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1. CHALLENGES OF THE AUDIT REFORM IN EUROPE 

 

On the basis that the financial crisis of 2008 demonstrated numerous deficiencies in the audit of public interest 

entities (PIEs), the European Commission decided to review the dispositions in question with a double objective: 

increasing the quality of audits, and re-establishing trust and market confidence. 

 

The problematic areas were clearly defined and presented by the European Commission in its impact assessment 

from November 2011: 

- How to enhance the independence and professional scepticism of auditors? 

- How to improve competitiveness on the PIE market which remains today highly concentrated? 

 

The European Commission keeps in mind some of the system failures that allowed Big firms to certificate 

accounts which turned up to be toxic during the current financial crisis in Europe. Besides the proposed texts 

aim at breaking the habits of certain audit firms that have been certificating accounts for some entities for almost 

100 years. 

 

The European Commission efforts lead to the presentation of a proposal for a “regulation on specific requirements 

regarding statutory audit of public interest entities” together with a proposal for a directive amending Directive 

2006/43/EC on statutory audits of annual accounts and consolidated accounts, and extending the scope of 

PIEs. 

 

Although the French auditors understand the reasons that lead the Commission to propose legislative measures 

regarding statutory audit of public interest entities, we are concerned about the consequences of some 

measures, and would like to suggest some proposals in order to reach the Commission’s objectives. 

 

2. ROTATION AS THE CORNERSTONE OF THE COMMISSION’S PROPOSAL 

 

The proposed measure lies on the principle that the auditor shall be submitted to rotation after a maximum period 

of 6 years, in order not to threat his independence and skepticism. Besides, the audited PIE holds the right to end 

the auditor’s mandate after his second year term. Also, the Draft Regulation introduces a 4 years cooling-off 

period. 

 

Furthermore, the new auditor selection will result from a tender procedure, aiming at removing the entrance 

barriers and creating a « level playing field ». 

 

Introduced by the 2006/43/EC Directive, the rotation after maximum 7 years of the audit partners is also included 

in the Draft Regulation. The cooling-off period is however extended from 2 to 3 years.  

 

The French profession, despite its opposition to this principle for diverse reasons, is ready to accept it under 

conditions. Understanding the Commission’s rationale for this measure, we opt however for strong incentives to 

joint audit linked to this measure, as explained further. 

 

 

 

3. PERVERSE EFFECTS OF CERTAIN MEASURES 

 

The European Commission estimates that limiting the duration of the auditors’ engagement (2 years plus 4 years) 

together with a system of mandatory rotation of auditors after 6-year engagement at the latest constitutes the sole 

means of reducing efficiently the familiarity threat. 
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However, one shall be assured that the proposed measures do not provide superficial solutions to extreme cases 

(with regards to one or two auditors in place for more than a hundred years), not contributing to the coherence of 

the system and, sometimes, to common sense solutions. 

 

Believing that the change of an auditor every 6 years – or even more often (in line with the proposed regulation) – 

would improve the quality of audit of PIEs is a serious mistake. Moreover, assuming that dismantling the network 

of big audit firms would permit strengthening the profession also remains misleading. Such a position 

underestimates the complexity of auditors’ work and the range of competences it requires. 

 

Therefore, the investment required by every rotation linked to understanding the audited entity, as well as the cost 

of responding to procurement procedures create in reality barriers, not opportunities, to entering the audit market. 

 

Thus, the question arises of how to fight the “reputation privilege” which encourages enterprises to select a “Big 

Four” firm instead of a smaller audit entity. Also, how to eliminate the practice of lowering fees at the stage of 

public procurement procedures?
1
 How many lost tenders compared to the invested costs? 

 

These overlapping measures (especially rotation + tenders) will lead to even greater concentration on the 

audit market and will decrease audits quality, producing the opposite of the desired effect. The 

implementation of rotation, if not coherent with other measures, will threaten on short term joint audit 

(especially in the French case) enough. Companies facing strong rotation regulatory constraints will ask for the 

suppression of other mandatory measures such as joint audit. This suppression would be dramatic for small and 

mid-tier firms, realizing part of their turnover in statutory audits of PIEs. They would not be able to enter the PIEs 

and listed companies market without joint audit. The market would remain oligopolistic, and therefore less 

efficient. 

 

Current proposals intend to impose a measure the effectiveness of which has never been proved. The authors of 

the texts are about even to silence voices against it while not defending enough a reputed measure such as joint 

audit. 

 

Above all, the Commission has not proved that increasing apparently the independence of an auditor, through the 

mandatory rotation imposed by the legislator, would compensate for collateral damage caused by this measure. 

However, several countries such as Austria or Spain, which implemented audit firms rotation, recently stepped 

back. Italy witnesses today the side effects of rotation in terms of market concentration. Therefore, it is surprising 

to see the Commission concluding in its impact assessment analysis that additional costs linked to procurement 

procedures are marginal and that the added value of joint audit in terms of the independency of auditors is almost 

neutral. 

 

4. JOINT AUDIT AT THE HEART OF DISPOSITIONS 

 

It is sufficient to refer to the Recital 26 of the mentioned Commission proposal for a regulation in order to indentify 

key arguments in favour of joint audit: 

 

The appointment of more than one statutory auditor or audit firm by the public-interest entities would reinforce 

the professional scepticism and contribute to increasing audit quality.  

Also, this measure combined with the presence of smaller audit firms would facilitate the development of the 

capacity of such firms, thus contributing to increasing the choice of statutory auditors and audit firms for public-

interest entities.  

Therefore, the latter should be encouraged and incentivised to appoint more than one statutory auditor 

or audit firm to carry out the statutory audit. 

 

With regard to the above stated reasoning, French auditors undertake actions so that joint audit becomes 

the cornerstone of the audit dispositions, which will determine and shape the audit market for years. 

 

Counter arguments raised by its opponents, such as difficulty in work coordination or the question of 

responsibility, show a substantial lack of knowledge (which is relatively easy to explain taking into account rare 

practice of joint audit across Europe), but also the necessity of disseminating information on the subject. 

                                                      
1
 The AMF, Autorité des Marchés Financiers, shows in its study devoted to audit fees, published on 28th July 2011, that in the 

case of renewing auditors’ engagement, the fees are sometimes lowered by 10% to 30%. 
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Another argument raised against joint audit concerns its additional cost estimated, between 5% and 10% in the 

Commission impact assessment. In our opinion, this cost would be much lower than one envisaged by the 

dispositions proposed by the Commission. In any case, the relative cost of audit will remain quite low (audit fees 

represent today below 1% of total turnover according to the data provided in the impact assessment, cf. page 39). 

 

Finally, several financial directors of the firms practising joint audit, questioned on the subject, remind its added 

value for enterprises in many aspects. 

 

To begin, the presence of two professionals ensures better allocation of competences offered to the 

audited entities, in particular when the latter specialise in several highly specific domains or are implanted in 

different geographical zones. 

 

Similarly, plurality of actors brings variety and enriches not only the adopted approaches but also answers 

opinions formulated in reference to technical questions asked by enterprises in relation to their financial 

statements. This plurality allows as well easier mobilisation of resources to meet the needs of the audited entities 

in non-audit areas, in accordance with the ethical standards. 

 

Joint audit does not imply any work overlap or its unclear division between auditors. Therefore, it does not 

represent double cost and, above all, it improves the quality of audit for enterprises. 

 

The French experience stands as a proof of the measure’s efficiency: companies, firms, professional and 

labor unions, and even French Big Four support this practice. This consensus is linked to the quality of 

the dispositive, which should be harmed at no price. 

 

We are aware that joint audit cannot be proposed as a mandatory measure throughout the EU, but asks – 

especially if rotation is implemented as currently proposed – for real incentives to joint audit to be set up, in order 

to achieve a balanced reform. 

 

 

5. THE FRENCH PROFESSION PROPOSALS 

 

According to the proposal for a regulation, joint audit can be held voluntarily by PIE or can be imposed by Member 

States (art. 32 § 9): 

 

Member States may decide that a minimum number of statutory auditors or audit firms shall be appointed by 

public-interest entities in certain circumstances and establish the conditions governing the relations between the 

auditors or firms appointed. 

 

The only enticement given to joint audit concerns the possibility for PIEs of engaging auditors for 9 years, instead 

of 6 years. This incentive remains however relatively weak as audit partners are subject to rotation every 7 years. 

 

Nevertheless, if it is impossible to make joint audit obligatory in Europe, the French profession to make it more 

attractive in order to encourage PIEs to resort to joint audit. 
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Propositions on the Draft Regulation 

 

1. Each Member State should be able to impose on PIEs the duration of the audit engagement which 

shall not be shorter than 2 years and shall not exceed 6 years (art. 33 § 1 al. 1, 2) in order to 

respect the variety in engagement duration in different Member States. Engagement exceeding two 

years is supposed to increase auditors’ independence and, at the same time, not to disturb the audit 

market functioning. 

 

2. For PIEs which appoint one audit firm (art. 33 § 1 al. 3), either voluntarily or abiding by the national 

legislation in the concerned Member State, the maximum duration of combined auditor’s 

engagements could not exceed 12 years (article 33 §1 al. 2) without any renewal restrictions. If a PIE 

appoints several audit firms within joint audit (art. 33 § 1 al. 4), either voluntarily or abiding by the 

national legislation in the concerned Member State, the auditors’ engagement is renewable many 

times over the period of 18 years - extended to 24 years or unlimited - if regular tasks rotation is 

implemented between the two audit firms.  

 
This would permit aligning the duration of the auditor’s engagement with the level of risk – lower in the 

case of joint audit – and covering the costs linked to the auditor selection process and understanding the 

entity. This length will benefit from the risk reduction inherent to joint audit, and would ensure the 

absence of conflicts of interests, and represents only the reference period, not an obligation.  

 

3. Therefore, if rotation was to be implemented it should not apply to:  

- SMEs, in the light of the Prospectus Directive 2003/71/EC (PIEs meeting at least two of 

the following three criteria: total balance sheet of less than 43 million euro, annual net turnover 

not exceeding 50 million euro, less than 250 employees), 

- UCITS 

- Non-financial PIEs whose market capitalisation is below a threshold to be discussed, 

but between 1 and 5 billion euros over three years, when two auditors or more have 

been appointed. This measure would focus rotation on companies presenting a real 

systemic risk, at the heart of European brainstorming on this topic. 

The 1 to 5 billion euros threshold would indeed apply to 80% up to 95% of total 

European market capitalization. On the occasion of the rotation, the Audit Committee 

recommendation will be issued after a tender procedure (art. 32 § 3). 

 

De facto, non UCITS financial PIEs meeting at least two of the three SMEs criteria (in the light of 

the Prospectus Directive 2003/71/EC) will be concerned by mandatory rotation. 

 

4. The French profession proposes the rotation to be progressively implemented by thresholds, starting 

with companies presenting most obvious systemic risks. These companies are as well in the best 

position to set up best practices in this field, as it has been the case for corporate governance, Audit 

Committees and remunerations. 

 

5. In regards of limiting the fees for related financial audit services (article 9 § 2), it is sufficient to keep the 

limit of 10% but at the same time extending it over three years in order to take account of the audited 

entity needs concerning related financial audit services which change over time and vary according to 

market opportunities. 

 

Also, with a view of harmonization, it would be recommended to exclude from calculating the threshold of 

authorized related financial audit services the fees paid for mandatory due diligence foreseen by 

European or national legislation. As a result, they would be related to the statutory audit services.  

 

Finally, if the audited entity is a parent company, the paid fees taken into account when setting the limit 

shall correspond to the fees of the whole group. 

 

6. In case of joint audit, this limit shall be removed, or at least upgraded. The presence of two auditors 

helping to avoid any conflicts of interests generated by the services provided by the other auditor, is in 
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itself a measure (Article 9 § 2 bis - new). By doubling the legal ceiling, the aim is to create a serious 

incentive to joint audit, for companies as for audit firms. 

 

7. As far as thresholds proposed by the Commission defining weather the audit engagement should be 

subject to a quality review by another auditor are concerned (Article 9 § 3 al. 1), we propose to increase 

these thresholds. The thresholds proposed by the Commission can be temporarily reached by medium 

size firms performing statutory audit of PIE’s. Proposed measures penalise these firms as they are 

unable to carry out statutory audits on entities of important size which is then against the concept of 

market deconcentration. Thus, the French auditing profession proposes 30% instead of proposed 20% 

as well as 25% instead of 15% on the four (and not two) consecutive year basis. For the same reasons, 

we propose (Article 9 § 3 al. 2), to amend thresholds requesting to trigger the competent authority 

defined in the Article 35, to 25% or more of total fees received from a PIE on four year basis.     

 

8. As far as prohibition of non-audit services is concerned, the French auditors propose to add to this list 

designing and implementing financial information technology systems for public-interest entities and 

human resources services, including recruiting senior management (Article 10 § 3). 

 

9. Finally, the concept of pure audit (Article 10 § 5) is not appropriate for the quality of audit. 

 

Propositions regarding the Proposal for a Directive 

 

10. The French auditors support the idea that professionals should be in majority in audit firms capital and 

decision-making process. Capital opening to external investors, as proposed in the Commission’s text, will 

certainly weaken the legal auditors’ independence. Audit firms do not need to give access to their capital as 

already disposed by article 3 § 4 of the 2006/43/EC Directive to develop their activity. The effort has to be put 

on audit market deconcentration, and this article therefore, deleted. 

 

11. Regarding article 1 § 15, the French auditors note that the current situation, enabling practitioners to 

participate in the governance of the public supervision system, has not shown any failures. Furthermore, it 

advises the regulator, and strengthens its knowledge of the profession and its activities. This modus operandi 

is today necessary to associate the profession with the quality check. France, through its supervising body 

H3C,is more advanced in this field than any other European country. 

 

12. Finally, the objective pursued by the Commission in its article 1 § 16 is to ensure the audit quality on PIEs. 

Restraining the authorization and registration does not take into account the audit reality towards non PIEs 

entities in several Member States. The possibility of delegating tasks to other authorities or organizations 

appointed by law should be possible for statutory auditors working on non-PIEs entities. 

 
 

 


