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Dear Commissioner Hill, 

Re: PwC response to EC Call for Evidence on the EU financial regulatory framework 

PwC IL welcomes the opportunity to respond to the above Consultation document. We understand that 

you are looking for empirical evidence and concrete feedback on: 

 rules affecting the ability of the economy to finance itself and growth 
 unnecessary regulatory burdens 
 interactions, inconsistencies and gaps 
 rules giving rise to unintended consequences 

As discussed with the relevant department in DG FISMA, we comment in this response on legislation 
affecting our core business, audit and accounting, and not on the wider regulatory framework on financial 
services put in place under the previous Commission.  

Empirical evidence is not available because the provisions of the legislation apply from the first financial 
year starting on or after 17 June 2016.  However, we provide feedback on trends that are emerging as this 
legislation is being implemented in the EU member states.  We comment on:  

 the need for consistency in interpretation and implementation of the audit legislation  

 continued focus on audit quality and enhanced corporate governance  

 cross-border mobility of statutory auditors  

 the future agenda of assurance and company reporting 
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The need for consistency in interpretation and implementation 

Whilst the large number of member state options were a sine qua non for the EU audit legislation to be 
adopted, we remind those tasked with implementation of the legal basis of the legislation - harmonisation 
of the internal market. The patchwork application of the rules that we see emerging is detracting from 
harmonisation of the internal market and has the potential to make it burdensome for a group operating 
in a range of EU member states to adopt consistent policies on its governance of auditor appointments 
and related matters.  Examples of inconsistent application include: 

- Differing maximum rotation periods across the EU 

- Differences in the interpretation of the non-audit service restrictions (including the cap) 

- Differentiated application of the member state options based on type of public interest entity 

One approach that could  be considered in future to reduce this burden would be to allow the EU parent 
of a group to apply the pace of rotation and the non-audit restrictions of the country in which it is based 
to all its subsidiaries in the EU.  

We are aware that many interpretation questions are being raised with the European Commission (EC) 
and member states about the meaning of the provisions of the law.  Market practice will resolve some of 
the uncertainties over the next few years, but during this transition phase we recommend that the EC 
issues clarifications on the implementation and interpretation that can be relied on by member states and 
other stakeholders.  

Consistent implementation and interpretation of the legislation across the EU member states would limit 
the regulatory burden and administrative costs on business, especially through the transition period.  As a 
profession we are committed to help this process by offering our expertise. 

Continued focus on audit quality and enhanced corporate governance 

Good corporate governance is critical to the auditor's successful representation of the public interest and 
investors. Auditing, corporate governance and corporate reporting should be considered together as the 
three are interlinked.  
 
The EU audit reform focused more on independence than on audit quality, and we believe that the 
introduction of mandatory firm rotation presents some challenges and risks for audit quality.  
 
It is important to ensure that appointment decisions will be primarily based on audit quality - price should 
not be the primary driver for audit committees’ choice of an audit firm. We draw attention to a recent 
survey of the FTSE 100 in this regard on https://www.accountancylive.com/ftse-100-auditors-survey-

https://www.accountancylive.com/ftse-100-auditors-survey-2015
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2015.  We recommend the EC encourages audit committees to discuss and develop their own assessment 
of audit quality. The Audit Quality Forum in the UK could be an example 
(http://www.icaew.com/en/technical/audit-and-assurance/audit-quality-forum-aqf).  
 
High quality audits can only be delivered if people with the right talent can be retained, and if the 
profession remains attractive to talented graduates, even more so with the technological changes 
emerging. Care needs to be taken to monitor the impact of regulatory reforms as experience emerges.  An 
over-regulated profession could become unattractive to today’s young people, and this in itself could 
become a risk to audit quality.  

Cross-border mobility of statutory auditors  

High quality audits will be enabled when audit firms are able to have appropriately experienced partners 
appointed as Engagement partners and as Engagement Quality Control Review partners.  We would 
support Commission efforts to enhance cross border mobility of audit professionals and are willing to 
assist in the development of the practical arrangements of a European passport for auditors.  This could 
be beneficial to the audit of large complex groups by enabling the necessary expertise and specialised 
knowledge to be mobilised to places where these are needed. 
 
We recommend the EC encourages member states to implement the provision that the Engagement 
Quality Control Review partner must be registered and approved as a statutory auditor in the member 
state in which the audit took place, in a way that ensures that the best expertise is made available for 
reviews in that member state – it will be up to the member state to organise the approval process. 
 
In addition to efforts to enable mobility within Europe, we encourage the EC to work with other regulators 
to support the mobility of auditors across jurisdictions outside Europe. 

The future agenda of assurance and corporate reporting 

We encourage the EC to remain agile around future developments so that the legal framework does not 
constrain investment and innovation. 
 
We are conscious of the importance of financial reporting, and we regard it important for the EC to be 
engaged in the multi-stakeholder discussion around the future of corporate reporting, and to encourage 
experimentation and innovation in this area – as this is historically how financial reporting has developed. 
We have good experience with the way UK audit reporting has evolved over the last 2 years, and would 
encourage similar initiatives in the EU member states.  The recently issued FEE papers on the Future of 
Corporate Reporting and the Future of Audit and Assurance merit consideration by all stakeholders. 
http://www.fee.be/images/FEECogitoPaper_-_TheFutureofCorporateReporting.pdf and 
http://www.fee.be/images/publications/auditing/1601_Future_of_audit_and_assurance.pdf 

https://www.accountancylive.com/ftse-100-auditors-survey-2015
http://www.fee.be/images/FEECogitoPaper_-_TheFutureofCorporateReporting.pdf
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We also invite the EC to consider the impact of global social trends on auditing and company reporting, 
such as: 

 Digitisation: the fact that information is so readily available – how can its integrity be guaranteed?  

 Changing attitudes to capitalism – the motive of maximising shareholder return is being 
challenged more frequently as global inequality becomes more pronounced.  Our current 
corporate reporting and auditing model is predicated on shareholder return and may need to shift 
to reflect this changing attitude  

 A wider perspective on performance – our global community is becoming better educated on the 
value of sustainable and long term performance.  Again, our current corporate reporting and 
auditing model may need to change to embrace new and wider definitions of performance   

We look forward to discussing the points raised above in a follow-up conversation with the unit in DG 
FISMA.  If you wish to discuss any aspects of this response in more detail, please do not hesitate to 
contact me on jan.e.mccahey@uk.pwc.com or by phone on +44 20 7212 2535.  

Yours faithfully, 

 

Jan McCahey 
Global Regulatory Leader 
 

PwC IL is registered under number 60402754518-05 in the EU Transparency Register 
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