
auditors and regulators, improved auditor 
mobility within the EU, more informative 
audit reports, and a review of audit firm 
ownership restrictions are generally being 
accepted by the profession. 
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The 'Big Four' firms, who seem to have the 
most to lose in profit terms, however are 
rejecting the more radical proposals such as 
rotation and audit-only firms. They say that 
this will result in unnecessary disruption and 
increased cost - lowering European 
competitiveness - and will not improve audit 
quality. Indeed, it is said that there is no 
concrete evidence from the EC that the 
proposals would enhance audit quality. 
Highlighted is the case of financial 
institutions, which present complex audit 
challenges and which, for a quality audit, 
need experience, appropriate skills and 
knowledge of the entity audited, which 
could be lost with rotation and without 
other specialised services such as tax and 
consultancy in the firm. 

Further reading/Main references 

1. Reform of the audit market, web-site, DG 
Internal Market, EC.  

2. Statutory audits of annual accounts and 
consolidated accounts, 'Summaries of EU 
legislation' webpage. 

3. Reinforcing the statutory audit in the EU, EC 
Communication, 2003.    

4. EC legislative proposals on audit policy, 
Ernst &Young, Dec. 2011. 

5. Further EC proposals for reform of the audit 
market, KPMG, December 2011. 

6. The 2011 Big Four Firms Performance 
Analysis, www.Big4.com. 
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The EC's indicative additional cost for 
mandatory rotation and tendering is 
€90 000 to €150 000 annually for larger PIEs 
(valued at over €100 million). The estimate 
for smaller PIEs is less than €10 000 per annum. 

http://www.library.ep.ec The next tier of firms is generally accepting 
more of the proposals. They have potentially 
more to gain from change. 

 

http://www.accaglobal.com/en/discover/about.html
http://www.accaglobal.com/en/discover/about.html
http://www.aicpa.org/Pages/Default.aspx
http://www.aicpa.org/Pages/Default.aspx
http://www.aicpa.org/advocacy/cpaadvocate/2012/pages/aicpaopposespcaobsmandatoryauditfirmrotationproposal.aspx
http://ec.europa.eu/internal_market/auditing/reform/index_en.htm
http://europa.eu/legislation_summaries/internal_market/businesses/company_law/l26001_en.htm
http://europa.eu/legislation_summaries/internal_market/businesses/company_law/l26001_en.htm
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2003:0286:FIN:EN:PDF
http://www.ey.com/Publication/vwLUAssets/European_Commission_legislative_proposals_on_audit_policy/$FILE/EC%20legislative%20proposals%20on%20audit%20policy.pdf
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/In-the-Headlines/Documents/In-the-headlines-2011-37.pdf
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/In-the-Headlines/Documents/In-the-headlines-2011-37.pdf
http://www.big4.com/pdf/2011-Big-Four-Performance-Analysis.pdf
http://www.big4.com/pdf/2011-Big-Four-Performance-Analysis.pdf
http://www.big4.com/

