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CRISTICAL ANALYSIS OF THE PRESENT AND FUTURE DEVELOPMENT OF AUDIT SERVICES WITHIN THE BANKING INDUSTRY AFTER THE FINANCIAL CRISIS.  

By CHANG PING SHI

JAUNARY 2018

The unprecedented downfall of Enron Corporation in 2001, otherwise also known as the ‘Enron scandal’ shook the financial market and subsequently resulted in the ‘unexpected’ closure of one of the ‘Big 5’ accounting firm Arthur Anderson. The collapse of these two giant companies have provided an increased impetus for the improvements in financial reporting and auditing (Graham and Neil, 2004, p.10). This incident has triggered intervention by the US government, which introduced immediate changes, reforms and new regulations over the accounting and auditing industry with the aim of restoring confidence amongst the stakeholders and general members of the public. The 2008 financial crisis has not only been overshadowed by the attempted reforms in the US, and instead, the crisis spread across the globe. One of the key attributes to the crisis stem from the auditing profession where auditors had continuously failed or erred in exercising due diligence in issuing clean opinions on the fraudulent statements to major financial institutions. The repercussions have, once again eroded the public confidence and trust in the auditing industry, the market do not seem have been assured by the unqualified financial report produce by large accounting firms (Sikka, 2009), hence justifying further examination into potential further reforms, or intervention from the government. Therefore, the main aim of this research is to explore the potential approaches in rebuilding confidence on the financial audit services. This research shall also evaluate the feasibility of potential changes which are needed for the future development of the audit profession.

The research design primarily leans towards the qualitative means with semi-structured interviews methods. The investigation into the causes of financial crisis and reforms of the auditing profession necessitate the researcher to seek the knowledge in confirming the ‘truth’ and this may be done from the epistemology perspective. In ensuring the credibility and viability of the primary and secondary data, qualitative method has been given preference over quantitative means for the purpose of the research. While interviews in general would assist in obtaining ‘real’ information from the respective interviewees as had been identified, the information would contribute towards not only substantiating the secondary research but also, in answering the research questions which seeks to address the feasibility of the auditing profession for the future, and validity of the auditing reforms. 

The research findings recognised the importance of having audit service within the financial market. On the contrary, the results from the interviews expressed much divided opinion in terms of further audit reforms proposed by this research. In relation to the feasibility of suggested audit reform and potential government intervention of the auditing industry, majority of the audit professionals interviewed opposed to any further audit reforms and that any or further government intervention would do more harm than good to the financial market. 
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Chapter 1: Introduction
1.1 Subject of the research
This research examine the far reaching consequences of 2008 global financial crisis which involved some high profile accountancy firms issuing clean bills to major banks and financial institutions in the UK, which resulted in the British Government to bail out the banks. Subsequently, the UK market has witnessed a dramatic loss of confidence on the financial audit services provided by the Big-four accountancy firms.    

As a result, this research aim to analyse, evaluate and examine potential practicable methods to reform the audit services and to ensure the relevancy of the profession in the long run. This research commenced by providing a comprehensive review into the subject matter which critically examine and investigates areas specifically relating to this research; encompassing in depth understanding of the importance of audit and its key reforms. In addition, a considerable amount of literature regarding the auditing crisis has also been reviewed, which has helped to broaden and deepen the researcher’s understanding of the causes of the audit failure; long delayed of audit reform; and the challenges faced by the industry. 

As the research progressed, the researcher recognized that market domination by the so call ‘Big’ 4 audit companies was severe, given no opportunities to any other accountancy firms or new entrant to compete in the same market. As a result, the author suggesting that the market concentration by a hand full individual accountancy firms had a potential role in contributing to audit failure and long delay of audit reform. Based on this argument, a graphic representation was developed proposing that reducing the level of audit market concentration would help to improve or enhance the overall audit quality as well as its competitiveness within the contemporary industry. Therefore, further audit reforms are needed in addition to the mandatory rotation of auditors; and mandatory tendering. In this case, this research suggests that mandatory multiple audit (consisting Big 4, Non-Big 4 and Independent Chair from the independent regulatory bodies) and direct government intervention could be a solution, however, the feasibility of these suggestions will only be answered at the end of the research. 

The remaining of this chapter is lay out as follow: sub-chapter 1.2 briefly explains the double sword effect of the audit services to the businesses and financial market. A high quality audit would help to contribute to the development and stabilisation of the financial market. On the contrary, a low quality or incompetent audit would result in a collapse of businesses that subjected to audit and a likely financial crisis; Sub-chapter 1.3 outlines research questions and research approaches for this study; Sub-chapter 1.4 briefly discusses the justification and importance for conducting this research; Finally, sub-chapter 1.5 outlines the structure of thesis with a summary of the contents of each chapter

	Figure 1.1: Illustration of how the level of market concentration would affect the audit quality
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Figure 1.1 illustrates the current status of the auditing industry, where the top audit market remained in the quadrant D (which represent high risk with low audit quality) for many decades. This research aim to investigate, in view of the EU audit reform, the practicable method in shifting the audit industry to quadrant A which would result in high competition with higher audit quality. 
1.2 Research background

The audit profession has more than 100 years of history and reputation based on trust and integrity. Auditing emerged in Britain as a by-product of insolvency practice in the early part of the last century. Professional bodies were organized by practitioners to represent their interests and to control entry to the lucrative market for audit services. Indeed, the first Society of Accountants received its Royal Charter in 1854 in Edinburgh and the ICAEW (Institute of Chartered Accountants in England and Wales) in 1880 (Edwards, 1989: 277). Audit can be described as ‘a form of attestation service in which the auditor issues a written report expressing an opinion about whether the financial statements are in material conformity with generally accepted accounting principles or other recognised criteria’ (Soltani, 2007). It plays an essential role within the financial market, and has made great contributions towards maintaining and achieving the global financial stability. 

Financial market, in the broadest sense refers to the transactions of financial assets between the buyers and sellers (Tesfatsion, 2012). Within the financial market, the terminology includes a wide range of areas such as capital market, commodity markets, money and foreign exchange markets, together with the financial institutions. Financial institutions such as banks and insurance companies meanwhile play a major role as intermediaries between lenders and borrowers. Given the broad scope of financial market, the research shall focus on the relationship between the bank industry and the audit profession. 

Each year, thousands of audit among publicly traded companies or private companies are completed successfully without issuing restatement or allegations of impropriety. High quality financial audit is a crucial component to ensure the confidence of the financial market. With reference to the International Federation of Accountants (Audit Quality and International Standards on Auditing): 

‘Investor confidence is fundamental to the efficient operation of the world’s financial market and contributes to economic growth and stability worldwide. Investors need to know that the financial information on which they base capital allocation decision is credible and reliable. Audits, and audit opinions on financial reports are crucial to achieving this. Independent auditors play a vital role in enhancing the reliability of financial information producing by companies’.
The above emphasised the importance of audit, in particular, in ensuring and enhancing the reliability of the financial information. In the UK for instance, audit was only introduced in the 19th century in the wake of insolvency cases involving companies. Audit was deemed as a necessity to provide check and balances on the financial information provided by the companies. In fact, audit as a profession in Europe was only recognised by the late 19th century with the United States effectively recognising the significance of audit after the 1929 great depression. It is interesting that audit, as a profession and practice was only introduced a century after the South Sea Bubble, which at the time, had indicated the lack of proper audit on the financial health of the South Sea Company as the main cause of financial crisis in 1711.  

The development of the audit profession took place within the respective countries and there were no form of standardisation between nation states. The UK and the US traditionally adapted the laissez-faire approach in audit industry, where there should be minimal intervention by the government unless it is deemed necessary. For instance, in the UK, the government has been leaving the profession to regulate itself, there were six accounting bodies served to look after the accounting and auditing profession, with the perception that professional bodies set “best practices”. On the other hand, other European countries, namely Germany and France adopted a more legalistic approach in regulating the audit profession, where auditing practices are codified as part of the law.

The 1929 depression resulted in the US government intervention in stabilising the financial market, which in turn also affected the autonomy of the audit profession. There has been a systematic trend towards regulating the profession, either by means of state control or self-regulation by the relevant professional bodies, however, issues continue to re-occur. The Enron scandal in 2001 was supposed to be a lesson for all nation states in that more scrutiny is needed in ensuring the viability of the profession. The demise of Arthur Anderson has placed the audit profession under tremendous scrutiny by the market. When the Sarbanes Oxley Acts (hereinafter known as SOX) was introduced in the US, the Act also impacted on other countries. More controls were put in place, with the desire of preventing similar incident from happening. Unfortunately, these controls were not extended to other profession, and the financial institutions were still operating in the least regulated environment. The opportunity to make quick gains were picked up by the auditing profession, with the latter colluding with banks and financial institutions in order to make additional profit. This subsequently contributed to the financial crisis in 2008 which affected the globe. For the purposes of the research, the author will be concentrating on the audit reform from the UK perspective.

The waves of global economic crisis and other financial scandals caused by some high profile companies and audit firms engaging in fraudulent financial activities have again placed the audit profession under the spotlight. The role of independent auditors were severely doubted for giving a clean bill of health and their failures in issuing warning to organisations which subsequently collapsed or required bail out from the government. A study conducted (Kristine, Hanne and Iris, 2009) states that audit failures have led stakeholders to question the importance of the audit process. Stakeholders doubted the independence of external auditors when management fraud occurs, and also questioned whether the auditors improve the value of financial information to the public. 

The failure of Northern Rock questioned the role of auditors and the purpose of the profession. While commenting on the role of auditors, Fallon doubted the role of auditors, ‘I do not understand how auditors can give a full, fair and firm opinion but exclude any treatment of the off-balance-sheet vehicles. I find it troubling that Northern Rock’s auditor earned nearly three times as much in non-audit fees—in consultancy fees—for arranging the securitisation of Northern Rock’s off-balance-sheet vehicles, as it did for the audit, which of course excluded them. I find that troubling’. Some commentators have also voiced their concerns relating to the current auditing practices. According to (Irish Times, 18 October 2008), a former minster in Ireland has described auditors as a ‘joke and a waste of time…the banks are in difficulty because of their auditing. Auditors are not independent but they are bloody-well paid’. Another added: ‘What is the point of having armies of number crunchers on fancy fees if they cannot spot the difference between a shack in Alabama and a triple-A security?’ (The Daily Telegraph, 22 October 2008). 

Systematic audit failure would endanger the development of audit profession in the long run, and its existence in the market place. It is therefore crucial for audit profession and other relevant governing bodies to react to this issue. 

In the Economic Affairs Committee Second Report, the House of Lords claimed that the ‘Auditor standards are slipping’ and the auditor’s ‘complacency’ and ‘dereliction of duty’ contributed to the financial crisis; specifically, ‘Auditors were either unaware of the mounting dangers in the banks or, if they were aware, failed to alert the supervising authority (FSA)’ (House of Lords Select Committee, 2011). As a result, it is clear that the auditing profession is in need of radical changes in view of their direct or indirect contribution to the crises which should have been prevented from the beginning. 

The critical need for changes to the audit practice has also been emphasised by the European Union’s Internal Market Commissioner Michel Barnier (Orlik, 2011), where he commented, ‘investor confidence in audit has been shaken by the crisis and I believe changes in this sectors are necessary, we need to restore confidence in the financial statements of companies…’. These instances demonstrated the shortcomings, weaknesses and doubted the efficiency involving the existing auditing rules, regulations and governance; which potentially justify the need for tougher stance in preventing another crisis.  

The European Commission (hereinafter known as EC), the executive body of the European Union responsible for proposing new legislation has consequently proposed unprecedented changes to audit regulations on 30th November 2011. With reference to (Aubin, 2011), ‘the EU’s proposals go further than 2002’s U.S. Sarbanes-Oxley Auditor Reform Act’. Hodgkinson (Aubin, 2011), the executive director of the Institute of Chartered Accountant in England and Wales also commented; ‘these sets of proposals would be a game changer for the audit profession…they have hugely complex effects’. Within the EC’s proposals, there are four main points which they believed could improve and strengthen the audit and assurance services, prevent the future audit crisis, as well as restore public confidence on the financial audit. The proposals of changes are stated as follows:-

· Mandatory audit firm rotation after six years, or nine years in the case where a company engages two auditors

· Mandatory tendering through an ‘open and transparent tender procedure’

· Restricting firms that audit public interest entities from performing non-audit services

· Requiring large audit firms to separate audit from non-audit activities

The above EC’s proposals have triggered greatest attention ever within the EU and around the world since the day it was revealed. The Big Four accounting firms, in particular followed closely to the development of the proposals and they raised their concerns and objections toward the applicability of the new proposal. Together with Big Four accounting firms, the FTSE 100 Finance Directors, and some largest investors in the EU have reacted negatively to the proposal, and strongly opposed to it. 

According to (KPMG, 2012), the EC’s proposal do not adequately assess their potential impacts, it is likely to lead an increase in costs, and likely to be disruptive with little or no benefit for the stakeholders. Mandatory auditors’ rotation and mandatory tendering would interfere with audit committee’s and shareholder’s right to appoint most suitable auditors to conduct the audit. Ernst & Young (Aubin, 2011), meanwhile suggested the proposal would do little to prevent financial crisis. The FTSE 100 Finance Directors also reiterated their concern about some of the EC’ proposals, most of them have rejected mandatory audit rotation (Orlik, 2011). In recognising the auditing industry as the key to maintain the confidence in the financial market, any suggested reforms should take into consideration of the major players; or the participant’s interest. The EC’s proposal has been described as ‘artificial solutions’; which affords limited contribution to strengthening the audit services. It is therefore pertinent to recognise that the future developments of audit services and successful implementation of audit reforms would require full co-operation and involvement of all participants within the financial market. 

Due to staunch opposition throughout the consultation period from the European market, the EC has softened certain aspects of its original audit reform proposals. For example, the proposal for mandatory joint audits have been dropped; the idea of audit only firm has not been passed. Instead, companies are only encouraged to take “voluntary joint audit”. Big Four accountancy firms and who campaigning hard to soften the EC proposal once again won the battle in against radical change to their audit market dominance. On the contrary, the softened reform proposals have precipitated a strong opposition from non-Big audit firms throughout the EU. Non Big four accountancy firms such as BDO international, REM international, Grant Thornton International and Mazars made a jointly appeal for tough measures in order to open up the top audit market for all size accountancy firms. The different stance from the market on radical changes to the traditional audit system represent a threat to the audit profession in achieving effective audit reform and high quality of audit.    

After lengthy debate, negotiations and consultations, in year 2016, the EC has successfully pushed through the compromised package of audit reform policies which enshrined in the new European Audit Regulation and Directive which affects all member states. Eye catching key changes include mandatory audit firms rotation which requires PIEs to appoint a new audit firms every 10 years; and mandatory tendering which requires all PIEs put their audit out to tender at least every 10 years. Other important changes include a new list of prohibited non-audit activities for PIEs. However, despite the above changes, the audit market in the UK has witnessed not much changes in terms of audit market concentration, quality of audit and other related issues. 

As a matter of illustration, according to a report (Development in Audit 2016) commissioned by the UK independent regulatory body Financial Reporting Council (hereinafter known as FRC), it concludes that mandatory audit tendering and mandatory rotation of auditors has had no impact on market concentration in the Big four audit firms…it further concludes that “there are indications that there may be further concentration to come in the PIEs audit market” (FRC, 2016). In fact, before the implementation of new audit regulations, the market has been raised its concern and doubts about the effectiveness of the compromised package measures. With some prominent researchers argue that robust measures are needed and should go beyond tendering and rotation of auditor taking into considerations of the oligopoly status of some accountancy firms and their poor records when it comes to detecting misconducts. 

 1.3 Research questions and research approaches
The research concentrates specifically on the area of auditing industry following the issues as discussed above. The key themes have been identified, and these include the description of the word ‘audit importance’ and the real definition of it. The EC’s decision in amending audit practice also attracts attention, as some of the proposals were not put into effect. As examined earlier, the research sets out to evaluate the failures within the audit industry during the global financial crisis. The causes of audit failures are complex and have been widely debated by a range of academic, media and professional interests. It is important to take all these views into account and to investigate where these intersect with debates surrounding the failure of audit, a theme that has itself been widely discussed since the Enron controversy in 2000. The main issue here appears to be whether the audit industry should be subjected for further   scrutinisation, be it using hard or soft rules; or whether reforms should involve forms of direct or indirect government intervention. In essence, these are the issues that this research sets out to answer.  

In order to achieve this, the research has been designed to enquire from a range of interviewees their views as to the wisdom or otherwise, of such an approach. Taking into consideration all possible methods available for the research within the main body of the thesis, the researcher settled upon the use of a qualitative approach to answer the key questions. This included the following: 

1. Why is it essential to evaluate the significance of audit in financial market?

2. Could mandatory multiple joint audit and mandatory joint audit help to restore confidence and provide assurance to the financial market?

3. To what extent, can the possibility of audit reform be achieved; in terms of its feasibility to provide assurance and regain the confidence in the financial market?

In terms of building a crucial understanding of the areas involved, the researcher needs to observe the events and developments which in turn relates back to the nature of this research, in its attempt to identify methods, and recommend further potential reforms to the existing audit reforms. As a result, this alludes towards the utilisation of the inductive approach. This approach enables the researcher to observe and investigate the reasons behind the auditing crisis in the banking sector and the ongoing debate for further audit reforms. In doing so, semi-structured interviews will be utilised to acquire information, supported by a range of secondary data. 

Semi-structured interview allows the researcher to obtain and gather up to date information on the auditing reforms and assist in understanding the causes of audit failure. These assist in building up the theoretical recommendation for improving the auditing profession and to regain confidence in the financial market. In addition, considerable amounts of secondary qualitative data have also been acquired through the use of university library, internet and journal articles. In surmising, these strategies would, in the researcher’s view assist in collecting both primary and secondary data for the requirement of the topic areas. 

A purposive sampling technique is to be utilised in choosing the interviewees for the research in enhancing the richness and quality of the data. In doing so, the key criteria for selecting participants include the ability to possess relevant knowledge surrounding the reasons for audit failures, reforms in the industry and the feasibility of the auditing reforms. This is essential considering the nature of this research which requires specific knowledge and understanding within the auditing industry. In line with the purposive sampling method, this research has identified several industries and academic professionals and other stakeholders to be involved in the data collection process. The fundamental principle of getting such cross sectional opinion is to ensure the generation of in depth data in addressing the core research question and its objectives. Importantly, this provides greater insights into the subject area from different perspectives, and therefore eliminates the issue of data collection bias. 

Thematic analysis method is utilised in this research. The justification for choosing this method are mainly due to its popularity and simplicity in analysing qualitative data. In addition, due to the flexibility of thematic analysis method, it allows for rich and detailed description of the data that are collected. A detailed evaluation and justification of the research approaches will be presented in Chapter 3 – Research Methodologies.   
1.4 Justification and importance of the research

The unprecedented downfall of the Enron Corporation in 2001 shook the financial market and subsequently resulted in the closure of one of the ‘Big 5’ accounting firms Arthur Anderson. This incident triggered intervention by the US government, which introduced immediate changes, reforms and new regulations over the accounting and auditing industry with the aim of restoring confidence among stakeholders and the public. The 2008 financial crisis overshadowed the attempted reforms in the US as the crisis spread across the globe. One of the key attributes of the crisis stemmed from the auditing profession and their failure in exercising due diligence in their regulation of major financial institutions. 

The repercussions of this have, as they did in the wake of the Enron controversy eroded public confidence and trust in the auditing industry, justifying discussion as to the potential for further audit reforms. The reforms proposed by the European Commission were strongly opposed by the major accounting firms and audit committees. As a result, the European Commission backtracked on certain aspects of their original reform proposals, the majority of which remain unpassed and subject to consultation after more than five years. On the other hand, even though the European Parliament has passed the New Audit Directive which witness the mandatory practices of mandatory rotation of auditors, and mandatory tendering, however, the results were less convincing. In particular, year 2018 have witnessed more high profile companies involved in accounting scandal, including the collapsed of British Home Store (BHS), Supermarket giant Tesco overstating its profitability and the insolvency construction group Carillion. These failure happened not too long after the UK embraced itself to the new audit reform packages passed by the EU. These scandals have once again led to the UK competition authorities to further review the idea tough measures to the audit industry by breaking up the large audit firms. With regard to the ineffectiveness of the latest audit reform, the international audit regulators expressed their concern over the continued significant deficiencies in auditing public companies, according to a report commissioned by the UK FRC. This worrying phenomenon has further justify the needs of further tough audit reform. Therefore, the importance of this research can be summarise as follow: 

1) It would help regulators, policy makers and other stakeholders to gain a better understanding of the nature, factors and difficulties inherent in the achievement of meaningful and achievable audit reforms and to strengthen understanding of the root causes of current audit failures 

3) It seeks to evaluate and examine the feasibility of mandatory multiple joint audit for the banks and financial institutions; and mandatory joint audit for all other listed companies. 

4) It help to understand the impacts and practicality of direct government intervention

5) The results will contribute to the existing literature regarding the achievability of government intervention of the auditing industry within the UK. This will also contribute to the policy makers and regulators in understanding the sentiments of major audit market participants about government intervention.

1.5 Structure of the thesis

This section aims to provide the structure of the research. Chapter 2 provides a relevant and comprehensive reviews on the area of accounting with specific, detailed discussions in auditing industry and practice, and other literatures which are relevant to the audit reform. By critical reviewing the relevant literatures have helped the author in understanding the root cause of the reoccurrences of audit failure, enable the identification of the knowledge gap in the analysis of the literature, which is, as identified in this research, the lack of detailed approaches to tackle the high level of audit market concentration, and lack of understanding of stakeholder’s sentiment towards the notion of government intervention of the auditing industry. 

Chapter 3 outlines the research methodologies and designs adopted in the study. In terms of building a crucial understanding of the areas involved, the researcher utilise the inductive approach. This approach enables the researcher to observe and investigate the reasons behind the auditing crisis in the banking sector and the ongoing debate for further audit reforms. In doing so, semi-structured interviews were employed to acquire information, supported by a range of secondary data. Semi-structured interview allows the researcher to obtain and gather up to date information on the auditing reforms and assist in understanding the causes of audit failure. These assist in building up the theoretical recommendation for improving the auditing profession and to regain confidence in the financial market. 

Chapter 4 present finding and discussions relates to research question 1, which describes and explains major stakeholder’s views about the importance and value of audit services, supported by evaluation of previous research evidence. Range of key themes from the coding process is also presented and discussed, clarifying the reasoning why stakeholders value audit services differently. 

Chapter 5 present finding and discussions relates to research question 2. This chapter detailed the mandatory multiple audit for banks and financial instructions sector, and mandatory joint audit for all listed companies. Key themes regarding these two approaches are presented and discussed, and become the basis for in-depth examination of its feasibility. The potential impacts of this proposed reforms upon each relevant players within the audit industry were evaluated and discussed, which offer the insight in understanding the needs of each players. This chapter also shows that any further reforms would encounter resistant from the market, because each players have their own interest to protect. 

Chapter 6 explains the findings regarding the alternative approach to improve the value and quality of audit proposal of government intervention in the event the audit industry rejected the idea of multiple joint audit for the banks and financial institutions. Two important (soft and hard) approaches are discussed and evaluated for its achievability. Each proponents and opponent’s views are factored into consideration based on thematic analysis. The potential impacts of government intervening the audit industry (soft or hard approach) are also presented. 

Chapter 7 provides the conclusion for this research. Important issues regarding the needs of further audit reforms in order to improve the relevancy of audit services are highlighted. Significant findings regarding research question 2 and 3 are emphasised. This chapter concludes the study by discussing the original contributions of this research. Series of limitations of this research are also presented and discussed. Finally, researcher identifies several area for future research. 
1.6 Theoretical framework 

This chapter aims to establish a theoretical framework and examine the key issues related to the constant demand for high quality of audit services in order to ensure smooth functioning of the financial market while restoring trust of investors and other stakeholders. Theoretical framework forms an important part of this research project, it help the readers to understand how the researcher formulates the research problems. It also inform the reader the structure in which the research will be conducted. The identification of theoretical framework for this research shall assist in understanding the phenomena of strong demand for further reforms in the auditing sector.
The theoretical framework adopted for this research is multifaceted, beginning with the need to identify and evaluated the reasons behind the global financial crisis of 2008 and the role of the auditing profession. In this, it is clear that the auditing profession is seen as a control mechanism to provide independent checks to ensure that financial excesses are avoided and that large banks and financial institutions comply with existing legislations and regulations. It is equally clear from secondary research that the independent role of major auditing organisations (the big 4) has been questioned and that the relationship between these and the organisations they work with has become a close one and that independence may have been compromised as a result. 
For this reason, the research will seek to assess the relationship between these two set of organisations namely large banks and financial institutions, and their auditors-to ascertain whether the relationship continuous to be independent or whether it has become too close to enable the full range of checks and control to be independently verified. It also examines theories relating to joint mandatory audit and joint multiple audit as alternative approaches in an attempt to bring more independent to auditing firms into the mix in order to challenge the current inadequacies associated with the big 4 auditing firms monopolising the existing relationship with major banks and financial institutions. This, it is argued, may aid in reassuring the independence of the auditing profession and re-establishing confidence in the financial sector moving forward.    
However, at this juncture, it is worth to briefly point out some of the key theories which help to explain the demand for audit services in the first place. First of all, there is Policeman Theory which assumes an auditors are responsible for prevention and detection of fraud. Secondly, there is Lending Credibility Theory: this theory assumes that the main function of audit is to add credibility to the financial statement, which will be relied upon by its users and any interested parties. Thirdly, Theory of Inspired Confidence address the issue of demand and supply of audit services, which says the demand for audit services is driven by the needs of outside stakeholders in the company. These stakeholders appoint auditor to audit the financial information presented by the management in ensuring the accountability of the management. Lastly, Agency Theory suggests that auditor is appointed by the principle to protect his/her own interest. A simple agency model suggest that, as a result of information asymmetries and self-interest, principals lack reasons to trust their agents and will seek to resolve these concerns by putting in place mechanisms to align the interests of agents with principals and to reduce the scope for information asymmetries and opportunistic behaviour(ICAEW, 2006)

In the first part of the research processes, an overall view of modified demand and supply model for auditing industry is highlighted and this aims to illustrate the wider framework in which the agency theory operates which has been examined in the earlier review chapter. The conventional demand-supply theory suggest that every stakeholders are in demand for quality audited of financial statements information for various purposes, such as to reduce risk of investment, improvement of decision making for companies and investors, enhance operational efficiency of organisations (detailed examination of interested parties require quality information are presented in literature review chapter). 

For example, audited financial statement is one of the most important, commonly use information by investors to make investment decisions options. But, with the businesses environment become increasingly complex, investors tend to be more cautious when making investment decisions. As risk-adverse investors, they often demand a higher return for higher risk or they will pay a higher price in the form of a risk premium to reduce the level of uncertainty or risk (Fama et al. 1971). This objective are normally achieved through detail evaluation and analyses of financial information that has been audited by independent auditors, where the independent opinion are regarded as credible and reliable. Conversely, the supply of providing the required quality is not up to level of satisfaction. In particular, the failure in providing the fair and true reflective view of the financial statement resulted in the need for reform post financial crisis in 2008. 

Since then, there has been new measures introduced at the European level in order to regulate the profession and improve the integrity of the auditing profession. Whilst the implementation of the rules and regulations has provided some satisfactory outcome to all parties, there are still defects within those reforms in so far where it relates to the dominance and monopoly of the Big Four auditing firms in auditing all of the top audit markets in the UK and other member states in the Euro. 

This high level of audit market concentration has directly contribute to lack of choice, competition and innovation in the industry. Arguably, the issue relating to concentration of the audit market is the most fundamental reason for bringing the auditing industry into disrepute. The Financial Reporting Council, within its report ‘Audit Policy: Lessons from the Crisis’, has vehemently suggested the issue of concentration as the main reason which could potentially cause the collapse of the entire financial system. These profound high degree concentrations of auditing practices were marked as unhealthy, counter-productive, and risky in terms of meeting the needs of the companies’ shareholders, public interest entities and economy as a whole  Subsequently, the audit quality arguably has remained unsatisfactory and in further need for improvement. Based on this understanding, this research proposed two unconventional audit reform approaches for the auditing sector in the UK market. The feasibility of such approaches and its potential impacts will also be examined in the following finding chapters.   

	
	Figure 1.2
	
	

	
	Theoretical Framework:
	
	

	
	Demand and Supply 

	
	
	
	
	
	
	
	
	

	
	
	
	
	Demand
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	Business
	
	
	
	Auditor
	
	

	
	
	
	
	
	 
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	Supply
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Failed to bring quality and value
	
	
	

	Fulfil
	
	
	
	
	

	Demand
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Triggered reform of the

supply mechanisms
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Implementation of new rules and regulations
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	Successful and

Satisfactory
	
	Failed or less

effective
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Further demand for

robust reform
	
	

	Fulfil 
	
	
	
	
	
	
	

	Demand?
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Mandatory multiple & joint audit
	
	
	Government

Intervention

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Feasibility?
	
	Potential
	
Benefits?
	
	
	Potential  
	Benefits?

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Share knowledge

Four eyes principle

Competition

Enhance quality

Innovation

Cooperation
	
	
	Monitoring

Enforcement

Prevention

Restore trust



	
	
	
	
	
	
	

	
	Supply 
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	 
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	Supply 
	
	
	
	

	
	
	
	
	
	
	
	
	


The framework presented above are divided into two section which synthesises issues related to the following research areas: 1. the relevance/importance of the auditing service in the modern business society/financial market; 2. Practicality of mandatory multiple and joint audit; 3. Impacts of government intervention into the auditing sector. The top half of the diagram considers the context of the critical literature review, from which a series of gaps emerge. The identification of these gaps provide the ongoing theoretical framework of the study which is displayed towards the bottom half of the diagram. Therefore, the second part of the research processes incorporate the theoretical framework in identifying the key areas to be examined for this research. Owing to the further demand for reform, this has created ongoing gaps in the subject area. This shall be investigated and analysed in view of coming out with a realistic alternative to these issues, in so to ensure the demand and the needs of businesses. 

Overall, the ultimate objective of this framework is to guide the research to identify and evaluate the potential approach to reform the currently “stagnant auditing sector” in order to fulfil the demand of from the market. What the market needs is an open and much greater degree of transparency and openness of the auditing process. A competitive audit market and full independency of external auditor are another key measures to bring back trust into the markets. 

One of the important concepts in this framework is that, this model demonstrates that demand for high quality assurances are a reoccurring phenomenon. Hence, the auditing sector (service provider) needs to work toward this direction to demonstrate that auditing professions are trustworthy, and would be able to assure the service receiver that works are performed in line with the high quality of standards, and the current need of the market participants. This framework also indicates that, from the supplier’s side, there are a need to identify different approaches to meet the requirements from the demand side. Consequently, this model suggests a framework for putting together the most controversial audit reform approach to be investigated for its potential impacts and practicality in the UK. More importantly, this framework makes clear that if the suggest audit reform approach have been proved to be not feasible or less effective in meeting the demand of the market. New approaches will need to be evaluated and identified for further reform.       
Chapter 2 – The significance of audit: History, Present and Future
2.1 Introduction 

The previous chapter has provided the much needed introductory information concerning the area of audit in general and aimed at establishing the platform for which this research is based upon. Crucially, the previous chapter has also identified and outlined the research aims, objectives and fundamentally, the research questions for this research. Having done so, it is now essential to understand the significance of audit in the financial market since it was introduced and enforced, whether positive or negative. It is believed that audit services contribute high value to the economy in all stages of development. The independent auditors and their audit reports have been a key element to boost investor’s confidence and economy. Previous researches have shown that investor’s confidence towards a company which they are interested in are enhanced when that particular company receives an unqualified audit opinion on its annual account. This argument has been supported by the International Federation of Accountants, where they commented that: ‘Investor confidence is fundamental to the efficient operation of the world’s financial market and contributes to economic growth and stability worldwide. Investors need to know that the financial information on which they base capital allocation decision is credible and reliable. Audits, and audit opinions on financial reports are crucial to achieving this. Independent auditors play a vital role in enhancing the reliability of financial information producing by companies’.  

In this chapter therefore, it is crucial to provide a comprehensive review into the subject matter which critically examine, investigate areas specifically relating to this research; encompassing and culminating in depth understanding of the definition surrounding the word audit, the importance of audit and its key development. This is essential in order to develop a framework which flows to the following chapters, which would inform the readers on this subject area. The following sections are divided into three main sub-chapters which include the history of audit and the contemporary issues of auditing industry. At the end of this chapter, it shall also look into some of main issues relates to the audit services; which sets the scene in addressing the core research questions in the contents chapter, which shall be considered later.  
2.2 The History of Audit: Its Nature, Significance and Development 

In order to appreciate the core areas relating to the research, it is pertinent to provide a review on the historical aspects of audit. This introductory sub-chapter, amongst others, would aim to provide a definitive statement or definition to the term audit, if any. Consequently, different view point would be taken into consideration in order to provide the reader with an understanding into the notion of the word audit. First and foremost, it is essential to draw the distinction between the term ‘auditing’ and ‘inspecting’. These two terms do have similarities; however one should not be confused between audit and inspection, in terms of its purposes. Both involve some kind of checking activities; in contrast, these two activities are significantly different in terms of the ultimate outcomes. For example, an earlier study conducted by (Wealleans, 2000) pointed out that: “inspection is intended to tell us whether something is okay to proceed. Inspection is mostly checking work has been done. Auditing, alternatively, is about telling whether or not the processes used are likely to produce successful outcome. Audits are about gaining some assurance of future good performance, based upon current observation”. Following from this therefore, the term ‘inspecting’ shall not be part of the research.
Since the modern global financial crisis started at the beginning of year 2008, the term of audit and audit failures have once again drew the attention worldwide. These financial terminologies become one of the “most popular” words in the financial market, and appeared on the multimedia and newspaper on the regular basis, mainly due to auditing scandals and some major high profile financial institutions either collapsed or required government bailout on a short period of time after receiving unqualified audit report produced by Certified Public Accounting Firms (hereinafter known as CPA). However, despite numerous audit failures and receiving criticisms from the members of the public, governmental agencies and regulating bodies as well as various industries which have interest in the financial sector, the auditors and audit professions still play an important role in examining the financial statements of public trade companies and private companies. 
Ironically, the importance has grown even more in the adverse outburst of the modern global financial crisis as mentioned earlier. Before considering the current issues of the audit in detail, it is imperative to understand what is audit all about, and its development. With reference to (Porter, Simon & Hatherly, 2008, pp.2): “the term ‘audit’ is derived from the Latin word meaning ‘a hearing’. Auditing originated over 2,000 years ago when, firstly in Egypt, and subsequently in Greece, Rome and elsewhere, citizens entrusted with the collection and disbursement of public funds were required to present themselves publicly, before a responsible official(an auditor), to give an oral account of their handing of those funds”. The term ‘a hearing’ as suggested above has a certain resemblance with the legal terminology, ‘to hear’; the significant difference lies on the substance which are being subject to the hearing. With regards to the former, it relates to the ‘hearing’ or in modern terms, the inspection of the financial books by the ‘judges’, which otherwise are also known as auditors. 
Following from the definition as provided above, various and other definitions have been given by previous scholars and researchers. With reference to (Claser, 1993), audit can be defined as “an independent examination of; and expression of opinion on the financial statements of a company by an appointed independent auditor in pursuance of that appointment and in compliance with any relevant statutory obligation”. The other definition is given by (Elder, Beasley and Arens. A. A, 2010), where auditing was defined as the accumulation and evaluation of evidence about the information to determine and report on the degree of correspondence between the information and established criteria. Auditing should be done by a competent, independent person. Claser and Elder appear to be in agreement with regards of the substantive purpose of auditing and specifically relates to the independence of auditors. On the contrary, while Elder seemed to emphasise on core issues pertaining to the competency of auditors in general, Claser provided a definition along the lines of compliance with the standard and existing auditing rules. 

Other comprehensive definition was given by Gray and Manson (2008), where they explained that an audit is an investigation or a search for evidence to enable an opinion to be formed on the truth and fairness of financial and other information by a person or person independent of the preparer and persons likely to gain directly from the use of the information, and the issue of a report on that information with the intention of increasing its credibility and therefore its usefulness”.  Similarly, (Porter, Simon & Hatherly, 2003, p.3), they state that “auditing is a systematic process of objectively gathering and evaluating evidence relating to assertions about economic actions and events in which the individual or organisation making the assertions has been engaged, to ascertain the degree of correspondence between those assertions and established criteria, and communicating the results to users of the reports in which the assertions are made”. 

These definitions as above provided a different methods of describing an audit. While Gray, Manson, Porter, Simon et al took more of a ‘explanatory’ route in providing an appreciation into audit, the Claser, Elder, Beasley et al embraced a rather ‘descriptive’ and ‘definitional’ route. Nevertheless, these authors share a commonality where the word audit is taken into context, where it relates to the theoretical and application in the financial industry. Such appreciation into the definition is important in order to provide a further understanding into the role of an audit.

Basically, audit is simply an information checking technique. It is a tool for ensuring that financial activities are being carried out correctly and in accordance with relevant rules and regulations. It also can be defined as some kind of assurance provider which adds value and credibility to the financial statement to become more reliable to shareholders and various public users. It is an independent examination and verification of an organisation’s account and financial position. According to (Barnes, 1990, p.34) who defined audit “is the independent examination of and expression of opinion on, the financial statements of an enterprise by an appointed auditor in pursuance of that appointment and in compliance with any relevant statutory obligation”.  Furthermore, with reference to (Idowu and Louche, 2011, p.253), they stated that: “auditors add to the reliability and quality of financial reporting to external parities; they also provide to directors and officers constructive observations arising from the audit process; and thereby contribute to the effective operation of business capital markets and the public sector”. Audit provides independent and impartial opinion as to whether the information is presented in an objective manner. In other words, audit stands on the third party position to provide righteous and unbiased evaluation towards an organisation or financial statement which is subject to audit. Most organisations, be it in public or private sectors, have a general duty to furnish and prepare financial statements since the statements would assist the shareholders and investors to make decisions as to the future directions of the organisation. 
The financial statements which encompass balance sheet, cash flow and profit and loss account are key documents to highlight the healthy well being of an organisation. Such process of reviewing the financial statements must be substantiated by the auditing process, which would enhance the transparency of the organisations and to those who have financial interest within that organisation. In short, the main objective of auditing is to evaluate an organisation’s performance and to verify whether the areas to be audited were completed or performed in accordance with the relevant company act, and auditing standards such as the General Accepted Auditing Standards (GAAS), and International Standards of Auditing (ISA). Overall, each of the definitions which relates to the role of audit share a common key element relating to the audit which refers to the independence of the auditing profession. The word ‘independent’ has become one of the most important qualities which auditors must possess. The audits works carried out would be deemed meaningless should the auditors failed to stand on their independent ground. However, this issue will be discussed later this chapter. The next section aims to critically review and discuss the usefulness of audit and necessity of audit.

2.3 Thriving of the Auditing Industry 
2.3.1 Why Needs Audit?
Having considered various definitions and the role of audit earlier, this sub-chapter would continue to examine the importance of this word, and in the practical sense, the thriving nature of this term in the global business world at present. The audit profession has more than 100 years of history and reputation based on trust and integrity. It plays an essential role within the financial market, and has made great contributions towards maintaining and achieving the global financial stability. Each year, thousands of audit among publicly traded companies or private companies are completed successfully without issuing restatement or allegations of audit impropriety. However, in recent year, in particular after 2008, the waves of global economic crisis and other financial scandals caused by some high profile companies and audit firms engaging in fraudulent financial activities have place the audit profession under the national spotlight. Since Arthur Anderson and Enron, the audit profession has once again under tremendous scrutiny by the financial market anticipants. 
Stakeholders questioned whether the audit provides a value added assurances, since then the market have lost their confidence on the financial audit. In addition to that, the credibility and validity of audit and financial reporting has dropped massively as the result of the unprecedented failures in the large numbers of private and banking sector. This also led to the audit profession in a whole facing a great criticism about their role and professionalism. At the same time, investors, shareholders started to doubt the accountability of auditing profession in general. The dramatic audit failures in recent years have led stakeholders to question the importance of the audit process. Stakeholders doubted the independence of external auditors when management fraud occurs, and also questioned whether the auditors improve the value of financial information to the public.
2.3.2 Demand and Supply-Audit, the Creation of the Market Force
The above illustrations highlight the reoccurrences of audit profession being doubted and therefore ever increasingly becoming the subject of scrutiny by the market. This, in itself, is a crucial evidence that auditing industry does not necessarily provide good cause to the economy at the global scale. In fact, it can be a disastrous to the economy when the audits functions are misused, abused or manipulated by any other purposes rather than provide independent and credible assurance to the potential users. This has inevitably raised the question – why audits are needed? This research has synthesised some of the main reasons from the previous researches. In the context of audit existence, first of all, it is believed that the emergence of audit services is driven by the market forces. It denotes the relationship between demand and supply.
In other words, the audit was a created to meet the market’s needs. (Soltani, 2007, p.33) has identified that: “the financial statements are the product of a diverse set of demand and supply force. The role of auditor in this process is an important element: first as a participant in the process of supplying audited financial statements: and second as an economic agent giving assurance about this information to the parties demanding the corporate financial reports”. In the competitive business world, obtaining reliable information is one of the most valuable techniques to avoid risks from investment within companies, to enable trade, merger and other financial activities. However, in order to ensure the information releases on the markets are value-added and reliable, there is need to have an independent profession to act on the behalf of the various interested parties to examine the validity of the information. Therefore, these demands created for the supply of audit. 
In accordance to the market’s need, the audit and audit objectives are designed to deliver unbiased judgement and opinion on company‘s financial information, and protecting information user’s interests. This is echoed by Soltani (2007, p29), “in accounting and auditing, information affects decision-making process. High quality financial reporting is essential to maintaining a robust and efficient capital market system. A highly liquid capital market requires the availability of transparent and complete information so that investors and lenders can make informed decisions as they allocate their capital among competing options”.  Ever since, the audits have become an official method to examine the corporate financial information, and their growing importance are witnessed and recognised by the various users. As Soltani (2007, p15) explained: “assurance services will be an advantage to all business reporting. That includes all information flows to parties whose decisions affect entity – including investors, creditors, management, employee, customers, and governmental bodies. Managers in charge of business decisions seek assurance services to help improve the reliability, and relevance of the information used as the basis for their decision. Assurance services are valued because the assurance provider is independent and perceived as being unbiased with respect to the information examined”. Soltani’s statement alone demonstrates the synergy and the dynamics where audit may play a role, and its importance is therefore beyond question. Where trade and commerce continues to griddle around the globe, the demand for the industry could never diminished. Subsequently, even where there had previously been criticisms, some unwarranted, concerning the industry, the chart below nonetheless illustrates the necessity of the existence of the audit. 
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The above diagram illustrates the sources of demand of the financial statements which assist in understanding the importance of financial information. Within the businesses society, there are various groups who are affected by or possesses interest in the corporate financial information. The demands for the financial information may vary between parties. For example, shareholders or investors are deem to be the main recipient of the financial statements. They require reliable financial information for decision making purposes in order to plan for long term corporate strategy which aim to maximise their profit. In addition, the financial information are being used as a tool to monitor performance of managements. For lending institutions, company’s financial information would enable them to evaluate level of risks before making lending decisions. As a standard evaluation procedure, company’s liquidity, profitability and balance sheet are considered in deciding the amount of loan a company could obtain. Management manage the companies which are owned by the shareholders and therefore, is responsible for preparing and supplying financial information, which is also being used by shareholders to measure their performance. As a result, management plays a vital in terms of financial reporting. With regard to employees, they pay attention to financial information mainly because they are interested in the survivability of the company which have direct impacts to their job security. 
The contemporary society, however, there are more parties taking part as primary user of the financial statements, and the groups have grown in size. For instance, government, as one of the primary users, it needs to obtain all companies’ financial information in order to analyse the performance of country’s economy, and may therefore plan for the future financial and industries policies. In addition, the tax department also rely on the company’s financial statement as basis to calculate the amount of tax payable by companies or tax relief if there is any. This view point is echoed by Soltani (2007, p.37), where he outlined that: “the demand from government for corporate financial information arises for several reasons. The information may be used for government contracting, tax calculations, rate determination in public utilities, and regulatory intervention in the case of loan grants to financially distressed firms”. More importantly, previous cases involving notorious audit failures have since, convinced the government to conclude that the auditing profession is not able to regulate by itself. As a result, government intervention on the financial reporting and the audit profession are necessary. According to one of the earlier study suggested that: “since the market cannot assure the provision of the information, both in quantity and quality, that is demanded of enterprises by important groups in society, the government, at the instigation of these groups, is obliged to intervene. This result is made all the more inevitable in that the government itself is an important user of information” (Flower and Ebbers, 2002, p.75).    
Besides, the business competitors are increasingly becoming the main users of the financial statement. There are several reasons for these. By obtaining and analysing a company’s financial activities, competitors may be able to conduct evaluation and plan for the potential mergers and acquisitions. The competitors may also be looking at the opportunity to take over companies which are not performing well or experiencing under performance, as part of their corporate strategy in helping their businesses grow in the sector. Last but not least, academic institutions which are categorised as secondary users also increasingly demanding on the financial information for education purposes. Some non profit organisations who are interested in consumer protection, environmental protection also constantly reviewing company’s corporate social responsibility which formed part of the financial statements. 
Although the non-profit organisations are not operating for profit, however, they also need to audit their financial information for the decision making purposes. In relation to the needs of non-profit organizations producing their financial accounts, (Atrill and McLaney, 2011, p4), they explained that: “various user group need financial information to help them to make decisions. These user groups are often same as, or similar to, those private sector businesses. They may have a stake in the future viability of the organisation and may use accounting information to check that the wealth of the organisation is being properly controlled…” In contrast to Soltani’s demand and supply theory, Flower and Ebbers have adopted a different method by analysing user groups to illustrate why the financial statements are essential to the users. It is generally agreed that the financial statements will enable users who have the interests on it to make better decisions. Based on this starting point, Lower with Ebbers established various reasons for users demanding financial information, and the possible decisions would be made by the users as shown in the chart 2.2 below: 
	Table 2.1 The users of financial statements

	User group
	Reason for needing information
	Possible decisions

	Shareholders     

    Stewardship function                                      

    Investment function
	Monitor performance of management

Valuation of shares
	Dismiss managers

Sell/buy/hold

	Providers of finance
	Assess enterprise’s financial strength and stability
	Extend or refuse credit

	Workers

    Short term

    Long term
	Access the company’s ability to pay wages

Access future employment prospects
	Strike for higher wages

Seek another job

	Customers
	Access the company’s future stability
	Agree long-term contract

	Suppliers 
	Access the company’s financial strength
	Extend credit

	Government taxation
	Compute taxable income
	Demand payment of taxes

	Management of economy
	Access economic performance
	Make new law

	The general public
	Access the corporation’s contribution to the general welfare
	Lobby the corporation of the government

	The enterprise itself

    Distribution

    taxation
	Calculate distributable income

Calculate taxable income
	Recommend dividend

Pay taxes

	Source: John Flower with Gabi Ebbers, 2002-Global Financial Reporting, page 68


From the table 2.2 itself, it can be seen that the demand on audit and the audited financial statement information is pretty self evident. Furthermore, with the modern and fast changing business environment, audits have become more and more important tools to maintain management quality and improve efficiency of the financial market. The demands for audited financial information have directly resulted in the thriving of the audit profession. Currently, the audit services almost cover all sectors, from governmental to public and private sectors. In recognising Soltani,  Lower with Ebbers’s effort of delineating the parties who are interested the audited financial information, the chart below has added new groups as discussed above who may be affected by, rely on or have direct interests in the audited financial statements in the modern business world. From the chart itself, it highlights the importance and the reason why the audited financial information still remains in demand. 
Figure 2.2: Parties Who Rely On the Financial Statement Information
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2.3.3 Agency – Protection for the Shareholders?
Secondly and as explained above, there is a category within the identified group in particular; that has the most interests and demands for the audited financial information and the audit service. This refers to the owners of the company, also known as shareholders. Prior to the industry revolution right up to the present society, the business organisations have evolved from being owned and operated by individual families in local and regional market to multinational companies with branches all over the world with thousands of employees. The vast growth and expansion have created the demand for business managers. As Porter, Simon and Hatherly (2008, p9) mentioned that: “as companies have grown in size, their management has passed from shareholder-owner to small groups of professional managers. Thus, company growth has been accompanied by the increasing separation of ownership interests and management functions. As a consequence, a need has risen for company managers to report to the entity’s owner”. This is because owners who appoint managers or directors to run the organisation on their behalf are concerned about the company performance and preparation of the financial report. The owners may doubt that they are not getting all the key information which would enable them to make business plan and investment decisions. Due to the lack of financial knowledge, the owner may come to believe that the prepared financial information may contain substantial mistakes, such as misleading information, failure to disclose relevant information, deliberately hiding the lost or expenses, exaggerate the overall profits, ambiguous in applying accounting or auditing standards, such as method of depreciation of company assets. In short, with the separation of control and ownership, it is believed that the managers might not make decisions which are in the best interests of the owners. 
Therefore, in order to obtain additional assurance to protect owners interest, hiring of independent third parties who are knowledgeable and expert on checking on the financial information prepared by the managers has become the crucial practice to achieve the objective. With reference to (Flesher, Previts and Samson, 2005, p.24), they described that: “the need for auditing develops in response to fundamental agency issues, whenever property is not under the physical control of its owner but is under control of others employing the property to generate returns, he need for reliable and relevant information exists in order to serve the owners of the property”.  Nonetheless, this phenomenon of hiring independent third party to monitor the performance of the managements and subsequently report to the owners has only become prevalent after the 1900s. The main factors precipitated in such high demand of audit were closely connected to the 1929 Wall Street crash. 
As Porter, Simon and Hatherly (2008, p33) explained: “in the year of recovery following the 1929 Wall Street crash and ensuring depression, investment in business entities grew rapidly and became widespread. Company ownership became highly diffused and a new class of small investors emerged…with these developments, ownership interests and management functions of companies became increasingly separated. The management control of companies gradually passed to small groups of qualified, professional managers (directors and executives) who frequently own no shares in the companies they managed”. This development of separation of ownership and control of an entity is known as agency relationship. According to ICAEW (2005), “agency relationship arises when one or more principles engage another person as their agent or steward to perform a service on their behalf. Performance of this service results in the delegation of some decision-making authority to the agent.”   (Millichamp, 2002) takes the route of affording definition to the term agency as “the name given to the practice by which productive resources owned by one person or group are managed by another person or group of person”. Since the management control and running power was passed to selected small group of professional managers, the owner need to place their trust on the managers who will act in the owner’s best interest. However, this is not the case, as the agency theory assumes that no agents are trustworthy. 
In 2006, the ICAEW explained that “a simple agency model suggest that, as a result of information asymmetries and self interest, principals lack reasons to trust their agents and will seek to resolve these concerns by putting in place mechanisms to align the interests of agents with principals and to reduce the scope for information asymmetries and opportunistic behaviour”. The information asymmetries are the most recognisable problem existed between owner and directors. This is because the owners, in normal practice, only receive financial information at the end of company financial year. In contrast, the company directors receive detailed financial information on a daily basis. It is therefore, there are considerable disparities between both parties in term of financial information received. Furthermore, as a result of being motivated by self interests, such as financial rewards, promotion, personal relationship with other business partners, the agents are likely to act adversely against the best interest of the principal. Therefore, shareholder’s interest and manager’s interest are often conflicted, in addition to that, shareholders own more than one companies, therefore are not able to monitor their performance from time to time, hence, they thought they have to take additional actions to protect their own interest. Echoing similar study carry out by (Flower with Ebbers, 2002, p.67), they stated that: “it is impractical for all these providers of finance to be involved in the management of the corporation, hence the shareholders are obliged to delegate the running of the enterprise to one or more managers”. In return, “as part of arrangement, the managers are required to report periodically to the providers of finance on how they have fulfilled their delegated task”. Furthermore, (Soltani, 2007, p.75) explained that: “ in agency theory…because the manager bears the costs, these incentives leads to the development of institutional arrangements such as corporate governance, audit committees, truthful financial reporting and independent auditing to reduce the agency problem”. 
The agency theory in general refers to shareholder/company owners (principal) hire small groups of qualified, professional directors/managers (agent) to manage the company on behalf of the absence of company owners. By doing so, company owners have empowered the managers to run the business and make decision to maximise the performance and profitability of the company. However, this action has directly resulted in the separation of ownership and control of the company; at the same time create inevitable conflict of interest between both parties. This is evidenced by previous research conduct by (Soltani, 2007, p.70): “separation of ownership and control offers the potential for conflicts of interest. A company’s management has access to and controls all of the information regarding the company. Certain information of interest to the owners is available only from the management, as a result of which the owners’ information set may not be as complete as the management’s…” similarly, (Jensen and Meckling, 1976 cited in Jerzemowska, 2006) explained that the interests of management and shareholders often conflict, this happens because managers often take opportunities to maximise their personal gain rather than company. 
The above statements both suggested conflicts of interest as the core problem arising from the separation of ownership. In theory, the shareholders own and control the business entity, however, in practice, the managers are the one who control and run the business on a day to day basis. It could therefore be suggested that some of the managers might pursue policies which are likely to benefit themselves, and at the same time, to achieve shareholders’ expectation on financial performance. The agency theory, which initially thought to serve the principal, has deviated away from the core fundamental definition to become seemingly and apparently, a separate entity. This is itself is unhealthy, since the principal could be subject to means of unnecessary appropriation by the appointed agents and thus, it necessitate the justification for an independent audit. With the separation of ownership and control or running power of an organisation, the financial statements and company annual reports have become the most important approach for company owners getting to know the information about the company’s financial position and the performance of company managers. As consequence, a need of independent audit has arisen to serve the demand of shareholders to protect their interest, at the same time to monitor the performance of the managements. 
2.3.4 Audit-The Statutory Requirement
The other main reason to justify the continuous existence of audit is because it is a statutory requirement. This sub-chapter will focus on the legal explanations behind the audit of companies under the provisions of Companies Act. At the same time, this sub-chapter shall also examine some of disreputable audit case laws and evaluate its relevance to the growth and amendments of Companies Acts concerning audit. Most of audits performed in the UK are companies that are regulated by the Companies Act, which is the statutory financial reporting framework for the UK. With reference to Millichamp and Taylor(2008, p.31), they stated that “the Companies Act 2006 has been described as ‘gargantuan’ as it is now said to be the largest piece of legislation ever passed by Parliament, with 1300 sections and 16 schedules”. There may be argument for this to be a tedious creation of an Act of Parliament, however, the statutory requirement serves a two tier purpose which serve to reinforce the importance of audit. Firstly, it sets out the legal rules and regulations which bind the industry and secondly, it sets out the mechanism in which highlights the importance, in terms of the business and trade which affect companies. Secondly, it also includes the relevant financial industry as they fall under the definition of the former, ie: a company. 
The earliest compulsory audits were introduced in the Companies Act of 1900 even though the Companies Act of 1884 has spelt out the importance of audit, albeit impliedly where it relates to the need to appoint an auditor in a company. The former was then realistically concerned itself with the issue relating to the incorporation of companies. According to (Porter, Simon and Hatherly (2008): “the Companies Act 1900 was a prominent milestone in the history of company auditing, it established compulsory audits, the independence of auditors from company managements and a standard form of audit report”. Ever since then, the Companies Act was revised and amended over time in order to meet the challenge of the fast changing business environments and audit requirements. 
At present, the Companies Act 2006 (previously Companies Act includes 1948, 1967, 1976, 1980, 1981, 1985 and 2004) is the Act which governs the audit practice in the UK. This Act is more detailed and has improved and re-enacted all the sections based upon the experience of previous Company Acts which were still in force, it also reflects to the current society’s needs to ensure that audits are conducted properly. With reference to Porter, Simon and Hatherly, (2008), the main statutory provisions governing the audits of companies’ financial statements are contained in the Companies Act 2006…this Act specifies that both private and public companies must appoint an auditor (or auditors) for each financial year, unless the audit exemption provisions apply and the company’s directors reasonably resolve that an auditor not be appointed on the ground that audited financial statements are unlikely to be required”.  In England and Wales generally, it is legally binding in that all company annual accounts for the financial year must be audited by qualified and independent auditors otherwise as stated under Section 475 requirement for audited accounts of the Companies Act 2006, and its relevant subsections contained under the Companies Act provision. This includes any entities which are categorised as small companies under the section 477. In order to qualify as small company there are 3 main criteria need to be fulfilled, with reference to Companies Act 2006, the conditions are:

· The company qualifies as a small company in relation to that year,
· The company turnover in that year is not more than £5.6 million, and

· The company’s balance sheet total for that year is not more than 32.8 million

In addition, under section 482, where it relates to non profit-making companies subject to public sector audit, or Section 480, which relates to dormant company, which refers to a company to which no activity has taken place in the year. For the purposes of this research, the exceptions to the rule under Sections 477 and 480 would not be considered as they are not relevant to the course of this discussion. 
In addition, as part of the statutory legal requirements, the Companies Act 2006  also lay down the criteria as who may be an auditor; who is responsible be appointing and determining the remuneration of auditors; how auditors may resign or be remove; and the statutory duties and rights of auditors. Along with the statutory provisions, the courts, through the common law practice or doctrine of precedent, also have explained the general standards of performances of auditors in relation to their statutory duties. The courts create case (or common) law that expands on statute law by deciding cases that come before them…by hearing cases that have involved auditors, the courts have helped to clarify the standard of work expected of auditors in the performance of their statutory duties.  There were two most notable audit cases law in the late 18th century have been influenced the auditor’s practice during audit, which were London and General Bank [1895] (No. 2) 2 Ch. 673 and Kingston Cotton Mill [1896] (No. 2) ChD, where the courts ruled that the auditor’s role is akin to a watchdog and that they have duties to the shareholders to report of any dishonest act that had caused. 
These two audit case law were used to as a basis to clarify the duties of auditors. With reference to Crosserat and Rodda (2009), they pointed out that: these two major audit cases…helped to establish the fundamental principles of auditing…they make clear that auditing is a professional activity with auditor required to exercise reasonable care and skill. Similarly, Porter, Simon and Hatherly, (2008) explained that: these two cases reinforced the audit objectives of detecting fraud and errors and established the general standard of work expected from auditors. They established that auditors are not expected to ferret out every fraud but they are required to use reasonable skill and care in examining the relevant books and record.  Aside from the two case laws mentioned above, there was other audit cases were made to be used as benchmark to explain the scope of auditor’s duties. 
For instance, the case of London Oil Storage Co Ltd v Seear, Hasluck & Co [1904] 31 Acct. LR93 and Arthur E. Green & Co. v The Central Advance and Discount Corporation Ltd [1920] 63 Acct. LR62. Porter, Simon and Hatherly, (2008) stated that: for the first time, that auditor was required to go beyond the internal books and records of the company for evidence to support his audit opinion. Nonetheless, following these famous audit case laws, there were new audit case laws developed from time to time, along the way, auditor’s duties and responsibilities are defined and revised over time. As one may observe, the tantrums and banters might be directed at the auditing profession could, arguably the justified for the reasons discussed and examined earlier, however and equally, the wider importance and aspects surrounding the industry warrant its continuation. The importance of this profession is too hard to discard, and where there may be issues surrounding these areas, the only mean to address the issue would be to analyse, examine and provide a comprehensive alternative, if any. These, along with other means of reforming the auditing industry will be critically examine in subsequent chapters.

In conclusion and augmenting from the above, the audit service was first introduced to meet the needs of financial market participants and company shareholders, after few decades’ developments in serving the needs of the business society, and its growing importance in the financial market, the audit has become a legal requirement for large and medium size companies. In the 21st century, with the trend of globalisation and advance information technology, companies are able to trade on the global scales which also accompanied with massive expansion of audit services. At the moment, in spite of the great criticism and doubt directed to the audit profession, the audit and assurance service still remain as one of the most important factors contributing to growth, stabilisation of the economy, for the reasons mentioned above. 
2.4 Audit Developments

From the historical perspective, financial markets have displayed a pattern of fraud followed by increased governmental regulation for over 300 years from the South Sea bubble in the 1700s to the stock market crash in 1929, the worldwide stock market crash in 1987, the dot.com, Enron and Arthur Andersen crash in 2001, and the latest financial crisis in year 2007. 
In order to address the audit development, it is important to appreciate how the business activities evolved since the early time. This is because business or trading activities were the main factor which precipitates the formation of accounting and auditing system. With reference to (Hill, 2009, p.16), he stated: “the history of business dates back to prehistoric times. Villages formed to allow early division of labour to provide goods and services for communities. As expertise accumulated in the production of goods, infrastructures were build to link communities, and local markets evolved into regional markets, attracting increase of merchants and manufactures. As regional markets took place, road and transportation system developed to link major commercial centres, and national markets for product emerged”. Having reviewed the need for an audit to be existed in the society, this chapter aim to provide overview of the historical development and evolution of audit, which encompass the US and UK, as well as examine how does the major changes have affected the contemporary audit practice. 
The review of the historical development of auditing is particularly important, given the fact that the current auditing practice have move away from conventional auditing services to a more complex mechanisms, which at present provides a huge range of auditing services. In line with the changes, the auditor’s job scope and responsibility have also increased and become more challenging. The audit industry has now constantly transformed itself to meet the needs of the fast changing business environment. Furthermore, with the intense development of the globalisation which witnessed the adoption of online trading, and other advance business related technologies resulted in the auditing profession becoming even more complicated than ever. Therefore, in order to address and discuss the reforms of the auditing industry in the later chapter, it is vital to critically evaluate and understand the historical perspective of auditing at the first place. By gaining in depth appreciation into the history of audit, this would assist in comprehending the auditing practices in the past to the present. This would also enable one to fully critique and examine the reasoning behind the need for auditors to be truthful, reliable and professional when they conduct an audit. History of audit shall also enable us to learn from the past audit failures and successes, and subsequently understand the best practice in the area.   
2.4.1 Audit Development – From the UK perspectives
In the UK, the earliest emergence of auditor was to serve the British monarchs who recognised the need to use auditor to ensure fair distribution of funds, as well as helping to control assets and expenditures. This has been expanded further by Flesher, Previts and Samson (2005) who explained that: “British monarchs…used auditors to ensure that nobles were contributing their fail shares to military campaigns and that the amounts used on these lethal ventures were properly spent by subordinates”. These practices only started around 1400s when the position of a ‘royal auditor’ was introduced as part of the government portfolio. The position commanded relatively huge range of powers in that he had regulatory power over the government ministers, lay peers and even the members of the royal family (Brewster, 2003). The significance of the former resulted in the grooving prominence within the profession and as acknowledged by Flesher, Previts and Samson (2005), they stated that: beginning around 1600, auditing crossed into the private sector in England with the formation of joint-stock corporations. The importance of the sector could no longer be ignored and as century progressed, it has increasingly affected all the areas of financial services.
Crosserat and Rodda, (2009,p.126), stated that “the auditing as we know it today can be traced back to the development of joint-stock corporations in the United Kingdom during the Industrial Revolution from the early 1800s”. Over the past two centuries, with the invention of new technologies, the rise of private investors and other electronic forms of trading, the business environment has become increasingly turbulent and competitive. The sophisticated business environment has brought unprecedented challenges to the auditing industry. In response, the auditing profession have experienced some major changes and reforms during the early year in order to keep their pace with the expanding needs. With reference to Porter, Simon and Hatherly (2008), they explained that auditing, like all professions, exists to satisfy an identified need of society. It is therefore to be expected that auditing changes as the needs and demands of society change. This comment was reinforced by (Sherer and Turley, 1997,p.199): “the external audit has evolved in line with changes in the auditor’s role, the auditing environment and auditing technology. The role of the auditor has changed over time…and will probably continue to change”. 
In echoing the statements made above, (Flower and Ebbers, 2002, p.45) pointed out that: “initially the principal function of these professionals, who were known as accountants, was to administer the bankruptcy of failed companies. However, it soon became clear that the personal qualities of independence, integrity and competence in financial matters that qualified the professional accountants for the task of winding up a company were also highly relevant for its audit. Thus it became the practice for the shareholders of large companies to appoint professional accountants to audit the accounts prepared by the company’s managers. This statement has further backed up the theory that the existence of auditing profession is to satisfy the needs of society, and it will continues to change as the demands of society change. 
The following literatures reviewed some of major developments which affected the audit environment. According to Porter, Simon and Hatherly (2008), they stated that prior to the industry revolution, auditing had little commercial application…individuals both owned and managed these small businesses and therefore there was no need for business managers to report to the owners…and no need for such reports to be audited. During that period of time, business were operated in small scale, most of business were family business, typically own and run by family members, hence, they did not see the need for audit. To some extent, this is still true today. Under the Companies Act 2006, specifically where the sub-sections relate to ‘Requirements for Audit’, the law provides that companies only over certain size need an audit. Specific information concerning these has been addressed in previous sub-chapters: Audit-The Statutory Requirement. 
Nonetheless, the audit practice started to gain its importance during the Industry Revolution at the late 18th century, where countries witnessed an unprecedented explosion of new ideas and new technological inventions which created an increasingly industrialised and urbanised country, where roads, house, railways and canals were build, large factories and machine-based production were established, numerous private investors emerged seeking for profit. Essentially, the period have also witnessed unprecedented growth of the British economy, and increased number of modern enterprises. This naturally created a demand for the accountancy and audit professions following the booming of the social economy. 
As the accounting and auditing profession grow and expands rapidly, professional associations related to the former were introduced with the aims in improving standards of training, enhancing professional qualities such as competence, integrity and independence. According to the literature, the first ever accounting professional organisation was established in 1853 in Scotland with its first office in Edinburgh. This has since spread to most of the cities such as Glasgow and Aberdeen and by 1951; these societies have merged to form the Institute of Chartered Accountants of Scotland (Flower and Ebbers, 2002). These were followed with the establishment of the Institute of Chartered Accountants of England and Wales, which were founded in 1880, sharing similar aims and objectives with their Scottish counterparts. In addition, the standardisation of the accounting and auditing profession were supported by means of Acts of Parliament. During the time, legislations relating to these areas were enacted in response to the unprecedented social economic development. 
The first ever legislation introduced to regulate the auditing profession were introduced in the middle of 19th century. With reference to Porter, Simon and Hatherly (2008), as a result of these socio-economic development in the UK, the joint stock Companies Act in the late 18th century was enacted in 1844. This Act enabled companies to be formed and officially recognised merely by registration. The 1844 Company Act, amongst other provisions, contained accounting requirements, which require director to present “full and fair” balance sheet to shareholders at annual meeting, whereas, appointed auditors were require reporting to the shareholders whether the balance sheet prepared by the directors met the legal requirements. However, according to (Previts, Waston and Wolnizer, 2010), he stated that the 1844 Company Acts relating the accounting requirements were poorly enforced, as he mentioned that: “…the lack of detail in the 1844 Act about how the balance sheet should be prepared and presented allowed directors to file statements that even contemporary critics regarded as meaningless”. He went on to critique that the appointment of auditors had little and insignificant impact in terms of regulating the profession. The primary reason was attributed to the ‘medieval’ requirement that auditors would only be chosen from the existing shareholders of a company, and therefore resulted in potential conflict of interest as it may be argued that the auditors would, naturally be proximate and may be influenced by the directors as opposed to the general shareholders in that company. However, regardless the usefulness of the Company Acts 1844 in relation to audit requirement, it was regarded as pioneer in recognising the need to examining the balance sheet prepared by company directors.   
It was only until 1856, the right for anyone to set up a limited liability company were introduced which signified the formation of modern companies. In addition, the Company Acts 1856 also repealed the earlier 1844 Act which provided for the statutory provisional compulsory audit for companies. It was of the view that appointing auditors from within the company’s rank served no or if any, little purpose, as this might prejudice the element of auditor’s ability to be impartial in giving the full and fair view of the company’s balance sheet. Instead, the 1856 Act provided that it shall be the company management’s duty and obligation to prepare company’s annual account and balance sheet and report to their shareholders during the annual general meeting. The repercussion of repealing compulsory audit has been criticised and proven as an ill-advised as large numbers of companies failed during that period attribute to lack of proper guidance in law and internal or external control system in place. As Flower and Ebbers (2002) observed, the passing of the 1856 Act which was supposedly introduced in order to improve the accountability within the auditing profession fell far from what the Parliament had originally intended to achieve, where it relates to regulation of financial reporting. This in turn, resulted in ‘lawlessness’ as there was no obligation on companies to issue accounts or to appoint an auditor.  
As a result of these deficiencies, the accountants who perform the audit have the power in deciding the content subject to audit, and the contents of financial statements. In short, those were the periods where the accountants were given the ‘free hands’ to deal with the financial reporting of a company as there were no imposition of any mechanisms to serve as a ‘check and balance’ in the auditing industry. The 1856 Act did not last long, as the Companies Act 1862 was enacted to amend the 1856 provisions which left out the requirement of an auditor to audit and inspect the annual company account. This proved to be the turning point of the UK auditing history. The enacted English Company Act 1862 which consolidated all the previous legislation into one recognised the pertinence of having an audit, and that the fallacy of the 1856 Act should not be repeated, where the accountants were almost at liberty to decide on the area of financial reporting.    
Even with the re-introduction of audit under the 1862 Act, fraudulent activities and operation within the enterprise or companies were of a grave concern as the Act, nor did the predecessor 1844 Act require a compulsory audit involving companies or any corporate organisations. These affected the normal functioning of the financial markets, and consequently, due to the catastrophic failure of companies operation, the UK legislators began to lay down the rules of financial reporting within the Company Law and introduced compulsory audit in the Companies Act of 1900. The re-introduction of compulsory audit is viewed as a ‘cul-de-sac’ for those who advocate for greater control of the profession, and this shall be discussed in the next paragraph. It may however be deduced that the preliminary version of the Company Law concerning financial reporting has little impacts over the accountancy profession. With reference to (Flower and Ebbers, 2002, p.99), where they stated that: “from 1900 onwards, British Company Law began to lay down the rules of financial reporting. At first this had little impact on the profession’s dominant position, as generally the legislators followed the advice of the profession…” In addition, under the auditing provisions of Company Acts 1900, the requirement for the auditors to be a qualified accountant yet to be seen, a member of shareholders was usually appointed as auditor to examine the annual account which was prepared by the company directors, regardless whether the auditors were qualified and competent. 
In considering the impact of reintroducing compulsory audit, Napier pointed out that the main aims of the Companies Act 1900 was to enhance the regulation of the growing number of companies. It is therefore, protection over creditors was less significant in the Company Law. Moreover, the impacts of audit still remain minimal, as Napier observed, auditors did not have to be professional qualified, but a company’s auditor could not also be a director of the company…the act did not contain any provisions relating to the form and content of the balance sheet, or recognition and measurement rules. On the other hand, the Company Acts 1900 had made unprecedented improvement by recognising the need for auditor to be independent of management. In addition, the Act also provides first ever detailed guidance of company auditing as followed:
· The Act provided that neither a director nor an officer of the company could be appointed as auditor

· Auditors were to be given access to all the company’s books and records they required to enable to perform their duties as auditors.

· Auditors were to append a certificate to the foot of the audited balance sheet stating that all of their requirements as auditors had been met.
· In addition, auditors were to report to shareholders on the balance sheet stating whether, in their opinion, it conveyed a ‘true and correct’ view of the state of affairs of the company.

 Source: Brenda Porter, Jon Simon and David Hatherly, 2008  
In relation to the company audit requirement within the Companies Act 1900, it is clear that the company auditing guidance was premature compare to the latest statutory audit requirements. The table below summarised the requirements imposed by each successive Companies Acts of 1990 concerning the field of audit. These premature guidance has form the firm foundation for its later development, and to some extent, it was to be seen as one of the most important development within the auditing industry. This argument was supported by Porter, Simon and Hatherly (2008), where they commented that: “The Companies Act 1900 was a prominent milestone in the history of company auditing. It established compulsory audits, the independence of auditors from company managements and a standard form of audit report”. From these reviews, it is evident the role or the importance of the auditing profession have only been recognised fairly recently, considering previous Acts of Parliament or the earlier periods did not recognise the importance in ‘proper regulation’ of the profession, rather only on a loose level. 
	Table: 2.2 Requirements imposed by the Companies Acts

	Date of Companies Acts
	Main objectives concerning the audit

	1900
	Balance sheet to be present to shareholders

Balance sheet to be audited by an auditor

	1907
	Public companies to file balance sheets with Company Registry

	1928
	Limited specification of the content of the balance sheet

Profit and loss account to be presented to shareholders

Set out specific disclosure requirements concerning asset and investment

	1948
	Requirements for audited balance sheet and profit and loss account

Account must give a ‘true and fair’ view

Auditors must be a qualified professional

	1967
	Qualification for appointment as auditors
Auditors’ report and right of access to books and to attend and be heard at meeting 

	1981
	Distinguished small and medium size companies
Introduced standard formats of balance sheet and profit & loss account

Set out accounting principles and measurement rules

Emphasis ‘true and fair’ view on the financial statements

	1985
	Enforcement of auditors independence, place the responsibility of appointing auditor on shareholders rather than directors

	1989
	Reinforce the auditors independent requirement, restrict the selection of auditors must belong to a recognised supervisory body. Such as: ACCA, ICAEW

	2004
	Strengthening of auditors’ rights to obtain information. Dictate financial reporting review panel the right to obtain information from directors, employees or auditors. Detailed disclosure of audit and non-audit service together with audit fees information


Following the development of compulsory audit introduced in the Companies Act, the post Industry Revolution had seen emergence and increase in the number of professional accountants, auditors and large international accounting firms were established during the time to meet the market demand. However, start from the beginning of the twentieth century, specifically, during the period of 1920s to 1960s, the centre of economic and auditing development started to shift from the UK to its counterpart United States of America. Subsequently, the United States overtook the UK in terms of both its economic and accountancy profession development, as well as become the world’s largest accountancy profession with huge influence over the global financial reporting industry which will be discussed in later. Nonetheless, the UK still remains as a major actor in the financial reporting realm, standing alongside the USA as the leading player in developing and maintaining the quality of the accounting and auditing. 
The incident involving the collapse of the Royal Mail Group in 1931 had far reaching impacts on the UK auditing history. The Royal Mail Steam Packer Company was charged with the criminal offence of fraud because the company had reported favourably on a set of accounts from 1921 to 1928 in which the company had reported profit; in fact it had made a large loss ranging from £95,614 to £779,153, which it had offset by drawing on secret reserve. Prior to this, the auditor had failed in his duty to warn the shareholders of the misleading nature of the Royal Mail Accounts. This resulted in the loss of confidence amongst the members of the public of the accountancy and auditing profession. The mood was described by Porter, Simon and Hatherly (2008), “the general public were scandalised that the auditor had failed to warn the shareholders of the misleading nature of the accounts”.  
The Royal Mail scandal contributed to the dramatic loss of public confidence in the accountancy profession. In the mean time, government intervention on the financial reporting was urged. In response, the UK government established company law amendment committee re-examining the Company Acts in hoping to restore the public’s confidence as well as to enhance the corporate governance such as financial reporting. After almost a decade of waiting, the new financial reporting requirements were made just near the end of the Second World War in 1947. The UK government legislators introduced new Company Act 1948 which require mandatory auditing of the profit and loss account, and the balance sheet. In addition, it also required the auditors must be a qualified professional in order to conduct the audit.   
Since the mandatory auditing of profit and loss account and the balance sheet introduced in 1948, it provided new opportunities and demand for auditors, the auditing practice soon become a well established profession and played an important role in financial market and social economic development. Due to its irreplaceable role contributed to the global economy, auditing have become one of the largest profession in the world, auditor’s duties and right were delineated in statute and case law. Each year, there are thousands of accountants and auditors are qualified annual. In addition, due to the high demand for qualified professionals, this had resulted in the auditing subject becoming one of the popular modules which being taught in the university throughout the UK. Nonetheless, since 1948 to present, there were further notable changes concerning audit objectives, audit standards, and auditing techniques throughout the history mainly took place in the USA and reinforced by the UK. However, before addressing the audit development in the USA, it is imperative to review the reporting standards development in the UK. 
Currently, the independent regulator governing the UK is the Financial Reporting Council (FRC). The main aims of the FRC are to enhance confidence in corporate reporting and governance to encourage investment, also setting high standards for corporate reporting and actuarial practice, as well as monitor and enforce accounting and auditing standards. In addition, “the Financial Reporting Council also oversee the regulatory activities of the actuarial profession and the profession accountancy bodies and operate independent disciplinary arrangements for public interest cases involving accountants and actuaries (FRC, 2011)”. Under the FRC, there are six operating bodies which are appointed by the FRC, each of the bodies have their own functions and objectives. The table below provides a brief overview of the regulatory bodies and their responsibilities. 

	Table: 2.3 Auditing Regulatory Bodies and Their Main Responsibility 

	Members and bodies under the FRC
	Main functions and objectives

	Accounting Standards Board
	Responsible for the issue of financial reporting standards

	Auditing Practices Board
	Responsible for issuing auditing standards and               other guidance relevant to auditors 

	Board of actuarial Standards
	Responsible for setting actuarial technical standards

	Professional Oversight Board
	Provide independent oversight of the audit, accountancy and actuary professions and monitors the audit quality

	Financial Reporting Review Panel
	Review company compliance with the accounting requirements

	Accountancy and Actuarial Discipline Board
	Responsible for operating and administering disciplinary schemes for the accounting and                 actuarial profession

	Source: Cosserat and Rodda, 2009


However, prior to the foundation of the FRC, the auditing standards in the UK have been through profound reform and changes over time. To some extent, many of the changes were made in responds to the historical events which related to the auditing profession. In addition, each of the reforms was arguably served as the best guidance for the auditing practice in each period of time. According to Flower and Ebbers (2002, p.106), they stated that: “the first British standard setting body, the Accounting Standards Steering Committee which was set up in 1970, was an organ of the accountancy profession”. The creation of the Accounting Standards Steering Committee by the ICAEW was aim to develop definitive standards for financial reporting. However, not too long after, it was replace by the Auditing Practice Committee to take over the responsibility of setting the guidance for the audit. The following table 2.6 illustrates the key dates and issues in the development of the UK auditing standards since 1970s to the present. 
	Table: 2.4 Development of auditing standards and standards setting bodies

	Year
	

	1976
	The Auditing Practices Committee (APC) was established to provide guidance on auditing, and definitive statements of auditing standards

	1978
	The APC published a draft auditing standards which were conceived                 as codification of existing best practice

	1980-1989
	The first standards and guidelines were published in April 1980witht he older guidelines still remain in force at that time 

	1990
	The UK government established the Financial Reporting Council to promote good financial reporting  

	1991-2004
	The APC was restructured and replaced as Auditing Practice Board(APB)

	2004
	The Financial Reporting Council become the single independent regulator in  the UK for the accounting and auditing following the major corporate collapses in the USA, subsequently  taken over the responsibility for of setting the UK auditing standards through its subsidiary APB. At the same time , the FRC             also responsible to monitoring and enforcing these auditing standards

	2009
	The International Auditing and Assurance Standards Board(IAASB) updated and reformatted the International Standards of Auditing seeking to improve           the understandability of the ISAs and make them more compatible with              regulatory frameworks

	2012
	Following the 2008 banking crisis, the UK financial reporting system   was heavily criticised. In response, the Auditing Practices Board was restructured and replace by the Audit & Assurance Council, meanwhile, the Codes and Standards Committee was established to advise the FRC on how to maintain an effective framework of UK codes and standards 

	2013
	The FRC published a new standards in March 2013 setting out new reporting requirement for unlisted companies which is applicable in the UK and             Republic of Ireland

	Source: Institute of Chartered Accountant in England and Wales, 2014 


In conclusion, the development of the auditing industry in the UK has largely been driven by both Acts of Parliament and subsequently, the increase number of regulations and compliance mechanisms introduced by various professional bodies specialising in the accounting and auditing sector. While the Acts of Parliament provides a generic legal requirements on the auditing industry, the responsibilities in ensuring best practice among the members in the accounting and auditing profession falls to the specific bodies such as FRC and APC, as they continuously set the standard which is considered to be of best practice for the sector. Having analysed the auditing development in the UK, the next sub-chapter shall critically evaluate the position in the United States.
2.4.2 Audit Development – From the US perspectives
The audit development in the US is hugely characterised by large degree of similarity between the UK and US. The modern auditing in the US was attributed to the emergence of vast number of industrial organisations which also can be related to the Industry Revolution. According to Chandler (1977, p.286), stated that: “The Industry Revolution and the resulting explosion in growth of business activity led to widespread adoption of auditing methods. The railroads, in their efforts to report and control costs, production, and operating ratios, were major catalysts in the development of the accounting profession within the United States”.  
Nonetheless, it was argued that the auditing in the US has been used by the state government long before the private auditing established. As Flesher, Previts and Samson (2005) cited Brewster’s work in their journal article (Auditing in the United States: A Historical Perspective), he mentioned that, “long before the private sector accounting developed, the United States had fully working governmental accounting system at federal and state levels, complete with auditors and comptrollers, to account for financial resources of government and to prevent fraud and illegal activities by public officers and employees”.  This above statement about the origins and early accounting activities in the governmental sector was reinforced by Chatfield and Vangermeersch (1996), where they stated that in establishing the new government, the need for an audit function was recognised. The first Congress approved an Act that included a provision for the appointment of an auditor. The auditor’s job was to receive public accounts, examine them, and certify the balance. It may therefore be argued that the observation demonstrated similarities with the UK, in that there shall be an auditor who occupied a government portfolio and had power over the ministers or the members of the British royal family.  
The analysis involving the audit development in the US shall commence during the period pre and post 1929 Wall Street crash, the reforms undertaken since that period as well as the latest Sarbanes Oxley Act. The latter shall be discussed later on.    
A. Passage of Securities and Exchange Acts of 1933 and 1934
As mentioned previously, the centre of economic and audit development swing from UK to the US from the 1900s. During that period of time, the primary objectives of carrying out audit for an organisation were to obtain accurate financial conditions information and earnings of that organisation. The other main objectives were to detect fraud and error of financial statements. According to Sterna’s journal article- Defending Third Party Audit Claims 2013, he identified that: “auditors in the early 1900’s were primarily used to submit a certified balance sheet to banks to obtain credit. Bankers were no longer loaning money based on good character, but now focused on the definite knowledge of the financial affairs of the borrower”. 
Since the financial institutions are only willing to lend money based on a company’s financial condition, it has inevitably precipitated the demand of audit, at the same time also prompted an expansion in the use of auditing mechanism, and subsequently, resulted in the accounting community focused on improving of accounting practices and standards. In 1906 for instance, the Interest Commence Act prescribed a uniform annual report should be submitted to the Commission and also identified what accounts should be kept. However, although the society had paid attention for the need of audit, the audit was still remain voluntary for organisation and it was not under the government regulated industries prior to the Securities Exchange Act 1933 and 1934. The auditing only became an obligatory process after the stock market crash in 1929. This has been evidenced by previous research results. According to Roberts (2007), states that: “A survey of the 83 largest companies in 1933 found 87 percent did have audits and those that did not were often under governmental supervision…” 
It was not until after 1929 when the demand and pressures on the accounting profession to set up uniform accounting standards began to surface after the US had suffered from the greatest economic crisis due to the stock market crash. The latter were attributed to insufficient and misleading financial information, which subsequently resulted in investors to invest in the stock market as everyone were expecting the stock prices to keep on rising. Such concerns were mentioned by Flower and Ebbers (2002, p.117), “in the years before the crash, many major corporations had issued misleading accounts in which both assets and profits had been significantly overstated.” Due to the over exuberance and false expectations, some investors borrowed large amount of money to buy shares, whereas firms also took more loans from banks for their expansion, this irrational exuberance left investors literally exposed to the high risk when the market confidence and share prices fell, subsequently, caused the stock market to collapse. 
During the aftermath of the 1929 market crash, the government was keen to avoid the re-occurrence of events and this led to an understanding and appreciation involving the importance of audit, in particular by the investors and New York Stock Exchange (NYSE). Following these, the roles of auditors have evolved. The US government also realised that the accountancy profession and financial reporting was too important to be left to the accountants. Hence, the US government started to take action to regulate the audits and audit standards in order to keep businesses and publicly traded securities to stay uniform and truthful with respect to their financial condition. As a result, the government introduce the 1933 Securities Act and the 1934 Securities Exchange Act which aimed to restore investor’s confidence and regulated the stock market. These new laws were passed by US Congress in response to the vast sums lost by investors in the stock market crash and the subsequent financial depression. With reference to (Sterna, 2013), he stated that: “the Securities Act of 1933 and the Securities Exchange Act of 1934 established requirement for SEC member companies to produce audited financial statements to provide assurance to investors as to the accuracy of those financial statements”. 
Specifically, the main contribution of Securities Exchange Act 1934 to the business world was the creation of the Securities Exchange Commission (hereinafter known as SEC). In responding to the disastrous of stock market crash, the US Congress gave the SEC both the power and responsibility for setting accounting and reporting standards for companies whose securities are publicly trade, as well as auditor oversight functions. With reference to (Chatfield, 1996): “the SEC was required to enforce the mandate that public trade U.S companies submit various periodic reports to the agency in a timely fashion. To assist the SEC with ensuring that these reports were created in accordance with general accepted accounting principle (GAAP), public accounting firms were eventually required to provide certain assurance about the information”.  In addition to the SEC, the government appointed standards setting body, the NYSE also played an important role in influencing the standards making for those listed companies. Sterna (2013) stated that the new standards demanded that all corporations applying for a security listing had to include a financial statement report issued yearly…the annual report must be audited by an independent public accountant and accompanied by certification that the accounts that are in good standing order. 
Ironically, although the US Congress passed the 1933 Securities Act and the 1934 Securities Exchange Act which are aimed in restoring investor’s confidence and to regulate the stock market, however, the results were not very convincing. According to the (AICPA) American Institute of Certified Public Accountant’s White Paper-Evolution of Auditing 2012, “…many of the audit practices existing during the period that immediately followed were not conducted independently and, instead, simply relied upon information from management personnel…furthermore, audit task such as physical inspection of inventories and confirmation of receivables were optional until fraudulent activities were uncovered at Mckesson & Robbins in 1939”. 
Sterna (2013) further explained “the Mckesson and Robbins scandal case of 1939 involved the head of the Drug Company who had stolen millions of dollars by carrying fictitious inventories on the books”. Ironically, the company received a clean audit report from its auditors Price Waterhouse. After investigating the case, the SEC had confirmed that the Price Waterhouse did follow the mandatory standards. As a result, According to (AICPA, 2012), “the American Institute of Certified Public Accountants (AICPA)issued Statement on Auditing Procedures(SAP) No. 1 in October 1929 and it required that auditors inspect inventories and confirm receivables”. The repercussion of Mckesson and  Robbins scandal have shifted the responsibility of fraud detection from auditors to the management, meanwhile, auditors’ responsibilities was to audit the business entity by itself rather than rely on the information from the management, as well as to determine the fairness of the financial statements.  
B: Passage of Sarbanes-Oxley Act (SOX) 2000s 
Having considered the stock market crash incident in 1929 and its aftermath response relating to the financial reporting mechanism and regulations, the period leading to, and post Second World War witnessed a relatively quiet period in terms of the accounting profession. Until the late 1990s however, another major development that had far reaching impact in the US auditing history undoubtedly involved the Enron and Arthur Anderson scandal. The Enron Corporation was one of the fastest growing companies in the US history, in the matter of decade’s time, Enron expanded itself rapidly and became the seventh largest company in the US with 21,000 staffs in more than 40 countries during its peak time. However, in 2001, after the scandal was unfolded, it was later discovered by the SEC that Enron has a closer relationship with its auditors and deliberately manipulated it financial position by creating non-existed companies, subsidiaries and fraudulent transactions between companies to cover its debts and losses. 
The relationship proved to be fatal, as the auditor in question, Arthur Andersen not only earned huge amount of earnings as a consultant, but the fact they were also heavily involved in manipulating Enron’s financial record in the latter’s favour, culminating with fraudulent acts of deliberate ‘shredding of audit documents’ (Tackett, Wolf and Claypool, 2004) which would have otherwise expose the true state of accounts were highly critical. When Enron subsequently collapsed, the investigation trail to its auditors, and upon in depth investigation, it was discovered both Enron and Arthur Anderson had collaborated in a cynical and highly complex act of deceit.  As result, Arthur Anderson was wound up following the revelation of the scandal. To make thing worse, not too long after the demised of Arthur Anderson and Enron, another notorious apparent audit failure was emerged in 2002. The WorldCom case which involved the company adopted fake accounting entries and intentionally inflated its assets by as much as $11 billion. Consequently, when this fraudulent activity was uncovered by its internal auditing department, the company was soon filed for bankruptcy and resulted in losses of 30,000 jobs and near $180 billion from its investors. These revelations brought huge blow to the accounting and auditing profession. 
Ever since the creation of SEC in 1933 to 1934, the US governments once again under the pressure to take measures to intervene the business market and accounting profession, according to Tackett, Wolf and Claypool (2004), Lawmakers believe that the accounting profession has failed to regulate itself in a manner that promotes confidence in the published financial statements of public corporation. These high profile audit failure have placed the audit profession once again under tremendous scrutiny by the market and SEC since 1930s. The role of independent auditors were severely doubted by stakeholders for giving a clean bill of health and their failures in issuing ‘going concern’ to organisations which subsequently collapsed in a short period of time. A study conducted (barlaup, Dronen and Stuart, 2009) stated that: “audit failures have led stakeholders to question the importance of the audit process. Stakeholders doubted the independence of external auditors when management fraud occurs, and also questioned whether the auditors improve the value of financial information to the public”.  Criticisms about the external auditor’s contributions to the public and the significance of auditor’s role have clearly demonstrated the inability of accounting and auditing profession to self regulate.   
In response to the unprecedented Corporate scandal and demised of large accounting firm at the beginning of new century, in the year 2002, just few weeks after the World.Com scandal, the US Congress passed the Sarbanes Oxley Act (hereinafter known as SOX) and introduced dramatic changes to the regulation of the US Corporate Governance and financial audit services in order to restore the public and investors’ confidence in the US company and auditing firms. According to (AICPA, 2012), it was mentioned that: “passage of the SOX in 2002 imposed sweeping changes on publicly traded companies and the accounting profession. SOX established that assurance about internal control practices and operations as well as financial reporting quality were the responsibility of both management and auditors…SOX caused the accounting discipline to devote more attention to addressing fraud during the course of an audit”. 
The passage of the SOX can be seen as a direct consequence of the demised of the Enron, Arthur Anderson and World.Com. These audit failure cases shared some common similarities, which were described as lack of independence, auditors engaged in fraudulent activities and management manipulating of the accounting methods. In order to reduce the likelihood of reoccurrence of audit failures, the SOX Acts was particularly designed to enhance the quality of auditor’s work. Among the changes of the rules within the SOX, there were some requirements concerning auditors independence have radically change the way Certified Public Accounting firms doing business and the relationship with their clients, as well as the way the auditors conduct audit. The table below summarise the issues which was prohibited by the SOX Act: 
	Table 2.5: New rules imposed by the SOX Act 2002

	1
	Audit firm should not audit the account which has been prepared by themselves

	2
	Prohibition of work relating to the audit client’s information system, unless the work is unrelated to the audit procedures

	3
	Prohibition of any appraisal or valuation services provide by the audit firm                 unless it can be shown that the results of the works will not be subject to audit procedures

	4
	The audit firm should not provide any actuarial service which is relevant to the determination of nay amounts to be included in the financial statements

	5
	The banning of internal audit services provided by the audit firm that relate to              the client’s internal accounting control, financial controls or financial statement unless the work will not be the subject of audit procedure

	6
	Members of the audit firm should not act temporarily or permanently as a         director or employee of an audit client. The accounting firm should not provide certain specified services relating to recruitment of senior personnel for the               audit client

	7
	The audit firm should not act as broker, dealer, investment adviser or                  investment banker for the client because it might result in them being perceived    as acting in an advocacy role for the client

	8
	The audit firm should not provide legal service to the audit client where the service can only be provided by someone qualified to practice law

	9
	The audit firm should not provide an expert opinion on matters such as                 litigation or regulatory proceeding or investigation for an audit client because it might be perceived as acting as an advocate for the client.

	Source: Iain Gray and Stuart Manson-The Audit Process (2011)


Arguably, this Acts which came into force in July 2002 was considered to be the most effective regulations covered upon the auditing profession since 1930s. Specifically, one of the main contributions of the SOX was the creation of the Public Company Accounting Oversight Board (PCAOB) who has the power to establish or change any of the standards, procedures and rules used to audit publicly traded companies. The aim of the PCABO is to restore the investors and the public’s confidence in the independent audit of public companies. In addition, according to Tackett, Wolf and Claypool (2004), they identified that the PCAOB will conduct annual inspections of CPA firms for quality review purposes, and it is empowered to impose disciplinary and remedial action against CPA firms for violations of board rules or any professional standards that apply to auditing. However, with regard to PCAOB’s overall power over audit profession, some critics argue that by creating more rules and auditing standards would do more harm than good, and might not be able to make any meaningful reduction in the likelihood of audit failure. 
Apart from the creation of the PCAOB, there were some other key provisions that imposed sweeping changes on the auditing profession involved the mandatory use of audit committee for a company. In the past, before the US Congress passed the SOX Act, only listed companies on the New York Stock Exchange were required to have audit committee. Under the SOX provision, it requires every company must have an audit committee, and this audit committee must approve all audit and non-audit service. It also required the audit committee to receive all new accounting and auditing information from the auditor. Additionally, the SOX also require the audit committee to serve independently as the official line of communication between the auditor and the client company. Tackett, Wolf and Claypool (2004) stated that: “The SOX requirement that all SEC filers employ audit committee represents a significant change in the auditing environment of corporate America”.   
The other significant change imposed by the SOX regards to the restriction on non-audit services such as consulting in the area of bookkeeping, financial information system, valuation services and other work subject to audit procedure which thought to be the reasons impaired the auditor’s independence. This move was considered as game changing of the CPA firms doing business. This is because, prior the SOX, the non-audit service contributed large amount of CPA firms’ revenue. In some cases, the non-audit fees were much greater that the audit fees earned from a client company. For instance: among the Enron and Arthur Anderson case, the SEC investigation revealed that on top of $25million being paid to Arthur Anderson as audit fees, Enron paid another $27 million to Anderson as consulting fees. Therefore, the lawmakers believed that by carrying out the non-audit service will result in the conflict of interest. Hence, imposed restriction on the amount of non-audit work is necessary. 
In summary, this chapter has provided a general review of the audit developments from UK and US perspectives respectively. The history have shown that the auditing practice has evolved itself from merely checking books and accounting records to a modern sophisticated professional role of detecting fraud, errors, providing confidence, enhance the credibility of the financial information and other assurance services. These developments of audit practice and changed of audit objectives have demonstrated the shift of financial market’s expectation, particularly, in terms of auditor’s role and scope of services. In addition, with the financial markets become increasingly sophisticate, and other contributing factors such as increasingly use of advance technologies in the business transaction, the conventional role of audit services are no longer able to meet the market demand. The auditing profession, as one of the core elements to maintain the public confidence in financial market and stability of the economy, it is therefore need to be changed as the needs and demands of society changed.    
2.5 Contemporary Issues of the Audit Industry

2.5.1 Introduction

The earlier review has considered the historical aspects of audit, which includes various definitions and interpretations given by different authors. It has also analysed the justification for establishing auditing practice as means of cultivating good ethical practice, more so where it relates to the business and commercial sense. Historical perspective has hinted a sense of the need for regulation of various industries as companies flourished, resulting in ever increasing trade, which has now spread beyond a country and region. As per the earlier literatures, audit has proven its utmost prominence in regulating, in a sense, the behaviour and the way in which the global trade should work. 
The ever increasing modernisation of the world signifies the need for the auditing practice to be relevant in keeping up in line with the current situation. In particular, the advancement of information technology has a significant impact on auditing practice over recent decades. With reference to (Soltani, 2007, p.389), “advances in IT have fundamentally altered the traditional methods of handing accounting and auditing data”…She also further commented that the use of computers is changing the techniques of accumulating, manipulating and disseminating accounting data…technological developments are changing business and financial reporting, as well as auditing. Since the 1980s and with advent increase in technological advancement, that assisted in spearheading business and commercial transactions into the new era, auditing has however, fell behind and consequently, the relevance of the auditing practice has come into question. As insinuated later, this resulted in a gap between the actual role of an audit and the loophole left as a result of stagnated development of the audit practice. Inevitably, audit can therefore be treated as being out of touch with its norm, and oblivious to the new and never before seen the then emerging threats which would ultimately led to the failures of the auditing industry. These signify the importance for audit to develop in tangent with the current business and commercial practices in order to reduce, if not, prevent risks and abuses arising from potential corruption caused by weak or outdated auditing practices. 
The next area of review will commence by evaluating and analysing the present issues which affects the auditing industry in general. This shall then be followed with specific emphasis on the issue of market concentration concerning the Big 4 auditing firms, followed with the current reviews concerning the debates in reforming the auditing industry. The importance of these are essential, given these areas will subsequently be useful in terms of addressing the research aims and questions as highlighted in Chapter 1. 
2.5.2 Reoccurrence of the Audit Failures

In the financial markets, confidence in the reliability of financial information is essential to the functioning of the markets, according to ACCA (Kaplan Publishing). Decision makers require reliable information in order to make decisions within the market. Any false or fictitious information might help organisations to obtain short term benefits, it would however be penalised by the market in the long run (Enron being an example amongst others). For the past decade, the wave of financial scandals caused by corporate malfeasance and fraudulent financial activities at the beginning of 21st century had eroded public trust and investors’ confidence in the financial reports and audit/assurance services. Most notably, in November 2001, the collapse of Enron, followed by the shutting down of Arthur Andersen and the World.com scandal provided evidence of systematic failure of governance, regulatory framework and financial reporting. According to (Jackling, Cooper, Leung and Dellaportas, 2007), Arthur Andersen, one of the “Big 5” accounting firms, due to its accounting scandal, has led to a loss of 85,000 jobs worldwide and the loss of public trust in the accounting profession. The ramification of these had a far reaching effect, in that the auditing sector or industry as a whole was brought into disrepute. 
Since the corporate and audit scandals unearthed in 2001, the auditing has become headline news covered most of newspapers and television channel. Echoing one of most recent study conducted by Gray and Manson (2011, p.2) stated that: “even the President of the United States mentioned auditing in his State of The Union Address in 2002”. In the past, there have been some audit scandals cases involve large corporations, such as Maxwell in 1991and Polly Peck in 1990 in the UK and Ultramares Corporation vs. Touche 1932 in the US. However, the Enron scandal has been an unprecedentedly case which resulted in the closure of Arthur Anderson. This incident has triggered unprecedented government intervention, subsequently established changes, reforms and new regulations over the accounting and auditing industry as a whole. 
Unfortunately, not too long after the demised of Arthur Anderson attributed to auditing crisis, the 2008 financial crisis coupled with auditors failure to exercise due diligence in issuing clean opinions on the fraudulent statements to major banks have once again eroded the public confidence and trust in the financial reporting, as well as the value of the auditing profession in general. According to Investment Management Association’s memorandum during the banking and financial crisis, they accused auditors of following accounting standards in “overly mechanistic way without applying sufficient professional judgement” and auditors had signed off where “large liabilities held in off balance sheet vehicles were not disclosed ... where sophisticated agreements that linked the institutions to the off balance sheet vehicles, or that made it possible for counterparties to trade protection instruments had not been properly interpreted ...”. Additionally, the other factors that cause the audit failure involved the auditor’s fail to maintain their independence. This could potentially be fatalistic, considering the nature of its profession lies with the ability to be impartial. 
Auditor’s independence therefore, is one of the core issues inherent in the auditing industry. The existing auditing literatures have indicated that most of the audit failures and audit scandals throughout the history were attributed; primarily caused, be it direct or indirect, with the issue concerning conflict of interest. Conflict of interest occurs where a party performs an action, or acts on behalf of another company, knowing the fact his or her action could potentially compromise the company as a result of the interest he or she has with another competitor. In this case, a conflict may also occur where the party acted for the interest of two parties, for which the transaction is supposed to be independent of one another. This subsequently led to audit failure and suffice to mention, there are clear evidence surrounding these areas of literature. 
Some researchers also argued that current audit practice failed to meet the demand of the modern society.  The existing auditor’s appointment typically involves a direct relationship between the auditors and the auditees, where auditors are directly appointed and paid by the client companies that needs audit. This practice has inevitably made auditors dependent upon companies for their income. This issue has been echoed by (Wealleans, 2000, p.10) in his book-The Quality Audit, where he stated that: “…we ought to acknowledge here that even third party auditors are not truly independent. After all, they are paid for what they do by the organisation that they audit and they wish to continue being paid…inevitably, introduce some elements of commercial pressure”.  In addition, there has been long concerning issue about the conflict of interest regarding to auditors constantly providing non audit service to the company they audit, in which jeopardise the independence by auditing their own work. Non audit fees is lucrative, and in most case, the non audit services have generated more income than the financial audit activities, and many accounting firms have seek the opportunity to gain their income, resulting in the auditor’s independence, seriously impaired. As Sikka (2008) explained that auditors continue to act as advisers to the companies that they audit. They are hired and remunerated by the very organisations that they are supposed to be auditing. The auditor’s dependence for fees on corporate barons makes it impossible for them to be independent.     
Many prominent literatures have also criticised the conventional audit approach, as failing to achieve its objectives; which include the need to provide assurance to the shareholders where it relates to the independence of the industry, to prevent and detecting fraud, as well as to predict operation risk in the future.  According to Sikka (2008), ‘... the basic audit model is deeply flawed. It can be characterised as a process under which one set of capitalist entrepreneurs (accountancy firms) are expected to regulate another (companies and their directors)’. In addition, he also argues that ‘the contemporary auditing model makes auditors dependent on companies and their directors for fees and profits. As a result, auditors may become too subservient to directors and even “bend the rules” to accommodate directors’. Due to the regulatory oversight, coupled with the lack of legal enforcement and development on the area as well as over concentration in the auditing market, large companies have been taking advantage and bypassing the conventional rules of auditing practice which subsequently contributed to the deterioration of the auditing industry. 
For instance, it is, if not, common practice for the large companies or some public companies to retain the services of their auditors for decades. In terms of public relations, this can be seen as boasting and preserving the relationship between the company and the auditors, on the contrary however, these relationships can be viewed as being unhealthy, not least where it relates to the auditing industry. As echoed by (Jones 2012), big companies can struggle to remember hiring their auditors. One in ten FTSE 100 businesses cannot recall how long ago they got hitched…this is just one of the striking things that the regulator has discovered in its year-long investigation of the audit market in the UK. Furthermore, the UK parliament reports which relates to the audit market concentration revealed that: “A FTSE 100 auditors remains in place for about 48 years on average; for the FTSE 250 the average is 36 years. Nearly all the companies have Big Four auditors”. 
Following the discussions above, the aftermath of the 2008 financial crisis has not only revealed the fallacy and the vulnerability of the financial industry; but the former has also raised the question about the role of audit before and during the crisis. As a result, the UK Competition Commission was called to investigate the issue of market dominance or concentration by large accounting firms, and the reasons for, mainly big companies in retaining the services of specific auditors for considerable period of timeframe. It has therefore established that long term partnership has helped the company managements and auditors, which the role was supposed to independent, to build a close personal relationship. 
The repercussion of this had unfortunately resulted in the creation of conflict of interest, when it translates into the actual job scope of an auditor. With this proximate working relationship between the company and the auditors, the auditors were alleged of carrying out perfunctory audit work for the sake of to satisfy the management’s requirements. This is unavoidable, as the auditors would have been ‘showered’ with affections and gifts from the large companies, with large resources at their disposal. As means of illustrations, Sikka (2008) argues that: auditing firms have shown increasing willingness to violate laws, regulations and assist their clients to publish flattering financial statement.  (Mautz and Sharaf, 1961, p.53) indicated that: “over a long association with a client, the auditor may become less challenged and less likely to use innovative audit procedures, or may fail to maintain an attitude of professional scepticism”. The lack of professional scepticism can be seen as non-independent, as the auditors would likely to agree with the management without potentially going through the documents on its entirety.  
While the issue concerning auditor’s independence and their role in non-audit services are amongst the main factors contributed to the auditing crisis; there is also another outstanding issue which merits discussions as well. The ever increasing concern involving “audit expectation gap” has created serious concern to the UK accounting profession. The terminology of expectation gap in the auditing industry refers to the discrepancy of expectations from the stakeholder to auditors. In other words, the audit expectation gap is the difference between what the public users perceive the role of an audit to be and the auditor’s perception of the audit to be. According to Tsamenyi and Uddin (2009), The term of expectation gap was first applied to the auditing industry by Liggil (1974) who defined the expectation gap as “the difference between the levels of expected performances as envisioned by the independent accountant and by the user of financial statements” Furthermore, Rezaee and Riley (2009, p.230) define expectation gap as “the differences between what the public viewed auditors’ responsibilities to be and what auditors were willing to assume as responsibility in accordance with their professional standards.” 

During the recent years, there are concerns in relation to the auditing firms and the public in that they hold the different beliefs about the auditor’s duty, responsibilities and the messages conveyed in the audit reports. As lay members of the public do not necessarily possess adequate knowledge on auditing practices, they failed to appreciate the core and main objective of audit is to provide reasonable assurance upon the financial statement and to examine whether annual accounts show a “true and fair” view of the company’s financial activity and position. Instead, many of public users simply expect auditors to detect every fraud and mistake of the financial statement prepared by the management. Therefore, it could be considered in unequivocal terms that public users’ wrong perceptions are one of the contributor, if not, major contributor to the legal liability and confidence crisis facing by the accounting profession. 

In conclusion, this sub-chapter has highlighted various existing issues which are relatively prominent within the auditing industry. While there are clear justifications for maintaining audit practices as mentioned in earlier sub-chapters, the feasibility and relevance of the auditing sector has often raised question marks due to the defects within the actual industry itself. Issues such as limited competition, independence of the auditors as well as expectation gaps between of what is expected from the members of public and the actual delivery of the audit services continue to plague the actual auditing practices. In reflecting from various literatures and reviews, specifically, the auditing crisis in the last two decades, there were common factors which contributed to the audit failure. The Enron story and 2008 financial crisis exhibited one of the catastrophic stories involving the failure of auditors to maintain their independence, and inevitably lead to lower audit quality and subsequently, audit failure. 
At this juncture, one may be prompted to question the actual root cause of audit failures. It could be suggested that high degree of market concentration and extreme lack of competition have resulted in adverse impact on the audit quality and normal functioning of audit objectives. Arguably, this in itself the sole factor which then triggered the other issues such as auditor’s independence and widening expectation gaps between the industry output and the ones of stakeholders. In line with the research aims and objectives which aim to explore methods to improve the confidence in the auditing industry, the research will only provide a critical review involving the root cause of audit deficiencies – the topic concerning the level of high concentration in the audit market.
2.5.3 High Concentration in the Audit Market – The specifics 

As highlighted in the earlier sub-chapter, the issues involving market concentration, independence of auditors and expectation gaps have been identified as areas which contributed to the discussions of audit failure. Having mentioned these however, it is arguable that the issue relating to concentration of the audit market is the most fundamental reason for bringing the auditing industry into disrepute. The Financial Reporting Council, within its report ‘Audit Policy: Lessons from the Crisis’, has vehemently suggested the issue of concentration as the main reason which could potentially cause the collapse of the entire financial system. Essentially, the market for the audits of the largest companies in the UK at present witnessed the Big 4 auditing 99% of the FTSE 100 and 95% of the FTSE 250 companies. In this case, it relates to the creation of a systemic risk to the audit market. The stifling of competition would have certainly caused greater amount of interdependencies, which is unhealthy to the market in general. 

While the author is not suggesting the topic relating to independence of auditors or expectation gaps as irrelevant or less important, but from a broader spectrum, these issues are the direct result of the long term domination of the Big 4 accounting firms in providing auditing services to the company. It is due to the small market concentration available for the companies which eventually resulted or exacerbated in the emergence of the issues relating to auditor’s independence and the eventual failure in meeting stakeholder’s expectations. For the purposes of this research therefore, the primary focus of the literature and reviews will concentrate on this area of concentration of audit market. 
In a free market, the notion of competition has been one of important creation to meet the demand of consumers. In fact, allowing free but fair competition between companies or service providers would procure benefit to the consumers by large. In the UK, the Competition Commission constantly measure the competitiveness across all industries. A healthy competition environment would help consumer to benefit from low product / service price, better quality and more choice. With reference to the European Commission (2012): “competition puts businesses under constant pressure to offer the best possible range of goods at the best possible prices…competition policy is about applying rules to make sure business and companies compete fairly with each other. This encourages enterprise and efficiency, creates a wider choice for consumers and helps reduce price and improve quality”. However, unlike manufacturing, food, education and other industry provide products or services to the public, the auditing industry provide independent assurance and reports based on their examination and investigation to all interest parties who have the financial interest on the company, and the reliability and credibility of that particular assurance could affect the normal functioning of the economy. In this respect, there is a substantial similarity when it translates into the overall aims of encouraging competition. It is therefore vital to ensure the industry is competitive itself to deliver high quality of services. 
Unfortunately, the auditing industry has, throughout the years experienced a totally different scenario when it comes to competition. For example, an earlier study conducted by Flower and Ebbers (2002) pointed out that: “over twentieth century there was significant merger activity among accountancy firms which resulted in the large firms becoming ever larger…the market for public accountancy services was dominated by just five firms”. The table below exhibited the significant market presence of ‘The Big Five’ over twentieth and beginning of twenty first century.
	Table 2.6: Market Presence of ‘The Big Five’ during 20th and beginning of 21st century

	
	National origin of main component firms
	Number of employees worldwide
	Annual                   fee income($mn)

	Arthur Anderson
	USA
	82000
	  8400

	PricewaterhouseCooper
	USA and UK
	52000
	21500

	Ernst & Young
	USA and UK
	63000
	  9200

	KPMG
	USA, UK, Netherlands, Germany
	66000
	13500

	Deloitte Touche 
	USA, UK, Japan
	58000
	11200

	Source: Cited from John Flower with Gabi Ebbers(2002)-Global Financial Reporting


Since the demised of Arthur Anderson, which used to be one of the biggest auditing firms alongside the Big 4 in the beginning of the 21st century, the auditing industry become stagnant and even less competitive. The remaining Big 4 accounting firms, namely, PWC, Ernst & Young, Deloitte and KPMG have taken over Arthur Anderson’s market shares and continue their journey of market expansion via merge & acquisition. In addition, As part of company’s growth strategies, the Big 4 accounting firms seek the opportunities to merge with second tier or smaller firms in order to keep up with the increasing workload as more and more companies started to list on the share market, and lawmakers demanded stringent reports. With reference to one of the latest UK parliamentary reports in 2013, it reveals that: “the Big Four continue to strengthen their position by using their financial muscle to acquire significant parts of the home and international networks of next-tier firms. There have been several notable acquisitions in recent years in, for example, France and Brazil. These takeovers limit the scope for competitors to develop international networks. 
This great scale of acquisition by big accounting firms has created anti-competitive practice within the auditing industry. By the 1970s, there were eight public accounting firms existed in the market dealing with accounting and financial reporting services for those listed companies. This numbers has been reduced to six by 1989. In year 2002, after the demised of the Arthur Anderson, the large accounting firms have been further reduced to just four. These remaining four accounting firms dominated the world’s financial market, and created an ‘oligopoly’ situation. This issue has also drawn European Commission’s attention in the most recent debate over audit reform, where it states that: “the Commission notes that the past two decades have seen the consolidation of large firms into even larger firms. After the demise of Arthur Anderson there are now a handful of such large, global firms, with an even lower number of firms being able to perform audits of large, complex institutions”. This statement has raised a worrying phenomenon of the audit market being unhealthy in the way of its operation in that there are not many options within the market.   
The over domination of these auditing firms have effectively stifled any opportunities for the smaller and medium size auditing firms to operate, hence diminishing any means of competitions. These big four have been heavily accused of their incompetency, unprofessionalism and profit orientated, which routinely failed to deliver meaningful audit to its users. This unhealthy dominance and uncompetitive culture has placed the audit industry on the edge of monopoly. In order to find a way to increase competition, the European Union has been studying this issue for years. According to one of the recent studies commissioned by European Union suggested a relaxation of ownership rules so that entry into large audit markets is made possible…the European Union has also considered lowering auditor’s liabilities as a means of opening up the audit markets and reducing concentration. In addition, the FRC has also attempted to find a solution to reduce the market concentration. In 2007, the FRC created the market Participant’s Group, and issued 15 recommendations aimed at reducing risks and improves competition in the auditing sector. On the contrary, the efforts by the FRC were unsuccessful due to the lack of enforcement and commitment by different parties. Essentially, the issue of practicality has to be taken into consideration as well. Despite various reviews which have undermined the Big 4, major firms and companies are not overly bothered with the industry’s predicament. It has proven that many recommendations have palpably failed to achieve its objectives to increase the competition within the market. 
The financial crisis which followed in 2008 perhaps proved to be a turning point. The aftermath of the financial crisis resulted in the European Commission proposing dramatic changes in the auditing field. The overriding aims of the proposal are to increase the confidence of the investors in the market, and the proposal included stringent plans to repair the auditing industry. One of the proposals included the Commission’s commitment: “to reduce concentration in the market for audit, with new requirements imposed for audit tendering and auditor appointment (KPMG, 2011)”. However, after intensive lobbying and strong resistance by the major accounting firms and audit committees, the European Commission has reluctantly softened its original proposals, and the final result was disappointing and vicious to those medium sizes accounting firms. Many claimed the so called reforms are pointless. In fact, there is increasing evidence that the level of audit market concentration is as great as ever. 
Echoing the point made in the introduction of this sub-chapter, one of the most recent statistics have shown that the big four accountancy firm audit 90% of the UK’s stock market listed big companies. More importantly, the most recent parliamentary report also revealed that: “A FTSE 100 auditor remains in place for about 48 years on average; for the FTSE 250 the average is 36 years; nearly all these companies have big four auditors”(House of Lord, 2011). The assertions made under the Report were confirmed by  (Sikka, 2013), where he remarked that “the auditing market is dominated by just four accounting firms - PricewaterhouseCoopers, KPMG, Deloitte and Ernst & Young - who collectively audit more than 95% of the FTSE 350 companies”. Additionally, a recent study conduct by the European Group of International Accounting Networks and Associations (EGIAN, 2012) has also identified market concentration as one of the fundamental problems with the operation of the current audit market. The statement commented, ‘Problems include (amongst others) ... excessively high degrees of concentration amongst the dominant firms in the public interest entities audit market in nearly all Member States’. 
The above reviews demonstrated the core issue of contemporary audit market being uncompetitive and overly dominant by the big four accountancy firms. These profound high degree concentrations of auditing practices were marked as unhealthy, counter-productive, and risky in terms of meeting the needs of the companies’ shareholders, public interest entities and economy as a whole. This was echoed by House of Lord, 2011 report, where it cited the Chairman of Fair Trading Philip Collins’ comments that: “there may be other effects of lack of competition, such as low quality and lack of innovation…high concentration may also contribute to a risk of systemic failure in the audit market…the audit market as currently structured, may not operate in a way that works well for users”. Collin’s exertion and emphasis on the term ‘systemic failure’ should be afforded further observations. Otherwise known as ‘systematic failure’, Collins was hinting a potentially calamity should another financial crisis occurs in the future. The method in which the current auditing practices are run resulted in over dependencies between the corporations, financial services and the auditing firms, which if were to be repeated could cause a collapse of the entire financial market. 
As a consequence, a healthy competition is one of the key factors to provide better qualities, services and innovations to the industry. As stated earlier, it would benefits consumers with reasonable product / services at affordable price, and variety of choices. A fair and healthy competition will enhance the ability to differentiate itself from others. For example: Michael identified that competitors can enhance a firm’s ability to differentiate itself by serving as a standard of comparison. Without competitors, buyers may have more difficult perceiving the value created by a firm, and may therefore, be more price or service sensitive. Furthermore, he also goes on suggests that proper competition will also increase motivation: “…a viable competitor can be an important motivating force for reducing cost, improving products, improving services, and keeping up with technologies changes (Rothwell and Jowett, 2008, p.61)”.  In short, without any reasonable level of competitions, the market will remain stagnant. Because the market does not have too many options, industry quite often pay less attention to satisfy consumer’s need, which would usually result in low level innovation, poor product/services quality, high cost, and most importantly, jeopardise the interest of consumers. 
It cannot be emphasise by any measure that the auditing industry is an example of which, unlike any other industries, healthy competition between the auditing firms are necessary. The industry is unique in the sense that it has been under Big 4 accounting firms for the past decades. Due to their great political and market influence, they inevitably have the power to “secure” their market presence. As Sikka (2013) explained that the big accounting firms fund major political parties, advise government departments, and provide jobs for potential and former minister. They have organised meaningful reforms of their industry off the political agenda. The Commission does not recommend a breakup of the “big four” firms to increase the number of suppliers in the market. Thus the choice of auditors for major companies will remain limited, as the market barriers to entry are high. 
In addition to the above, the Auditing Practice Board (APB), which has the overall responsibilities in introducing, reviewing and maintaining the auditing standard in the UK, is also accused of playing second fiddler or subjected to “control” by the auditing industry. It is evidently believed that there are large numbers of former Big 4 employees who work and sit as part of the Audit Committee chairs and other relevant regulatory bodies. This could potentially exacerbate the problem of high market concentration by deliberately placing the audit tendering to one of Big Four accounting firms. Sikka (1992) pointed out that control of regulatory bodies is an important resource in organising unwelcome developments off the political agenda, especially when they have the potential to dilute firm income. It is interesting to note Sikka’s comments as it was made more than two decades ago and the earlier exertion is yet one of the clearest indications that the auditing industry has not change since then. 

The other main factor has attributed to the high level of audit market concentration involves under table practice between the companies and banks by imposing or restricting the choice of audit firms. According to the House of Lord, 2011 report, it commented that: “restrictive covenants where companies are required by shareholders or banks to use one of the Big Four auditors are a barrier to choice”. For instance, many large companies only restrict themselves to Big Four as their independent auditor. This issue has been revealed by some major accounting firms. As mentioned in the House of Lord, 2011 report, the Big 4 and other accounting firms stated that: “In certain countries including the USA, UK, Germany, Spain and Finland we have encountered clauses or requirements in contractual agreements between companies and their banks state that only the Big Four audit firms can provide audit services to the company…this can distort the market for audit services by excluding certain audit firms from competing in this market”.  The above literatures highlight the state quo obstacle to enhance the competition within the audit market. Public trust and confidence on the financial audit will remain low if the level of market concentration remains unchanged.
So far, various literatures have established that concentration in the audit market would certainly kill off any competitions. For the reasons examined, auditing industry is unique in a sense that promoting healthy competition between auditing firms remain an alien concept. Different reasons have been investigated and the reviews have attributed these to the under table ‘agreement’ between the bankers and companies as well as indicating the high presence of former Big 4 employees which are now part of some of the auditing regulatory or reviewing bodies in the UK. In a wider sense, commentators and different parties have accused these individuals of preventing the open handed approach, which would have witness smaller and medium size auditing firms being given the opportunities to get a slice of cake in what would have been a competitive industry. 
As indicated earlier, limited competition would not only limit consumer’s choice of goods, but more importantly, the standard and services being delivered would also be sub standard for the amount the client is prepared to pay. The consequence of having a high concentration in the auditing market proves the next following point. Each year, Big 4 accountancy firms collected large amount of audit and non-audit fees from their long term clients, but constantly failed to deliver the equivalent level of work. This action was one of the contributing reasons for which the auditors were heavily blamed for the 2008 financial crisis. However, this does not affect their domestic and international presence. The over cosy relationship between auditors and audit client endangers the stability of organisations, and financial market as a whole. This has been surmise by Sikka (2013), where he criticised the uncompetitive culture of auditing industry is to be blamed for the low quality of audit works, where he commented that: “in the absence of effective competition and regulation, auditors continue to reduce the time they devote to an audit assignment. Academic research has consistently shown that bored and hard-pressed staff routinely resorts to falsification of audit files-that is, they claim that work has been done which in fact has never been done”.  
In addition, with the absence of effective competition within the current audit market, large accounting firms have also been criticised for their failures in carrying out stringent and meaningful audit process to examine the banks’ balance sheet properly, which resulted in the collapse of some major banks within a short period after receiving unqualified audit report; and this subsequently led to unnecessary government bailouts. So far, all the evaluations have dismissed the current state of play which oversees the high concentration in the auditing market as precarious and perilous. Competition remains scarce and this would still cause relative unease where it relates to another potential financial crisis in the future. The reviews, in particular by the European Commission, or the parliamentary reports have indicated the need for the auditing market to be open, while subject to the norm anti-competitive legislation as may be applied to other industries in the UK in order to promote fair and health competition. 
In contrast, the Big 4 has strongly reacted, naturally, negatively to the most of the reviews and literatures mentioned above, citing the existing audit market is still competitive and the issue of competition was not a major concern and they described it as healthy and robust. Specifically, the Big 4 disagreed with the issue of uncompetitive culture within the auditing industry raised by the Competition Commission. While categorically denying the audit committee comprised of former employees of the Big 4, they also argue that choosing the audit partner remains the decision of the audit committee and management. Furthermore, they are of the opinion that the client’s decision, in terms of hiring of auditors, should be respected and the client arguably knows who is most suitable for their company when it comes to performing the work for them. There are evidences that many big companies or set corporations have the tendency to work with well established audit firms, because they doubt the small or mid tier audit firms have the manpower and professional capability to conduct the audit work which has become increasingly complex and diverse. 

Furthermore, the audit companies have the perception that large and multi-national audit firms have the better image of independence, and expertise on the service they provide. This view is supported by House of Lord Report (2011) on Concentration, which suggested that there are a strong preference among large companies to choose Big Four audit firms because of their reputation, professional capability, resistance among companies and the absence of incentives to change the audit firms. In conclusion, this sub-chapter has demonstrated the fundamental arguments arising from the existing reviews relating to the contemporary issues facing the auditing industry. These areas are pertinent towards the build up of the subsequent chapters, in particular, in the findings chapter of the research. The next area will now consider the ongoing debate of the audit reform, which will provide the platform in considering the other reforms as suggested for this area. 
2.5.4 Debate of the Audit Reform – Going around in Circles?
As mentioned briefly in the earlier sub-chapters, the audit services serve vital economic purposes and it play essential roles within the financial market in serving the public interest to maintain the accountability and enhance trusts and confidence in the financial audit. It had and has contributed towards maintaining and achieving the global financial stability. However, the reoccurrences of the audit failure for the past decades have precipitated the on-going global demands for audit reform in order to improve audit quality, its scope and usefulness. According to ICAEW, the changes have been made in the UK to promote greater transparency in the audit and accountability for auditors but there are still continuing demands for further improvements to be made. These on-going issues in auditing industry necessitates the need for reform – having mentioned this however, several reforms which were mooted throughout the past decades have not been fruitful. Continuous bickering between auditing firms, in particular the Big 4, relevant regulatory bodies and to some extent, the State itself did not assist the course in charting the much needed reform into the industry, which could, at present be deemed as unsatisfactory. The 2008 financial crisis, which has been mentioned several times earlier, can no longer be ignored, considering the risk which it might pose to the global financial systems if it is not addressed. 
Consequently, there have been intense discussions and examinations into the area of audit reform, with relevant European regulatory bodies emphasising the need to improve this area as to provide confidence to the investors at large. This sub-chapter serves as an ongoing review, for which its importance would later be translate into the possible action plan in redressing and introducing new measures to ensure the auditing industry remains viable for the future. Hence forth, the debate will commence by examining the current debate surrounding the area; followed with ongoing reviews to which the audit problems and reform affect the banking industry.  
The past few years have witnessed some major financial institutions such as Northern Rocks, and Lloyds Banking Group either collapsed or required government bailout. More recently, UK’s largest supermarket chain Tesco and Software Company Quindell involved in notorious accounting scandals by overstating their profit. These event doubled the criticism on whether the latest changes in the audit industry have brought any positive contribution to the quality. Nonetheless, it can be sure that all these failures are attributed to inconsistent audit work, overly profit-driven and excessively compliant to managers’ wish (Jonathan and Madison, 2018).  

These alleged audit failures have triggered international debate of immediate robust reforms involving the audit profession aiming to protect the interest of stakeholders, in restoring the integrity of the audit service and in turn, the public confidence on the financial audit. With regards to audit failure, some commentators have amplified the issues about the current auditing practices. According to (Halloran, 2008), a former minster in Ireland has described auditors as a ‘joke and a waste of time…the banks are in difficulty because of their auditing. Auditors are not independent but they are bloody-well paid’. Another added: ‘What is the point of having armies of number crunchers on fancy fees if they cannot spot the difference between a shack in Alabama and a triple-A security?’ (Randall, 2008). These reports signified the prevailing issues faced by the auditing industry, more so, where it relates to their role in the financial or banking industry. 

As discussed in length earlier, systematic audit failure would endanger the development of audit profession in the long run, and its existence in the market place, also damage to the country’s economy. In lesser than two years after UK implemented new audit regulation, large audit companies have once again put their audit works under intense scrutiny, with the latest victim Carillion collapsed in a short period of time after its auditor from KPMG claiming Carillion’s account gave a “true and fair view” which in fact proved to be a rubber-stamping figures that “misrepresented the reality of the business (the guardian, 20108). A final report from the Carillion inquiry carried out by the Work and Pension Committee and the Business, Energy and Industry Strategy Committee have stated that the failure of KPMG were not isolate, but rather symptomatic of a market which works for the Big Four firms but fail the wider economy( Emma, 2018). This in itself is rather concerning to the entire audit profession giving the fact the audit industry have only just been through audit reform. As a result of this unacceptable audit works, policymakers have started considering the idea to break up the Big four audit firms (Helen, 2018).   

It is therefore crucial for audit profession and other relevant governing bodies to react to this issue. In the Economic Affairs Committee Second Report, the House of Lords claimed that the ‘Auditor standards are slipping’ and the auditor’s ‘complacency’ and ‘dereliction of duty’ contributed to the financial crisis; specifically, ‘Auditors were either unaware of the mounting dangers in the banks or, if they were aware, failed to alert the supervising authority (FSA)’ (House of Lords Select Committee, 2011).The critical need for changes has also been emphasised by the European Union’s Internal Market Commissioner Michel Barnier, who commented that, ‘investor confidence in audit has been shaken by the crisis and I believe changes in this sectors are necessary, we need to restore confidence in the financial statements of companies’ (European Commission, 2011). These instances demonstrated the shortcomings, weaknesses and doubted the efficiency involving the existing auditing practice, rules, regulations and governance; which potentially justify the need for tougher stance in preventing another crisis.  
The above position has also been shared by the European Commission. During the crisis, the European Commission has exhibited sheer determination and tenacity to restore the public confidence on in auditing, more importantly so as to prevent the ‘spill over’ effect of the crisis to the scale in which it might harm the global economy. Consequently, the European Commission has consequently proposed unprecedented changes to audit regulations on 30th November 2011. With reference to (Aubin, 2011), ‘the EU’s proposals go further than 2002’s U.S. Sarbanes-Oxley Auditor Reform Act’. Hodgkinson, the executive director of the Institute of Chartered Accountant in England and Wales also commented; ‘these sets of proposals would be a game changer for the audit profession…they have hugely complex effects’ (Aubin, 2011). Within the EC’s proposals, there are four main points which they believed could improve and strengthen the audit and assurance services, prevent the future audit crisis, as well as restore public confidence on the financial audit. The proposals of changes are stated as follows:-

· Mandatory audit firm rotation after six years, or nine years in the case where a company engages two auditors. 
· Mandatory tendering through an ‘open and transparent tender procedure’

· Restricting firms that audit public interest enteritis from performing non-audit services

· Requiring large audit firms to separate audit from non-audit activities 
The above EC’s proposals have trigged greatest attention ever within the EU and around the world since the day it was revealed. The Big Four accounting firms, in particular are watching closely to the development of the proposals. At the same time, they have raised out their concerns and objections toward the applicability of the new proposal. Together with Big Four accounting firms, the FTSE 100 Finance Directors, and some largest investors in the EU have reacted negatively to the proposal, and strongly opposed to it. 

Due to staunch opposition throughout the consultation period from the European market, the EC has softened certain aspects of its original audit reform proposals. For example, the proposal for mandatory joint audits have been dropped; the idea of audit only firm has not been passed. Instead, companies are only encouraged to take “voluntary joint audit”. Big Four accountancy firms and who campaigning hard to soften the EC proposal once again won the battle in against radical change to their audit market dominance. On the contrary, the softened reform proposals upset non-Big audit firms throughout the EU. Non Big four accountancy firms such as BDO international, REM international, Grant Thornton International and Mazars made a jointly appeal for tough measures in order to open up the top audit market for all size accountancy firms. The differing stance on radical changes which could be applied to the traditional audit system represent a threat to the audit profession in achieving effective audit reform and high quality of audit.    
2.5.5 Mandatory joint audit – ongoing debate 
In general, the conservative model to auditing involves the relationship between an auditor and auditee. This concept, though is still prevalent in the 21st century, is not without any fault. In fact, there are serious doubts involving the direct relationship between these parties. This has been amplified by previous literatures. For example, Sikka (2004) comments that accountancy firms are capitalist organisation, their success are measured by increases of fees & profit…accountancy firm emphasis firmly on being commercial and on performing services for their customer rather being watchdog for the public and government. 

Joint audit According to the existing literature, can be defined as: ‘the audit of a legal entity by two or more auditors, producing a single audit report, or two separate reports. Both firms are thereby sharing responsibility for the audit, though at different level, depending on how work is split among different firms’.  

Basically, the idea of mandatory joint audit is to increase the credibility and reliability of the audit report where two auditors sign off account, and carry out audit together. The idea of joint audit between Big Four and Non-Big four stems from the ‘four eyes’ principle, where it advocate that two person working together may discover potential issues before they develop into problems. In requiring two audit firms that are independent, and also from different tier to work jointly to submit one single audit report for which they are equally liable promotes a ‘critical eye’, meanwhile, reinforcing auditor independence and objectivity. Similarly, the EGIAN also believes that joint audit is the key measure to reduce concentration of the current audit market, and improve competition, as well as audit quality, as they commented:

‘The joint audit of large public interest entities, where one of the auditors is not a dominant player, will lead to a reduction in concentration and provide protection to large listed companies against the risk of a dominant player leaving market unexpectedly. The joint auditors are jointly responsible for the opinion … it will brings the merits of the ‘four eyes’ principle with additional scrutiny of complex issues arising on the audit’. Moreover, it is also believed that two auditors work jointly would reduce the chances of cosy relationship being built between auditors and management, where independence could be enhanced.  
Take education sector as example, it is common practice for universities to appoint two assessors to examine researcher student’ work in order to ensure the quality of the research paper produced. Imposing two independent assessors is also served as prevention of collusion between examiners, meanwhile avoiding possible personal relationship with student. Each assessors will produce an individual report, as well as a joint report confirming the final outcome of the examination. It is perfectly viable for the auditing sector to learn from this approach, both assessors are independent from each other, they assess the same client, at the same time monitor each other’s work, engaged in discussion, shared the ultimate goal which is ensuring the quality of the work. 

The above discussion explains and demonstrated situation in which joint audits may be deemed beneficial to reduce the market concentration in the auditing industry. The suggestion of having joint audits in the banking industry would promote certainty, taking into consideration involving the ‘systemic risks and complexity’ in this area. Therefore, continuity of the audit would not place the banking industry under the risk. However, such proposition is also not without any flaws, as indicated in the House of Lords’ 2011 second report regarding audit market concentration, it states that there is a risk of‘(Joint audit) ... seen as being appointed as the poor relation of the Big Four to make up the numbers’. In addition to the foreseeable bureaucratic nightmare, the proposal would instead create unnecessary difficulties and tedious tasks between auditors in agreeing to financial statements if there are any problems arise. 
From the review, it is clear that various criticisms had been levelled against this concept by the Big Four accountancy firms, primarily due to the fact it has not been tested in the UK market, and this might risk / compromise the overall audit quality. Whilst this concept has also received some support from several quarters, however, it must be acknowledged that there has not been much or limited writing in suggesting ways or forms of variations which might suit the need of the industry in the UK. It is through this that the researcher, with relevant contributions from the participants, is of the view that there are potential alternatives which may be considered to address the issue surrounding this industry. 
Chapter 3 – Research Methodology

3.1 General Introduction

According to Malcolm (2003), research in accounting is concerned with solving problems, investigating relationships and building a body of knowledge. This therefore is reflected in the key words for this research focuses upon the auditing crisis, the auditing reforms and the proposed reforms as means of restoring investor’s confidence on the financial audit or auditing industry. Malcolm’s statement is echoed by Bennett (2003), who suggested broad levels of research which encompass description, classification, explanation and prediction. Whist the introduction has provided much needed background to the subject area and the previous chapter has provided comprehensive review of the areas in question, it is essential, at this stage to analyse the research methods for the research. This chapter therefore aim to layout and examine the research methodologies which are appropriate for this research. By providing a clear and systematic research framework is fundamental to research studies, a systematic research plan will helps to better address the research question, and increase the likelihood of achieving the research objectives. 
Based on the nature of this study, a particular research framework has been designed for the purpose of this research. The idea of the framework is based on Wilson’s concept of Honeycomb of Research Methodology. As illustrated in the table 3.1, the research commences by identifying research approach which is inductive, and followed by research strategies, design, data collection and techniques of the final data analysis. Each part of the elements is closely relevant to this particular study and will be discussed in detail in the following sub-chapters. 
Table 3.1 Research Methodology Framework

	Research Methodologies

	Approach
	Inductive 

	Strategy
	Qualitative 

	Design
	Case study, archival analysis

	Data collection
	Interview, secondary data

	Data analysis techniques
	Thematic theory


3.2 Research approaches

The selection of research approach depends on the nature and type of the research problems and the phenomenon. Ensuring the correct research approaches would eliminate the risk of incorrect research strategies being applied. In addition, appropriate research approach would ensure the research intentions are met, either to test an existing theory or develop a new theory. 

In general, there are two main methods of research approaches which are commonly in use, namely deductive and inductive approach. ‘Deductive’ as defined by (Bryman and Bell, 2011, p.43), it is and approach to social research which seeks to apply the natural science model of research to investigations of the social world”. With the deductive approach, it usually starts with and applies a well-known theory, follow by hypothesis, data collection, findings, hypotheses confirmed or rejected and revision of theory. It is the process of study from broader to detail, and its more focus upon testing of theory. In contrast, the ‘Inductive’ involve the opposite direction from deductive (Bryman and Bell, 2011). Specifically, the inductive approach is a theory building process starting with observation and study of specific problems, social events or phenomenon. By using this approach, it is likely to contribute to a new theory at the end of research. For the purposes of this research, inductive approach will be given preference over the deductive approach. 
The rationale for this chosen approach, in short, the inductive approach, is not due to the matter of ‘convenience’; rather it is largely attributed to the nature and characteristics of the chosen research area, which not only examined and investigated the cause of the financial crisis, but also to analyse, to an extent, the role of auditing industry before and during the financial crisis. The topic of the research therefore focuses upon studying of specific problems in order to critically comprehend the issue at hand; which are supplemented by means of observing the phenomenon which occurred within the auditing industry. The ultimate end of these would then inform the findings attributed, not only to the cause of the financial crisis, but also not least, the recommendations which may be employ in the future in order to prevent another series of financial crash as well as ensure the relevancy of auditing profession in providing high quality of audit services. Furthermore, unlike deductive approach emphasise on scientific principles and moving form theory to data, the inductive approach generate theory form data, which will help to gain the understanding of the humans attach to events.

Deductive approach, though not entirely dismissed, may be construe as a ‘misfits’ for the purpose of the research. This approach is fairly popular amongst researchers who commence by applying theoretical underpinning to the subject area. No doubt this research utilised fair amount of accounting auditing specific theories, the latter however only serves to examine the development into the subject area. Moreover, and as the later sub-chapter shall indicate, deductive approach is largely associated with the use of quantitative method, which for the reasons identified later, shall be primarily based upon the utilisation of qualitative method. As Wilson (2014) commented that combining qualitative research and inductive theory are common as they are well suited to providing insights that allow for the generation of theoretical frameworks. Following these arguments, the focus of the research approaches therefore lies primarily with inductive as opposed to deductive approach. The table 3.2 summarised the logic of inductive approach being applied into to this research subject. 
Figure 3.3 the inductive approach in a qualitative research of auditing

	Observing and studying the existing  literatures in auditing, and recent auditing crisis
	
	Specific observation

	
	
	

	Start to examine the patterns in the auditing. Specifically in audit reform process, measure the obstacles of achieving meaningful audit reform
	
	Evaluation pattern

	
	
	

	Gathering information through interview, observation, archival and other relevant secondary data
	
	Data gathering 

	
	
	

	Analysing and interpreting the data being collected, formulate tentative hypothesis for the research subject area
	
	Analysing the data 

	
	
	

	Build findings for the research  and develop general conclusion and recommendations
	
	Conclusion and 

recommendations


3.3 Research strategy

Preceding sub-chapters have introduced the applicable research approach for this subject, and having done so, it is essential to identify and evaluate the probable research strategy which can be integrated with the identified approaches. At this juncture, it is worth stating the main purpose of having proper research strategies. Saunders, Lewis and Thornhill have identified the core reason for this, suggesting that the latter is the general plan of how you will go about answering the research questions (Saunders, Lewis and Thornhill, 2009). This is crucial as it provides a sequential flow in terms of determining the relevant research design, which shall be subjected to analysis later on. This is also because both strategies are associated with different research, approach, design, data collection and data analysis. As a result, the following analysis aims to evaluate the appropriate research strategies which shall be utilised in this research. 

In general, there are two terms often used to describe the main research strategies to any generic business research; namely, these are qualitative and quantitative approaches (Wilson, 2014). Given the fact that both quantitative and qualitative research strategy are widely adopted by researchers, it is important to distinguish the differences between these two strategies. Beginning with quantitative approach, Denscombe (2010) explained quantitative research as measure phenomena so that they can be transform into numbers. The goal of quantitative approaches is to generate data that are numerical-with transforming what is observed, reported or recorded into quantifiable units.  Bryamn and Bell (2011) took the same line of argument, stating quantitative method can be seen as a research strategy that emphasises quantification in the collection and analysis of data. These descriptions are clear indication that quantitative, in broad terms refer to the use of digits or numerical means in order to produce data set for the research. 
Qualitative however, may be construed as a research strategy that emphasis on words rather than quantification in the collection and analysis of data (Bryamn and Bell, 2011). Somekh and Lewin (2005) produced a more comprehensive and inclusive definition, for which she explained that: “qualitative research is the range of processes and procedures whereby we move from the data that have been collected into some form of explanation, understanding or interpretation of the people, event or situations we are investigating”. The former sums up the general characteristics of qualitative method of approaching a research. From the explanations above, it can be seen that the differences between these two strategies are quite obvious. It is fairly evident that the primary differences between these two approaches are mainly down to the method of analysing, one using words and the other based on construction of numbers. Qualitative research is a research strategy that concerns about the words rather than numerical analysis, which relates to quantitative. 
In order to decide the most appropriate approaches to be undertaken for this research, the author shall evaluate and analyse, together with justifications for either including or excluding the use of either qualitative or quantitative research. It may be the case a ‘mixed methods’ might be employed, in accordance with the overall aims and objectives of this dissertation. The quantitative research strategy usually associates with positivism research philosophy, especially when used with predetermined and highly structured data collection techniques (Saunders, Lewis and Thornhill, 2012). As discussed earlier in the chapter, this research is focused on ontological means, supported by interpretivism which is part of epistemology, hence the use of positivism in the context of this research would be fairly minimal, or none, if any. The positivism paradigm usually associated with a deductive approach, which concerning used well-known theory as a basis to collect relevant data and test it, and is often primarily associated with quantitative research. Under the quantitative methods, the research data are usually collect in a standard manner, and it is often used probability sampling techniques to ensure generalisability. 
In contrast, it has been established that this research is based upon the use of inductive approach, and it is more focus on generation rather than testing of theory. To surmise, the philosophies involving epistemological studies are aligned more, if all to the qualitative nature, which involves finding out the ‘truth’ or answers by questioning the existing knowledge which would then confirm the truth. One might view this as capable of being answered by utilising quantitative approaches, however, the seeking the truth in the context of epistemological studies involved interpretivism means, which tend to suggest using arguments in the form of words to justify the answer. As mentioned earlier, with interpretive, it advocates the idea that the understanding of the complex world can be obtained or realised from researching of social actor’s experience and their perceptions. Researchers need to make sense of the subjective about the phenomenon being studied. This argument is supported by Bryman and Bell (2011), where they stated that an epistemological position described as interpretivist…in contrast to the adoption of a natural scientific model in quantitative research, the stress is on the understanding of the social world through an examination of the interpretation of that world by its participant. 
The conventional methodology in accounting and finance tends to complicate this issue, as the latter has traditionally considered being quantitative in nature. However, this research subject is focused on finding the methods or approaches to promote a successful and meaningful audit reform in the audit industry after the 2008 financial crisis. In achieving this end, the research also critically and conduct substantial review and investigation into the past events and policies which had taken place in order to enhance audit quality and stabilise the financial market. Public’s appreciation and concern in relation to the importance of audit; and whether the audit justifies the value added service to the business society in general would be also examined. These strongly hint at utilising qualitative methods as opposed to the quantitative methods.

As a result, the decision to focus on qualitative methods may therefore be justified in the sense that the main aims and objectives are to analyse, evaluate and examine practicable methods to develop the audit service and to measure the relevancy of the profession in the long run, and the core research question is to analyse the extent to which, the possibility of audit reform can be achieved in terms of its feasibility to provide assurance and regain the confidence in the financial market. It is therefore this research would primarily lean on utilising the means of qualitative methods, as it represents to be the most valid strategy for the reasons stated above.  

In conclusion, although it is appreciative area of auditing broadly falls under the main heading of accounting and finance, it is vital to take into consideration of the purpose and objective, in terms of the focus of the topic area. Moreover, based on the identified research philosophy and approach in previous sub-chapter, and the different natures of quantitative and qualitative strategies in research work, this study will primarily focus on the use of qualitative strategy and the relevant research design. Henceforth, it is envisaged that quantitative methods would be disregarded in its entirety for this research since the research does not intend to test theory, and does not involve any calculations or elements involving analysing the variables or charts. Furthermore, since the nature of this research focuses upon providing a critique in relation to the development of audit services within the banking industry after the 2008 financial crisis, it is inevitable this research would primarily lean on utilising the means of qualitative methods. Having considered these, the following sub-chapter will now provide detailed explanations of research design for the purpose of this research.   
3.4 Research design

So far, this research has considered and identified the relevant approaches and research strategies. This sub-chapter would therefore focus on identifying, analysing and investigating suitable research design in accordance with the overarching purposes of this research. Research design in field of research study refers to a detailed framework or plan that helps to guide through the research process (Wilson, 2014). The fundamental purpose of research design is to ensure that all the evidence obtained during research would enable researcher to answer research problems and questions in an unambiguously manner. Therefore, research design is considered as one of core elements in the entire research framework, it is the link between the chosen research methodology and the methods of collecting and analysing data. In addition, by providing a clear research design would also enable the researchers to determine the most applicable data collection method. In general, there are wide ranging research designs being utilised in every discipline, however, there are number of options which are commonly adopted by researchers include action research, case study, experimental, longitudinal cross-sectional, archival analysis and comparative (Wilson, 2014) methods. Just as in any conducted research, there are variable factors which need to be taken into consideration when deciding on the research method. Figure 3.4 below has outlined the research design for this particular study. 
	Figure 3.4: Research Design Flowchart
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First of all, it is crucial to identify the type of study being carried out for this research, because different research design usually associates with different research methods. In general, there are three types of research studies, namely exploratory, descriptive and explanatory. Each type of study is meant to serve different research intention. For instance, an exploratory study would help the researcher to discover what is happening and gain insights about a topic of interest (Saunders, Lewis and Thornhill, 2012). In other words, it is a research conducted to provide a better understanding of a situation or event. The main objective is to develop a better insight into particular research problems. In contrast, descriptive research is a research carries out to describe existing or past phenomena (Wilson, 2014). The main objective of descriptive research is to gain accurate information about events of situation being studied, whereas, the causal research is used to determine cause-and–effect relationships between variables (Wilson, 2014). The emphasis is placed on studying a particular situation or problems in order to determine the relationships between variables. 
The above have briefly explained the difference between each type of research studies and their main focus; however, in considering the nature of research objectives and the research questions, it appears that this research primarily falls under the exploratory research. This design is suited for research into a problem where there are few or no earlier studies to refer to, and lack of knowledge about the given topic. By using exploratory design, it would enhance the researcher’s knowledge on the research area, increase the understanding of the situation, and subsequently discover the potential problems. As an illustration, this research aims, in the broader context to analyse the initial roots which eventually paved way to the recent auditing crisis. The critical examination of the latter would provide a comprehensive appreciation into the actual account into the causes of audit failure and the reoccurrence of auditing crisis. Consequently, the research would then narrow down the focus on some of the core issues which ‘claimed’ to be fatalistic to the auditing industry, coupled with the unwillingness to assume the potential workable reform framework as means to address the fatalistic issues surrounding the auditing industry. The advantage of conducting exploratory research is that it offers the researcher the opportunity to change the direction of study as a result of new data and information obtained during the research progress (Saunders, Lewis and Thornhill, 2012).
Exploratory research, as Wilson suggested, follows an inductive approach. He also suggested that exploratory strategy are largely qualitative, and typically employ case study as a research methods. Case study, as defined by Yin (2003 cited in Swanson and Holton, 2005, P.328): “it is an empirical enquiry that investigates a contemporary phenomenon within its real-life context, especially when the boundaries between phenomenon and context are not clearly evident.” The use of case studies transcends over multidisciplinary research areas, and its prevalence is largely evident in research involving health and social care as well as scientific areas, business research in general and recently, in the legal domain. Eisenhardt and Graebner, 2007 also suggested that case study will be relevant to the researchers it they wish to gain a rich understanding of the context of the research and the process being enacted. Creswell (2003) also explained that case study occurred where the researcher explore in depth a program, an event, an activity, a process or more individuals. This is also where researchers collect detailed information using a variety of data collection procedures”. Furthermore, it is argued that the case study strategy has the considerable ability to generate answers to the ‘why’, ‘what’ and ‘how’ questions (Saunders, Lewis and Thornhill, 2012). This is also the reason to explain why case study is usually associate with, or used in explanatory and exploratory research. 
In relation to this dissertation, the main purpose of this research is to evaluate to what extent the possibility of audit reform can be achieved in terms of its feasibility to provide assurance and regain public confidence in the financial market. Moreover, research aims is to analyse, evaluate and examine practicable methods to develop the audit services and to ensure the relevancy of the profession in the long run. Crucially, these involve detailed examination of the past and present audit practices; and at the same time investigating the core reluctance of the audit industry to adopt the suggested audit reforms primarily mooted by the European Commission. The Commission has proposed robust audit reform in order to enhance the audit quality, hoping to reduce the possibility of audit failure or audit crisis. However, this has been constantly opposed by some of the influential audit companies, large organisations as well as some audit committee members. This phenomenon has raised the worrying issue of the major reoccurrence of audit failure, which may resulted in further decline of the industry and economy. In order to achieve the objectives of this research, multiple case studies have been identified. Each case was carefully chosen on the basis that they operate in the same industry, and share the common view against and in support the potential audit reforms. The rationale of using multiple cases as suggested by Saunders, Lewis and Thornhill is that it focuses on whether finding can be replicated across cases. They went on suggested that if all findings from chosen cases are as per predicted, this would clearly produce very strong support for the proposition of the research. Therefore, case study methods would confirm the reliability of this research since they involve detailed understanding and investigating of the obstacles.
Together with case study, archival design also plays an important role in this research.  In theory, archival research design can be described as “data sets that have already been collected for different purpose”. This argument is echoed by Wilson, where he suggested that archival design relates to public records or documents. A more authoritative definition is provided by (Smith, 2011,p.179), who suggested that archival should be given a broad approach, essentially “by embracing the sources used to generate research based on historical documents, texts, journal articles, corporate annual reports, company disclosures and others”. At the first glance, it appears that there is a confusion when describing archival as a research design, because some researcher prefer to describe it as a method a data collection. However, it is important to make distinction between them, and not to be conflated. According to (Saunders, Lewis and Thornhill, 2012), they emphasised that all research works utilised secondary data for research purpose which they were originally collected is secondary data analysis. However, when these data are used in an archival research strategy they are analysed because they are a product of day-to-day activities according to Hakim (2000 cited in Saunders, Lewis and Thornhill, 2009, p.150). In this case, Hakim is suggesting that the fundamental difference between secondary data analysis and archival research design is that the former only concern archival as a method of data collection whereas, the latter focused in analysing the data as part of the studies involving actual events.
The archival research design is one of the favoured designs by researchers. There are several distinct advantages compare to other research design, not least to mention that this design is suited well for the exploratory study which enable the research to have a broader historical understanding about the research field prior to conduct more detailed research. It also enables the researcher to solve the research questions which focus upon the past events. Another major advantage of using archival is the fact that all the data has been collected, or documented and ready for use. It saves substantial amount of time and effort for researchers. For example, archival are often can be found or access from library, computer files, newspaper, media documentary and internet, it is easier and less time consuming when conducting a research. Particularly, many organisations are keeping their records; some of them are made available online, in this case, organisations generally gave permission for their data to be used, the typical example is company annual reports is made available on public to review. The other distinctive example involves the utilisation of substantial amount of archival to construct the history of auditing in the previous literature review chapter.   
To evaluate the research using empirical method would not suffice since it is equally important to consider the collection of data of different organisations and important events in relation to auditing crisis. Most of these could only be assessed using archives. Hence, the archival method is deemed important to substantiate one’s final finding in this research. Similar to the empirical method, archival research method has been used in other research studies; amongst others include psychological questions and social and behavioural science data of various sorts. For the purpose of this research, archival method would assist in terms of time consumption and expensive exercise in gathering data from various companies or organisations. In addition, information such as the causes and other information relating to the auditing crisis within the financial sector in general can readily be found in authoritative texts or internet databases. Such information as provided on the websites are considered to be up to date and hence could be used to strengthen the analysis for this research. Therefore, it may be argued that an archival study will normally have more external validity in comparison to experimentation or surveys. 
Just like any other research methods, archival method does have its own weaknesses. Some researchers has identified and questioned the accuracy of the data involving some companies. This worrying issue has been reinforced by (Saunders, Lewis and Thornhill, 2012), where they stated that due to the nature of the administrative records and documents…there may not contain the precise information needed for a research or research objectives. In addition, data may be missing or the researchers may be refused to access into company record due to the confidentiality reason. Furthermore, there will be the case that the data were in different languages and is not easy to translate. In relation to this research, the issue of incompleteness and inconsistency classification of reports involving the company’s financial and statistical information might present some problem for instance. Such issue may be rebutted since some credible websites such as the rules and regulations provided by the International Accounting and Standards are considered to be reliable and relevant at present time. As a consequence and for such reason, the former should not be taken to invalidate this method and since this research involves analysing and examining the core issues involving auditing crisis, it is by no means vital to discover and investigate the roots of the problems – hence, this could primarily be achieved by using archival method. 
In summary, archival design allow the researchers to gain understanding about the subject field, its history and past events. Most of the archival can be obtained from internet, library, newspaper, and company records. Although there are some advantage and disadvantage of using archival, in general, it has helped the author to gain substantial knowledge in the research area. Subsequently, building upon the foundation provide by the archival, this research was able to narrow down to detailed research, consequently, using case study to investigate and examine the core issue facing by the auditing industry in order to answer the ‘why’, ‘what’ and ‘how’ question.  
3.5 Data collection
The above has identified the core research designs for this research, at this juncture attention must be given to the data collection methods which were utilised. Hence, the following aim to evaluate and examine the methods of data collection. Data collection for a research can be defined as a process of gathering information in a systematic manner which enables the researchers to analysis it, and subsequently use the outcome to either answer the research questions, generate a theory or to test the validity of an existing theory. It plays an important role within the research methodology framework. As an analogy, research methodology may be described as a process of planting flower; and so far, we have identified the flower seed which represent as philosophy, the question of planting indoor or outdoor (research approach) and the type of soil (research strategy). The remaining process is to ensure correct fertiliser is utilised, including adequate amount of water (data collection) on a daily basis in order to achieve the ultimate goal of flourishing the flower. 
From here, it can be seen that accurate data collection is the key element in deciding whether the stated research question can be answered and achieve the final objectives. The importance of getting accurate and appropriate data collection has been emphasised in the study by the Northern Illinois University as follows: “regardless of the field of study of preference for defining data, accurate data collection is essential to maintaining the integrity of research. Both the selection of appropriate data collection instruments and clearly delineated instructions for their correct use reduce the likelihood of error occurring”. Hence, the focus of this sub-chapter relates to the methods of data collection, and evaluation of the validity of the data being collected. 
In term of qualitative data collection, there are two main types of methods, namely primary data secondary data collection. Wilson describes primary data as information gathered for the purpose of researcher’s own study. On the contrary, secondary data refers to the data have been collected and published. Initially, this research has adopted secondary sources largely from existing literatures to build up the foundation of the research work; this has been done by substantial reading through published journal, library book, e-journal and videos in the field of accounting and auditing. In view of achieving the overall aims and objectives of the research however, it is crucial for the researcher to undertake data collection by primary means. 
In relation to the primary data, the core research question would be answered by analysing opinions, statements and views from different parties which are relevant to the auditing industry. Henceforth, this research has chosen interview as the preferred choice for the primary data collection technique rather than observation and questionnaires. The decision to utilise interview technique finds further justification in the sense of such technique allow the researcher to get close involvement with the subjects of interest, as well as interviewees, which in turn enable the researcher to uncover the subjective and objective understandings of the phenomenon within the auditing world. Furthermore, it would also offer the opportunities to obtain deep insight knowledge regarding to the meaningful and workable audit reform which would not only benefit both audit firms and auditees, but also increase the quality of audit and added value. Following these, the following contents aim to discuss and evaluate the appropriateness of the interview technique within this research in detail.  
3.5.1 Primary data collection

As argued in previous sub-chapter, this research is primarily lean onto inductive approach, follow by qualitative strategy, and subsequently this has necessitate the use of interview as the main tool to collect the primary data. This argument is supported by Wilson, where he states that interviews are more commonly associated with a qualitative research strategy…it allows the researcher to gain insight into a person’s beliefs and attitudes towards a particular subject. Furthermore, Salter and Mason (2007) suggested that qualitative research may use in-depth interviews of either ‘structured’ or ‘semi-structured’ type. In relation to the case study selected for this research, semi-structured interview are used to elicit information from interviewees. 
At this juncture, it is useful to distinguish the differences between interview and conversation. According to Denscombe (1998 cited in Birmingham and Wilkinson, p.43) who defines interview as involving a set of assumptions and understandings about the situation which are not normally associated with a casual conversation. An interview, therefore, needs to be planned and designed rather that emerge within what may otherwise constitute a mere conversation. For the purpose of this research, it is essential to identify experts and professional in the accounting and auditing field and organise interview as an integral part of the case study development process. The justification of using interview techniques lies in the ability of the researcher to design a series of questions which are relevant to the research questions and research objectives. 
Furthermore, in order to measure the ways of improving audit performance, or even talk about the harmonious reform of the audit industry in a whole, it is necessary to understand the existing strengths and weaknesses of the current auditing system. Generally, this would be done by measuring the effectiveness, and the extent to which the audit has achieved the expected outcome or objectives. Therefore, the ideal way to collect the relevant information to be used in the research is to interview relevant individuals who have direct involvement in the industry. The rationalization is that by interviewing different personal would obtain different opinion on the subject issue, in which will aid the researcher in establishing and identifying the difficulties of reform within the contemporary auditing environment, and the problems when implementing the suggested reform policies. 

In this case, interviews are seen as the most suitable technique in order to obtain primary data. Interviewees may use words or ideas in a particular way…the opportunity to probe these meanings will add significance and depth to the data collection (Saunders, Lewis and Thornhill, 2012). As such, different types of interviews approaches are available to the researchers which include face-to-face interview, telephone interview and focus group interview. In addition, Wilson broadens the scope further by distinguishing between highly structured, semi-structured and unstructured interview. Each type of interview techniques has its own advantages and disadvantages depend on the research topic. 
In the highly structured format, the interview questions are predetermined, and following with a sequence. In other words, the interviewer tends to ask the question on a sequential number order. On the contrary, unstructured interview is the totally opposite. Instead relying on pre-prepared set of questions, unstructured interview technique gives the informant the opportunity to define the research problem and research question in a unique way. Regarding to the semi-structured interview, it is also based on a set of pre-determined question. However, the main difference is that semi-structured interview technique does not necessarily follow the sequential order. Furthermore, and most importantly, semi-structured interview technique offer the informants and interviewer’s greater flexibility when dealing with the pre-determined question. 
In the context of this research, take into the above classification and some sensitive issue regarding to ‘fraud’ and ‘audit failure’ into consideration, the most appropriate interview technique relies upon both telephone and face-to-face interview with a semi-structured interview questions. The semi-structured interview is based on a set of structured questions, at the same time provide opportunities for the interviewee to elaborate on certain points and raise particular question (Wilson, 2014). The benefits of using semi-structured interview within this research is that it suits well with studies which only deal with small to medium samples as well as useful for research that involve specific situations or problems. In addition, a semi-structured interview technique offers both interviewer and interviewee great flexibility during the interview process. Moreover, the researcher may introduce new but related questions depending on the interviewee’s answer, and also has the opportunity to probe further information as may be appropriate from the interviewee. This could potentially lead the discussion into areas which are or might be related to the research, hence ensuring the overall quality of the research. Therefore, it may also be argued that the decision to employ the semi-structured interviews was based on the need to probe as deeply as possible into the individual’s subjective experiences of the phenomenon in this research. Crucially, the data obtained from the discussions in the new areas could help to address the findings. 
Additionally, by using interview technique, it generates the most up-to-date idea and opinion on the research subject rather than solely rely on the secondary data which might out of touch to this research. Another advantage of interview is that the respondent’s feedback can be recorded, thereby providing accurate information. Moreover, each respondent’s feedback can also be discussed, compared and then make best use of it. According to Wilson (2014) who is the author of ‘Essential of Business Research-A Guide to Doing Your Research Project’ explains that interviews are more commonly associated with a qualitative research strategy. Interviewing allows the researchers to gain insight into a person’s beliefs and attitude towards a particular subject. The key advantage is that it permits you to examine both verbal and non-verbal communication. By using this data collection method, it provides the researcher the opportunities to investigate and analysis the key obstacle of carrying out meaningful audit reforms. To surmise, interview is one of the major methods of data gathering within the qualitative strategy, the semi-structured interview offers interviewer access to fresh perceptions, opinions and ideas; it is an effective way for the researchers to gain insight into research problems which are not immediately perceptible or cannot be observed directly. 
As this research project aims to critique and subsequently contribute to the understanding of the difficulty pertaining the areas involving audit reforms and enhancement of audit quality, the decision as to who should be interviewed were initially discussed with the research supervisors. Subsequent individuals were recommended and identified as potential participants with inputs from leading academics from Anglia Ruskin University. It was decided that selections of the interviewees should be made according to the potential individual’s expertise, professional knowledge, experience and their direct involvement surrounding the auditing. In other words, the interviewees will be chosen on the basis of their ability to provide rich descriptions of their experiences encountered before and after the auditing crisis, and their perceptions of the current audit reforms. Hence, the main criteria of selecting interview participants are that the interviewee should possess requisite knowledge related to the research aims and questions. 
As part of the research it is essential for the researcher to analyse opinions, statements and views from different parties which are relevant to the auditing industry. Therefore, telephone or face to face interviews will be utilised in gathering data in order to answer the research questions. “Interviewees may use words or ideas in a particular way, the opportunity to probe these meanings will add significance and depth to the data collection” (Saunders, Lewis and Thornhill, 2012, p.250). This technique allows the researcher to achieve close involvement with the subjects of interest, as well as the interviewees, and enables the researcher to uncover the subjective understandings of the phenomenon within the auditing world, for instance, ways of improving the audit performance, potential harmonisation involving auditing reforms and the strengths and weaknesses of the present auditing system. Therefore, the ideal way to collect the relevant information to be used in the research is to interview experts and professionals who have direct involvement in the auditing industry. 
Since the interview will be conducted with different expert groups, a semi-structured interview technique shall be used. In addition, semi structured interview enables flexibility in that the researcher may introduce new but related questions, depending on the interviewee’s answer. This also provides the opportunity to probe further information from the interviewee. This may lead the discussion into areas which are, or might be, related to the research, hence ensuring the overall quality of the findings. In summary, interview is one of the major methods of data gathering within a qualitative strategy, the semi-structured interview offers the interviewer access to fresh perceptions, opinions and ideas; it is an effective way for the researcher to gain insight into research problems which are not immediately perceptible or cannot be observed directly. The next section shall consider the sampling method, followed by justifications for the choice of interviewees. 
3.5.2 Utilisation of purposive method
Prior to determining the appropriate interview participant number, it is important to explore the appropriate sampling methods for this research. According to Bryman and Bell (2015, pp.428), they explained that, “In quantitative research the discussion of the sampling revolves around probability, on the contrary, in qualitative research the discussion of sampling tend to revolve around purposive sampling”. In terms of probability sampling, it is more likely to be driven by a positivist epistemology and quantitative research. In contrast, non-probability sampling is associated principally with the range of non-positivist epistemology and qualitative research (Saunders, Lewis and Thornhill, 2012). Given the fact that this research adopts an inductive approach and qualitative research strategy, the sampling techniques for this research shall lean towards the non-probability sampling with purposive sampling method. 

In qualitative research, purposive sampling is the most frequently used form of non-probability sampling method (Miles and Huberman, 1994). The goal of purposive sampling is to sample participants in a strategic way (Bryman and Bell, 2015). In other words, the researcher use his/her own subjective judgement to choose participants which is in researcher’s view that chosen participants will best enable the research questions to be answered, and therefore meets the research aims. In addition to this, Saunders (2012) emphasises the important criteria of choosing participants, stating that when choosing participants for qualitative research the subject matter of the research, as expressed by the research questions and the research aim, should be the main factor influencing the technique used to choose the sample and the criteria on which this is based. 

The aim of this research is to evaluate and examine methods to develop the audit services in the financial sector and to ensure the relevancy of the profession in the long run. In order to meet this aim, it is crucial to obtain views and opinions from both auditing firms and auditees who can be representative to their industry. It is decided that the participants must consists of ‘Big 4’ accounting firms. The ‘Big 4’ are the largest accounting firms in the world, and account for the majority of the audit market share and have had significant involvement in the most recent financial crisis. In addition, they work together with the audit regulation authorities in terms of contributing and providing ideas for appropriate reforms in order to achieve valued audit and in preventing audit failures. However, in order to capture the wide range of perspectives relating to this research, the involvement of the ‘Big 4’ accounting firms will not suffice. Consequently, heterogeneous purposive sampling shall be utilised in terms of the research design and the interview therefore consist of ‘Big 4’ auditors, bank branch managers, accounting academics and auditing regulators. The rationale for choosing them as interview participants ensures the generation of in depth data in addressing the core research questions and objectives. The fundamental principle of using heterogeneous purposive participants is to obtain greater insights into the subject area from a variety of perspectives. The following aims to justify the list of participants for the research. 

Banks

This research aims to evaluate the present and future development of audit services within the banking industry after the financial crisis. In the first instance, the information obtained from banks may not be representative since there other firms and industry which require the services of the auditing industry. Moreover, the purpose of audits is similar for banks and other business entities in that they are to provide greater confidence in information provided by directors through an independent opinion on its truth and fairness (Coke, 2010). However, the choice of banks is due to their central role both in terms of providing financial services to businesses and towards the economic development and wellbeing of society. Crucially, banks are microcosms of the sector since many companies rely on banks as a source of funding and recurrence of audit failures in the banking industry has serious ramifications for a country’s economy. It is therefore important to obtain their view on the value of audit, effectiveness of current auditing system and potential audit reform. In addition, there are immediate direct consequences to the members of public if banks are affected by financial crisis or audit failure which will requires tax payers’ support to bail out them. Hence, it is crucial to ensure an audit in the banking sector are performed with high quality as possible.
Another key factor in choosing banks for this research is due to the audit failures suffered by a number of high profile banks such as Lloyds, RBS and Northern Rock. They paid millions for independent audit services, although, those banks either collapsed or required government bail outs despite claims that there were no going concerns are raised in the auditor report. The banking crisis has also led to inevitable reform of the financial sector with several mergers and acquisitions taking place and the demise of some well-known financial institutions such as Northern Rock, which was taken over by Virgin Money. As a result, it is evident that banks should be included as part of the interview process for the purpose of this research. 

Academics 

In addition to the bankers, the auditing academic professionals are also chosen to be part of the data collection process. While literature and articles are valuable and contribute to the ongoing debates surrounding this research, not all information is however available from the articles. It is therefore pertinent to obtain the most updated version of events from practising academics. Although academics are not directly engaged with the auditing practices, nonetheless, they have a role in influencing the accounting and audit profession and education. In addition to providing advice for government steering committees and auditing firms, they also educate future auditors as well as present auditors. For this reason, it is deemed essential to include both accounting and auditing academics as part of the primary data collection process. Together with their professional work experience, academics in these subject areas also possess theoretical knowledge which may contribute towards the overall aims and objectives of the research. In determining the suitability of the academic, three criteria shall be utilised. 
Firstly, the chosen academics must have previously, or at present, lecture on the subject area of auditing, the reason being that they will be able to appreciate the research area within the auditing industry and provide information relevant to the research. Secondly, they should be current researchers in the field of accounting, with specific knowledge in the auditing sector. Consequently, they should have up to date understanding and development of the auditing market which includes the reforms in this area. For instance, this includes changes within rules and regulations in the auditing industry. These two criteria will ensure the accuracy of the information from the interview participants and assist in enhancing the richness of the data. The third criteria require the academics to demonstrate that they have previous work experience in small and medium accounting firms. Together with their practical work experience, lecturing and research experience, they would be able to provide valuable information for this research. In view of the fact that academics do not directly engage in the current audit practice, their views on the research phenomenon are considered to be impartial, which is vital as their objectivity would ensure a robust and unbiased result in contributing towards the main purpose of the research. 
Auditors
As this research is focusing on the core issue of auditing reform as part of enhancing the audit quality, audit professionals shall be included as part of the interview process since they are service providers. Audit professionals would have good understanding and opinions on the current auditing practice and concerns over the proposed auditing reforms by the European Commission. In order to obtain different views from auditing professionals, they will be selected from small and medium audit firms in addition to the Big 4. It may be the view that different auditors representing big, small and medium auditing firms would view the current audit system differently and the outcome could potentially be different. This shall enable the author to take objective view of the key issues existing in the industry. As explained later, the choice of auditing professionals shall only be limited to individuals within the managerial roles in the firm. 

Audit Regulators

Lastly, this research also acquires auditing regulation bodies’ opinion. The numbers of the auditing regulation bodies have increased in recent years and we have seen unprecedented regulatory change in the UK and throughout the EU audit market. One of the most significant reasons was attributed to a series of financial crises and reoccurrence of auditing scandals which took place post Enron scandal and the 2008 financial crisis; which prompted the regulators to intervene in the audit market following high profile audit failures and scandals. A typical example would be the creation of the “Sarbanes Oxley Act” in the post Enron crisis in the year 2000, and mandatory audit tendering which was introduced by the European Commission, subsequently passed by the European Parliament in April and came into force in June 2014. This latest change requires FTSE 350 companies to put their statutory audit out to tender at least once every ten years. It is therefore evident that auditing regulation bodies have played an important role in helping and maintaining the quality and standards of the audit. 

In the UK, the FRC is the independent regulator that oversees all UK statutory audits and inspects firms conducting major audits. The FRC is also responsible for setting standards for corporate reporting, audit and actuarial practice and monitor and enforce accounting and auditing standards. In relation to the audit and assurance practice, the FRC sets high quality standards and guidance for listed companies and other entities for the aim of supporting investors, market and public confidence in financial and governance stewardship. As part of this research involves evaluating and examining practical methods to develop the audit services in the long run, it is therefore pertinent to include the regulator’s opinion. In addition, the regulator can provide views on the current auditing practice and regulations that would contribute towards the understanding of the feasibility of audit reform for the current auditing industry. After all, regulators appear to have zero tolerance for audit failure to reoccur, and not least to mention that the regulators have years of experiences in dealing with the rules and regulation in auditing, and also actively collaborates with standards-setters from other countries in order to promote and achieve the high quality of the audit and assurance services. 

Overall, the sample of interview participants involved four different professionals and industries. This particular heterogeneous data collection method enables the research to obtain representative cross sector views which add to the richness of the research, and most importantly, ensure the research findings produced are impartial. 

3.5.3 Justification of interview participant numbers
In addition to the explanation of method of choosing interview participant approach for this research, it is also essential to justify number of participants for the research in ensuring the reliability and validity of its findings. As a result, this section aims to examine, consider and justify the number of participants taking part in the interview process. There are two methods which can be deployed here, namely, probability or non-probability methods. Probability methods involves the calculation of probability, and it is more complex and time consuming compared to non-probability techniques. In general, probability methods select its participant randomly and this approach naturally dismisses the essence of the purposive method where the research participants are chosen based on the researcher’s own subjective judgement. Consequently, probability is deemed as an inappropriate technique for this research. Relating to the research, purposive methods target a specific group of participants, which requires the participant to possess professional knowledge in the field of auditing. Randomisation of the research participants will affect or reduce the reliability and credibility of the data obtained. In addition, Saunders (2012) explained that probability sampling is more likely to be driven by a positivist epistemology and quantitative research whereas non-probability technique is associated principally with the range of non-positivist epistemologies and qualitative research, being based on judgement rather than statistical probability. This statement further justified the use of non-probability method of choosing interview participants for this research.

Unlike probability approach, there are no obvious rules in regards to non-probability. Saunders (2012) for instance suggested ‘there is very little advice regarding the likely numbers of participants needed’ and that ‘sample size is dependent upon what we need to find out, what will be helpful, what will have credibility and what we can do within the resource we have available’ (Patton, 2002). Consequently, it may be surmised that there are no obvious rules suggesting a suitable number of participants when one is utilising the non-probability method as long as the sample size is ‘not so small as to make it difficult to achieve data saturation ... (or) so large that it is difficult to undertake a deep, case-oriented analysis’ (Onwuegbuzie and Collins, 2007). Therefore, it is evident that different authors have differing opinions regarding the minimum number of interview participant for qualitative research, and it is difficult to determine appropriate minimum numbers in advance. Furthermore, the criteria in determining the appropriate participant numbers can be quite ambiguous and varied. In fact, in many successful qualitative researches, the participant numbers which are used to support convincing conclusions varied according to different circumstances. 

In the most recent literature, Bryman and Bell (2015, pp.436-437) have suggested that the orientation of the researchers and the purpose of the research will be a significant factor in deciding the number of participant. Regardless of the large or small participant numbers, the key factor is whether the chosen numbers could be fitted for one’s research objectives. For the auditing research, it is pertinent for the researcher to have control over the selection process, in terms of the individuals to be interviewed and to ensure the inclusion of important actors within the auditing industry. Although this might result in greater selection bias, as this research primarily concerns the area surrounding the auditing industry, and in particular audit reforms. Therefore, with a carefully scrutinised non-probability method, this will assist in achieving the robustness of the data collection and subsequently eliminate the issue of the selection bias for this research. Factoring in the nature, aims and objectives of the research, the heterogeneous data collection from various identified parties will be adopted with a total number of 32 interviews conducted as part of the data collection process. 
Table 3.4: Purposive Interview Participants 
	
	
	

	Banks
	No. of Participants
	Jobs Position

	Lloyds
	2
	Branch manager and Business banking manager

	RBS
	2
	Branch manager and Business banking manager

	HSBC
	2
	Branch manager and Business banking manager

	Virgin Money
	2
	Branch manager and Business banking manager

	Academics
	
	

	ARU
	2
	Auditing lecturer & researcher

	Essex university
	2
	Auditing lecturer & researcher

	City of London College
	2
	Auditing lecturer & researcher

	Big 4
	
	

	Ernst & Young
	2
	Senior managerial staff

	PWC
	2
	Senior managerial staff

	KPMG
	2
	Senior managerial staff

	Deloitte
	2
	Senior managerial staff

	Non-Big 4
	
	

	Second tier
	2
	Senior managerial staff

	Second tier
	2
	Senior managerial staff

	Second tier
	2
	Senior managerial staff

	Second tier
	2
	Senior managerial staff

	Regulators
	
	

	FRC
	2
	Committee member

	Total:
	32
	


Overall, the interview participant involved several different groups and industry cross from investors, education sector, banking sector and auditing industry sector which include the regulatory bodies. The rationale for choosing these sectors of interview participants would ensure the generation of in depth data in addressing the core research questions and objectives. At the same time, this also serves to increase the validity and reliability of the data generation. In addition, this particular organisational method of spread of interviewees would enable the research to obtain a representative cross sector views which would add to the richness of the research. 

Following the above, conducting interviews as means of obtaining qualitative data ensure that the depth of information can be fully explored and these provide insights into the appreciation and help to understand the experiences faced by individuals. This is particularly useful to the nature of this research which requires a full investigation into the operation within the auditing industry. Due to the complexity and the sensitivities which might be associated with the research, the researcher decided that the interviewees should give sufficient time to respond to the questions they were being asked. As suggested by (Maykut and Morehouse) 1994, it is necessary to provide the opportunity for a discourse between interviewer and interviewee which move beyond surface talk to a rich discussion of thoughts and feelings. 
Hence, in order to explore and capture the wealth of information from the interviewees, two interview techniques were adopted during the interview process. Firstly, sufficient time would be afforded for each interview in order to build up the rapport between the interviewer and interviewees. Secondly, because the nature of the semi-structured interview technique offers both interviewer and interviewee the freedom in asking and answering the questions, for this reason, there was no over reliance on the pre-prepared interview questions. Instead, some of the pre-prepared questions were served as guiding purposes, additional clarification questions were ask which were relevant to the research subject. Specifically, the nature of the interviewee’s answer has directly influenced the direction of the interview should take next. As a result, the pre-prepared questions were used as an aide memoire (Burgess 1984) to ensure that most of the relevant and similar issues were covered during the interview. The adoption of aide memoire technique has facilitated the generation of both quantity and quality of data with the interview. 
Throughout the entire interview processes, the interviews were recorded subject to the consent of the interview participants. At the same time, additional notes were also taken to capture the details that the recorder was unable to do so. The typical example is the interviewee’s body languages, emotion and the way they answered the questions which are useful when it comes to transcribe and analyse of the interview data. Although the process is time consuming, however, the procedure of recording has become one of the most important technique which allows the researcher to conduct repeatedly examination of the interview’s answers, and it would be very useful when it comes to analysing of the data. In relation to the small number of interviewees who refused to be recorded, only notes were taken during the interview, and shown to the interviewee to evaluate the accuracy at the end of each section. 
Lastly, in considering the ethical aspect, the nature of semi-structured interview technique has inevitably result in direct and or/indirect contact with participants. In order to manage ethical risk issue appropriately, this study has carried out several ways in accordance to the Anglia Ruskin University’s Research Ethics Policy. First of all, an information sheet regarding to the purpose of the research and other relevant information was sent to the interview participants prior the interview began; secondly, participant consent form were also sent, and signed by the participant indicate their awareness. This entails the rights available to the participants and amongst others. It was made clear that participants have the right to withdraw at all times, be it prior to the scheduled interview or at any time during the interview process. Last of all, assurances were also given that the anonymity of the interviewees would be preserved. Subject to the express intention or approval of the participants, any statements made by the participants during the interviews will not be linked back to the person or organisation in the research project.
3.5.4 Secondary data collection

The preceding section has outlined the interview as the primary data collection method. Undoubtedly, this research will mainly focus on analysing primary data in order to obtain findings to answer the research questions and address the objectives, however, it is equally essential to examine the usefulness and contribution of the secondary data in this research. One may argue that secondary data does not provide the up to date knowledge and may not necessarily in relevant to one’s research topic. It is true to some extent; however, it also depends on the nature of the research topic. As Wilson (2014) argued, most research begins with secondary data analysis…in some case it can be used exclusively within a research project. In addition, Saunders, Lewis and Thornhill further suggested the importance of using secondary data in research where research students are increasingly expected to consider undertaking secondary data analysis, as it might help to contribute to additional or different knowledge. The secondary data may also assist in validating or providing the platform for further discourse on the subject areas. Therefore, it can be argued that the use of secondary data collection shall be relevant to this research.   
Secondary data, as the word suggests, is a data that have been collected by someone for some purposed, and which have been documented or archived ever since. With reference to (Wilson, 2014), he explains that: “Secondary data include everything from annual reports, promotional material, parent company documentation, published case descriptions, magazines, journal articles and newspaper reports to government printed sources”. Each type of the secondary data usually can be accessed from university library or internet. Usually, the secondary data are collected for specific purposes, in this research the secondary data has been used effectively through internet for the purpose of answering the first part of the research questions. A good illustration of this includes the speech given by Michel Barnier, the EU Commissioner for Internal Market and Services’ on “The Audit Reform-Impact on Investor” on 26th of March 2013 which was subsequently recorded and reviewed. 
In addition, conferences involving the issues surrounding auditing and financial services reform are aplenty, and most of this information would readily be made available from the internet or specialised search sites such as Google scholar and other educational databases. As a result, this facilitates the researcher’s ability to obtain reliable and credible viewpoints, and for instance, the past and present audit industry’s reports and in particular, comments resulting from the EU Commission’ robust audit reform proposals which as mentioned, are pertinent for the part purposes of the research. Following this, the method of collection information via various databases   would assist the researcher to investigate, critically evaluate and be able to clarify and help to answer the research questions such as the policies and audit reforms that has been considered to stabilise and provide assurance to the financial market. At the same time, it would enable the researcher not only to gain in depth understanding of the core obstacles involving the research but to ultimately achieve the overriding objectives in achieving meaningful and feasible audit reforms which is the core research question for this research. To use secondary data effectively would inevitably complement the need and effort to carry out primary research for some of the research questions and objectives.
In addition to the electronic databases, conventional methods such as accessing hard journal articles (which include e-journals) and previous published research books which are relevant for the research would also contribute to the data collection and analysis. In relation to the use of secondary data, previous researchers have synthesised some of the disadvantages and disadvantages. For example, Saunders, Lewis and Thornhill opined that the advantages of collecting secondary data are quite obvious when comparing to primary data. First of all, the use of secondary data is much less expensive than collecting the primary data yourself. This argument is also echoed by Ghauri (1948) and Gronhaug (2005) where they argued that for many research question and objectives, the use of relevant secondary data will save researchers substantial time and with little or no cost. In addition, as the data have been collected and made available, the researchers are able to assign more time on the other segment of dissertation, such as organising, analysing and interpreting the data. Another crucial advantages of collecting secondary data is that it would assist the researcher to avoid the ‘obtrusive situation’ from happening, because the secondary data have been collected which provide an unobtrusive measure within organisations (Saunders, Lewis and Thornhill, 2012).  Last but not least, by collecting secondary data would also increase the opportunities to discover unforeseen knowledge and theory, as different researchers have different thought and perceptions in analysing and interpreting the data.
It is also envisaged that the research would further benefit by conducting research on secondary data, in addition to the primary research method. Firstly, the process of collecting secondary enable the author to get more familiar with the past and present knowledge of the auditing environment/industry, terminologies and theories, subsequently, the author utilised the knowledge as a basis to collect primary data in order to support the findings. Furthermore, as indicated by Wilson (2014), secondary data can be compared with the primary finding…by comparing primary data and secondary data, it would enable the researcher to determine the extent to which you agree or disagree with existing studies. Additionally, workings with secondary data also provide the author the opportunities to ensure accurate and appropriate primary data collection, especially when it comes to the designation of the semi-structured interview questions, firm foundation of the secondary data knowledge will help to maintain the integrity in collecting the primary data.          
Although the process of collecting secondary data has brought numerous benefits to this research, however there were also some disadvantages accompanied during the research process. One of the major defects in collecting secondary data is that the data being collected sometimes does not match the need of one’s research objectives and research questions. For instance, Denscombe (2010) explained that secondary data will have been collected for a specific purpose that differs from one’s research questions and objectives. Therefore, some of the data being collected might not achieve the initial goal. Nonetheless, the issue of irrelevant secondary data to the research questions or objectives being collected can be solved by collecting the primary data instead. In other words, when the secondary data does not match the need, and there were no alternative sources of getting relevant secondary data, then most likely the research will be required engaging in primary data collection. For example, this research will mainly focus on analysing and interpreting the primary data through semi-structured interview in order to address the specific issues of the current auditing industry. Secondary data will only be used as a supplement when addressing the core research question in this research.   
The other main disadvantage has encountered during the secondary data collection process was difficulty of accessing to ideal secondary resources. Due to the commercial or confidentiality reason, gaining access to accounting firms’ decision reports and operation policies for the period before and after the financial crisis in 2008 represent an the major obstacles when collecting the data. This may further be excavated with some resources requiring payment or cost in order to access to the required information, which might not be ideal.  It is also worth noting that, although some of the data have been made available from government’s reports or daily newspaper, the data do not always appear to be reliable. As Saunders, Lewis and Thornhill (2012) argue that: secondary source that appear to be relevant at the first may not on closer examination be appropriate to one’s research questions or objectives. Therefore, it is necessary to consider the sustainability and suitability of the secondary data resources. 
In closing, this sub-chapter has explained the interview as the main method in acquiring the primary data for this research. The researcher has also identified and justifies, within the remits of the research, the preference of utilising semi structured over structured interviews. Prior to the interview process, a set of semi-structured interview questions were carefully designed in accordance to the objective of this research, and the suggested list of interviewees were also discussed with the research supervisors, and were chosen based on their relevancy to the accounting profession. Where semi-structured interview is being used to collect the primary data, the use of secondary data is also important as means to collect and enhance the knowledge of the subject area, and at the same time help to clarify part of the research questions and objectives. Although secondary data have its own advantages and disadvantages when incorporated to the research, however, a careful integration of secondary within a research would increase the reliability of primary research findings. For example, Wilson (2014) indicated that if one’s primary research finding support and match the view of some leading authors or researcher in his particular subject, which would be possible means that the research outcomes are likely to be well founded and credible. The next sub-chapter will consider the techniques of data analysis which being apply into this research.   
3.6 Data analysis techniques

Previous sub-chapters have outlined and explained the methods of data collection, and type of data being collected for this research. This sub-chapter aimed to explain the techniques of data analysis being utilised in this research. The data analysis techniques formed the last part of the Honeycomb of Research Methodology. It is the most important step in research process. Appropriate and logical data analysis techniques would ensure the raw data are processed and present in accordance to the research objectives.  However, before going further to explain the data analysis techniques in detail, it is crucial to distinguish the difference between qualitative data analysis and quantitative data analysis. Typically, it involves specialised software such as SPSS (Statistical Package for the Social Sciences) when carrying out the quantitative analysis. In quantitative analysis, the information obtained from the participants were analysed and presented in numerical form. For example, researcher usually need to summarise and present quantitative data using tables and graphs, follow by describing data with suitable statistical method, and then examining the relationships between the variables. Whereas, with qualitative analysis, the first step usually starts with data reduction, follow by data display and conclusion (Miles and Huberman, 1994). Another key distinction differed from quantitative data analysis is that there is no definitive approach to carrying out qualitative data analysis (Wilson 2014).
As indicated above, the differences between these two data analysis techniques are quite apparent. Nonetheless, as mentioned in the earlier sub-chapter, this research adopted inductive approach, followed by qualitative research strategy, therefore, the data to be analysed primarily involved spoken word, written text which are categorised as qualitative data. In relation to the qualitative analysis, numerous definitions have given by previous authors. For example, Gibbs (2005) defined qualitative data analysis as processes and procedures that transform the qualitative data which have been collected into some form of explanation, understanding or interpretation of the people and situation which were being investigated. Another classic definition was given by Barney Glaser, who also developed the Grounded Theory. Within the context of grounded theory, Glaser defined the qualitative data analysis as any kinds of analysis that produces findings or concepts and hypotheses which are not arrived at by statistical methods. In short, qualitative data analysis technique can be defined as the process of organising non numerical data which have been collected into different categories or themes, which in turn, can create rich understandings and theories.  
It is commonly agreed by researchers that there is no one precise way to analyse the qualitative data as there are several common approaches are available to the qualitative research. For example, one of the famous approaches to qualitative data analysis involves Grounded Theory which was developed by Barney Glaser and Anselm Strauss. Another approach includes Narrative Analysis, Discourse Analysis, Content Analysis and Visual Analysis (Wilson, 2014). These demonstrate the differential approaches taken by different authors and this is worth appreciating in the light of this research. The choice in approaching qualitative analysis largely depends on the individual’s research topic and the purpose of the study as well as individual preference. This argument is supported by (Wilson, 2014), where he suggests that the approach of qualitative analysis that you adopt often comes down to personal preference. Nevertheless, this research adopted thematic analysis as the main method for analysing interview result. Within the thematic analysis approach, it consist several rational and easily understandable analytical steps, the following summarised the steps to be used in this research. 
· Transcribing interview data

· Reading and generating categories, themes and patterns from the transcribed data

· Interpreting findings by analysing the common themes, and the connection between each common theme

· Writing the conclusion

For example, in this research, semi-structured interview are conducted as a means to obtain primary data which involved 32 participants ranging from banking, education to auditing sector. Within each profession, these are further sub-divided into different segments. For instance, the banking industry was divided into three groups in accordance to their primary type of business activities, which includes retail bank who mainly deal with individual customers and small business; business or commercial bank which provides services to small and medium business; and investment bank who mainly deal with large corporation for providing capitals. A total number of three interviewees were chosen from each of the banks respectively.  In relation to the auditing industry, unlike the banking industry was divided by its daily activities, the auditing profession was divided into three tiers according to its company size and market share. 
For instance, in tier one include ‘Big 4’ multi-national accounting firm who dominate most of the global auditing market, and 90% of the UK’s largest listed companies; tier two medium accounting firms who only compete in the domestic market; and tier three ‘small’ accounting firms who mainly deal with small and local businesses. Within each tier, four audit professionals have engaged with the semi-structured interview process. During the course of interview, a total of 20 questions have been prepared and answered by the interviewees. The process of interview took forty five to one hour for individual interviewees, which have generated reliable and credible answers and feedback. In view of the flexibility of the semi structured interview method, some answers provided by the interviewee’s were examined further with additional questions which is not only relevant in addressing the research topic, but also to identify the key themes and trend emerging from these answers. These shall be discussed later.
In order to analyse this large amount of raw data, the first step is to transcribe the verbatim answers from the notes and recorders. This particular process is immensely time consuming, and considered to be one of the most important steps during analysing interview data. Merriam (1988) explained that: “the recorded interviews were transcribed verbatim by the researcher on the grounds that the verbatim transcription of interview provides the best data base for analysis”. Further to this statement, the other important benefits of transcribing verbatim from the recorder would enable the use of quotations for this research. This is useful, because some of the statements made by the interviewees carry a remarkably rich meaning. On the other hand, it is believed that any inappropriate or imprecise transcribing may result in the discrepancy of the true meaning by the interviewees. Or, the research is likely to be prejudiced if the researcher only transcribing the section which seems to be relevant. Additionally, as suggested by Wilson (2014), changing or alter the wording used by the interview respondents may also result in the clarity of the answers being lost. Therefore, tremendous efforts have been undertaken after the completion of semi structured interview process, ensuring the rigorous transcription. 
Once the data transcribing process are finished, the next step is to organise the data. In order to organise the data in a systematic manna and manageable form, this research has undertaken several steps to achieve the objective. Firstly, the transcribed data were broke up into three segments in accordance to the interviewee’s profession, for example: academic, banks and audit professionals. Each of the segment’s transcripts were organised independently and saved individually in the computer files. This is because the interviewees are come from different professions, and their answers are more or less link to their build up experience within their profession. Therefore, it is believed that the processes of separating interview transcriptions into group would ensure data organisations are consistent and rigorous. Most importantly, it also provides opportunities to conduct comparative analysis of the data between these three professions.  Once the data are divided, organised and saved in place, another essential step taken place during the analysing process involve reading through each segment’s transcripts repeatedly in order to become familiarise and comprehensive with the data. No doubt, this process is extremely tedious, however, as suggested by Wilson (2014), ‘reading and rereading will help to identify patterns and pattern in the data…and it is an essential part of the qualitative analyses’.  
Thirdly, as the reading and rereading process enhance the familiarisation with the transcriptions, the next important step involves identifying key words or key theme of the data. This process is particularly important as it provides the opportunities to fracture the raw data, and this is where the new categories and subcategories can be identified. For instance, as mentioned earlier, each of the semi structured interview questions are linked, and reflect on the research questions and objectives. Use this as a start point; a numbers of key words were identified from each interview questions, such as value, satisfaction, changes, measurement, feasibility of reform and challenges in reform. Subsequently, the data are reorganised and fit into different key wording for further analysis. The main aim of identifying the key word is that it helps to rearrange the raw data into categories which would facilitate the comparison of data within and between these categories which will assist in the development of theoretical concepts (Strauss, 1987 cited in Wilson, 2014, p.258). Additionally, by identifying the key theme of the interview data would also enable the author to maintain the focus on the subject area, as well as ensuring its relevancy to the research questions and research objectives. Lastly, as the process of data transcribing, reorganisation and identifying key theme were completed, the next stage involved interpreting findings by analysing the common themes, and the connection between each common theme. The outcome will be used to support and possibly answer the research question, which will be explained in detail in the findings chapter. 
3.7 Conclusion 

The focus of this chapter has mainly concentrated on the methods used in order to guide the research. This chapter commences with the justifications behind the importance of having research methodologies in general business research, and specifically, in relation to this research which seeks to examine the causes of audit failure and post reforms introduced by the European Commission and its subsequent reception into the auditing industry. For the purposes of the research, both ontological and epistemology theories have been utilise due to its relevance – in that ontological approach assist in finding out the truth while the latter is useful in terms of the methods in acquiring or confirming the truth. In justifying the use of these concepts, the researcher has considered other conceptual methods; and more importantly, various literatures in relation to both ontological and epistemology stance. These are well suited for the research of such magnitude in that a critical examination of the problems or causes of the financial crash should not only surmise the part attribution to the auditing profession or industry, instead the actual causes or the role played by the auditing industry towards the 2008 financial crash. The latter in itself may be discovered by means of employing the epistemology concept. 

Recognising the need for an in-depth understanding of the conceptual model surrounding the concept of ontology and epistemology would not be suffice, subsequently, it has been established that the combination of both subjectivism and objectivism will be pursued within this study, and support by interpretivism. Both subjectivism and objectivism serves as means to complement the conceptual groundwork undertaken. As a matter of illustration, the subjective view would establish and provide background studies in relation to the primary role, past and present in the auditing industry while objectivism would entail the actual truth within the auditing industry. 

The identification of conceptual theories, together with the application of research philosophies enable the main research framework of this study to emerge. It has also assists the researcher to design the appropriate research approaches for the purpose of the research. The core aims and objectives of the research do not seek to develop a hypothesis based on an existing theory which suggests the use of deductive approach; but rather the research overarching objectives and series of questions aim to appreciate and examine the causes of the financial crisis, which led to the study of auditing reforms in order to regain the confidence in the market. In terms of building a crucial understanding into the areas involved, it necessitates the researcher to ‘observe’ the events and developments which in turn relates back to the nature of this research, in its attempt to identify methods, and if any, recommending further potential reforms to the existing audit reforms. As a result, this alludes towards the utilisation of the inductive approach. 

Therefore, this naturally justifies the core research strategy, which is by means of qualitative method which enables the researcher to obtain large amount of meaningful and relevant information for purposes of the research. It is worth adding that the deductive approach links in with the use of quantitative method and the latter is not utilised for the nature of this research. There are many methods within the qualitative means which may assist the researcher in gathering information. This research has identified archival, case study and interviews as the appropriate methods, not only in terms of collecting data, but essentially, also where it comes to data gathering. 
While archival and case studies provide the backdrop to understand the subject areas, interviews as a technique allows for the researcher to collect relevant information in relation to the auditing reform, which would then ultimately assist in building up the theoretical recommendation for improving the auditing profession as well as to regain confidence in the financial market. It is worth noting that in fully utilising interview as a method, the researcher gathers the data by means of semi-structured interview technique. In addition, considerable amount of secondary qualitative data have also been acquired through the use of university library, internet, newspapers and journal articles. In surmising, these strategies would, in researcher’s view assist in collecting both primary and secondary data for the requirement of the topic areas. 

While the above has identified interviews as the primary method in collecting information, it would also be pertinent to identify the list of proposed interviewees. In relation to the interviewees, they are represented from different professions from educational sector, to banking and certified public accounting firms. These cross organisational interview process were conducted for the purpose to obtain a representative view in order to add to the reliability, validity and value of this research. Among the 32 interview participants, majority of them agreed to be recorded on the actual conversation during the interviews. Moreover, the interviewees have also been given the assurance that the anonymity will be preserved. This information have been stored and utilised where appropriate, in terms of supporting and substantiating the findings of this research. As such, and in conformity with the ethical values, any specific requests for anonymity shall be observed if the interviewee requests so. 

In conclusion, this chapter has considered the fundamental theoretical and applicability of different research philosophies, approaches and the extent to which these are linked with the overall research methodologies. The selection of research approach, strategy, design, data collection and data analysis method are in a systematic manna, which is designed to assist in achieving the core objectives, as well as answering the questions posed in this research. Subsequently, the next chapter would consider and critique the findings for the research.   

This approach is design to enable the research to fully investigate the current relationship between major banks and financial institutions and the auditing profession and to provide alternative scenario in which a broader representation of the auditing industry can be employed to help re-establish confidence in the sector. This will provide a new contribution to knowledge in this important subject area, considering different ways in which the industry can better regulate this key relationship moving forward.  
Chapter 4 Significance of audit to businesses
4.1 Introduction 

In setting the scene for the research findings and analysis, it is important to revisit the background, aims and purpose of this research. The primary aim of this study is to analyse and examine practicable methods to sustain the auditing profession and ensure its relevance in the long run. 

The main issues involving the auditing industry in the UK and other countries are attributable to auditor’s independence, qualities of audit and the audit market cartel. Although concerns have been expressed about the audit market domination by the Big 4 audit firms, previous literature has not specifically examine the potential mandatory multiple joint audit between one independent regulatory body, one Big 4 firms and the non-big 4 accounting firms as one of the means of reducing audit market concentration. While there has been existing literature surrounding government intervention within the auditing industry in other country, no research has been conducted in terms of introducing government’s own auditor to audit some systematic risk sector, such as banking sectors. 

Consequently, this research has suggested that audit quality and the degree of audit market concentration are closely related issues in that higher audit market concentration would result in a lowering of audit qualities. In improving audit quality, a radical change of the current audit industry is required, either through robust audit reforms to encourage more audit firms to compete in the existing market or through direct government intervention via introduction of government auditors. 

This chapter will consider the importance of audit services for businesses and this includes examination of the confidence level on audit among chosen stakeholders, their perceptions of audit value, as well as the contribution to businesses. Keys themes will firstly cover compliance with the legal requirement, followed by the stabilization of the financial market; and maintaining investors’ confidence and enhancing trust in financial information. These three areas will be discussed in separate sub-chapters. The research also address the first research question – to what extent audit id important in the financial market? The other two research questions will be considered in subsequent Chapters 5 and 6.

4.2 Varied confidence level on audit 
With in depth semi-structured interviews, analysis has produced a pattern which demonstrates the extent to which stakeholders perceive and assess the value of audit, together with its importance. As discussed in the methodology chapter, this study adopts a purposive sampling method in selecting the participants for interview. At this juncture, it is worth noting that the wider stakeholders such as non-governmental organisations, civil servants, journalists and members of the public are not selected for this study due to the requirement for professional knowledge in the auditing sector.  The modified diagram in 4.1 indicates the varied confidence levels each selected stakeholder has and its relationship with the degree of involvement in the audit process. 

According to the most recent research commissioned by the Financial Reporting Council (2014), it concluded that each shareholders group’s confidence level in the audit is directly correlated with their involvement in the audit process. Those shareholders that are closely involved with the day to day process of audit (in my case, the big 4 audit firms) possess the highest confidence with their audit works, and least likely to advocate large-scale structural reform. This conclusion helps to explain the reasons behind the Big 4 accounting firms persistence in lobbying against the provision of audit reforms proposed by the European Commission for the past few years even though the EC has subsequently softened its approach in the draft audit reforms. One has described the continued persistence of the Big 4 as ‘nasty and fierce’. The latter has been augmented by Wadhera, a senior European Commission Official which argues that; ‘the fierce and excessive lobby by the major accounting firms were worse than the reform of banking sector after the 2008 financial crisis’ (Huw, 2012).  As far as the Big 4 is concerned, they perceived the current audit markets as robust, effective and competitive. They were content with the status quo design and existing regulatory framework in the auditing industry. They believe that the audit services which they provided were competitive and relevant based on their expertise, hence not necessitating the need for audit reforms such as joint audit.  

Regulators and policy makers are perceived to have medium involvement in the audit process and that their confidence level in the process of audit is much lower in comparison to the audit firms. This is because regulators and policy makers’ main duties are setting standards and guidance. Their views on this level of confidence that they have in the audit will be low, because they might have some doubt as to whether the auditors follow the standards and procedures, in particular, after the audit failures occurred. 

In relation to the business association, they have medium involvement in the audit process; however, they have direct interest in the output of the audit report. According to the FRC, their confidence level is positioned on a medium to high confidence quadrant with medium involvement. This group is generally satisfied with the current audit structure and the competency held by the large accounting firms. In addition, previous research has shown that too often business management has a cosy relationship with major accounting firms. Due to this unhealthy familiarity with partners, many businesses have the tendency to reappoint the same auditor every year. According to Competition Commission, companies do not tend to change their auditor. In particular, in the FTSE market, where the FTSE 100 have been using the same auditor for more than 20 years (BBC News, 2013) 
	Figure 4.1: Illustration of the relationship between level of involvement in audit and level of confidence in audit. 
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	Source: Financial Reporting Council


4.3 Thematic reviews on the values of audit  

While the confidence level varies according to different individuals, audit work is considered valuable to the company as it provides confidence to different stakeholders. After a systematic coding process, a series of themes relating to the first research question have emerged from the data following thematic analysis. This has also contributed towards the structure for the following sub-chapters as follows: 

· Meeting the statutory requirements 

· Promoting trust of the financial information, to play a role in stabilising the financial market

· Evaluating the financial position of a company
The compliance with legal requirement is one of the elements that relates to the value of all audit exercise. This is a compulsory exercise that has been clearly enshrined in the Companies Act 2006, which also been discussed thoroughly in Chapter 2. “The audit has a clearly identified purpose which is to provide an independent opinion to the shareholders on the truth and fairness of the financial statements that are prepared by the board of directors” according to ICAEW 2008. Owing to the importance of the financial statement, this needs to be verified by a third party that is independent from the company. Once the financial statement has been confirmed to provide a true and fair view of the financial position, this will be disseminated to the interested parties. For an investor, audited financial statements are one of the most important, commonly use sources of information for them to make investment decisions, such as short-term or long-term investment; continued investment or disinvestment in a company. 

For the stakeholders, the audited financial statement is the main mechanism in which to monitor the performance of a company and in making future corporate strategies. The separation of ownership from control, and the different incentives between company directors and shareholders have resulted in distrust by shareholders towards the directors of the company (this refers to agency theory, which has been discussed in detail in chapter 2). With a thorough examination and testing of the financial report by an independent audit, this will enhance the confidence of shareholders in evaluating a company’s financial position and the performance of its management directors.  It helps to promote trust between the company management and its stakeholders, ultimately, contributing to the smooth running of the business, and also contributing to the stabilisation of the wider financial market. The following diagram has also been designed in helping to explain the key value of audit services.
	Figure 4.2: Audit beneficiaries and its key values
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4.3.1 Compliance to the statutory regulation

Compliance with statutory requirement ensure that companies’ financial information are made available to the member of the public. Therefore, respondents perceived that statutory audit contributes to the overall value of audit exercise and also ensure transparency. Statutory audit for business can be defined as a legal requirement by the government to review and examine the accuracy of financial information presented by companies (ICAEW, 2006). In the UK, most listed companies and public sectors are required by law to have their annual financial statements audited by a recognised independent auditor. The purpose of statutory audit is to ensure that the information released by organisations is trustworthy. At this juncture, it is imperative to refer to the historical development of the statutory audit, and the reason behind the continuous enactment of the audit requirements which can largely be found under the Companies Act. This is aimed in assisting readers to understand reasons behind the need to comply with statutory audit requirements, and the extent to which it may add value to stakeholders. Indeed, the justification for audit and compliance has crucially been echoed by the results of interviews conducted with respondents. This shall be considered and analysed later in this sub-chapter, and more importantly, provides answers to the first research question. Prior to this, the following section will briefly provide the key and influential evolution of the statutory audit. This will then be followed with the important points made by the interviewees during the interview.   

In the UK, the earliest compulsory audits for most companies (Banks were then the exception to the rule) were introduced in the Companies Act 1900(UK Competition Commission, 2011). At the time, the aim of the legislation was to prevent fraud where it relates to the formation and management of companies. Since then, the Companies Act has been revised and amended over time in order to meet the challenges of the fast changing business environments and audit requirements. Some of the changes within the Companies Act were also motivated by corporate scandals, for example, the dramatic failure of Banks of Credit and Commerce International in 1991, where Robert Maxwell stole more than £400 million from a company pension scheme; and the Polly Peck scandal in early 1990 which resulted in the owner avoiding prosecution and fleeing to Northern Cyprus.  

At the same time, the auditing and reporting regime had also been revised over time based on past experiences with the aim to improve its quality and reporting standards. The amendments are similar to those that prevent fraudulent auditing practices and to ensure the accuracy of the financial information. Since the 1930s, the UK government took a number of steps to enhance the relevancy of audit activities. For example, based on the infamous financial scandal of Royal Mail Steam Packet which involved falsification of a trading prospectus, the Companies Act 1947 explicitly laid out that non-disclosure of financial activities in an audit report was not compatible with the accounts giving a ‘true and fair view’ as the Act required (UK Competition Commission, 2011). The auditor was also required to be a member of one of the professional bodies recognised for this purpose and was given a number of rights and duties which would support independence and enable the discharge of the audit function (Power, 1997). Following this, the Companies Act was enacted several times (including Companies Act 1948, 1976, 1981, 1985, 1989 and 2006) in an attempt to enhance the quality of audit during each period. 

Following the biggest accounting scandals that took place in the early 2000s in the US, which resulted in the collapsed of the Enron Corporation and the eventual closure of Arthur Anderson, additional measures were introduced. The case raised some concerning issues regarding the auditors’ independence, the integrity of financial statement and the effectiveness of the independent regulatory bodies that supervise the financial reporting process. In the US, the government introduced the Sarbanes-Oxley Act 2001, imposing additional legal requirements on existing auditing practices. In response, the UK government took series of measures in order to restore public confidence in its own financial reporting. For instance, in 2002, the UK government undertook several reforms in its accounting, auditing and governance regime in response to Enron and other corporate failures because of concerns with the quality of financial reporting, and the effectiveness of the audit process. (Sulaiman, 2011)

In the following year, the UK Companies Act 2006 placed new requirements on the five recognised supervisory bodies (Institute of Chartered Accountants in England and Wales; Institute of Chartered Accountants of Scotland (ICAS); Associated Certified Chartered Accountant; Chartered Accountant Ireland (CAI); and the Association of International Accountants) of auditors by making it a condition of recognition that they participate in independent arrangements for setting auditing standards relating to professional integrity, independence and the setting of technical standards. Unlike the US which introduced legislation in combating fraudulent practices, the UK government delegated the responsibilities to various professional bodies in ensuring compliance, in addition to enhancing the corporate governance framework. 

The development of the statutory audit requirement (under the Companies Act) and other compliance mechanisms were therefore introduced as a consequence of key events such as fraudulent practices within the auditing industry and a series of financial scandals which tarnished the reputation of auditors while questioning their legitimacy as a respected profession. The primary purpose in fulfilling the statutory requirement and appropriate compliance framework is aimed at ensuring the performance and quality of the audit. Crucially, this should offer reassurance to company shareholders that the business activities are in compliance with the corporate governance framework. Independent audit needs to ensure that the financial statements are prepared in line with the regulations set by the relevant professional bodies. At present, the Companies Act 2006 is more detailed and has improved in comparison to its predecessors reflecting the need of present stakeholders in ensuring that audits are conducted professionally. Although the Companies Act 2006 governs general auditing practices in the UK, most of its provisions are and have been delegated to professional bodies in order to monitor and ensure compliance by the parties in question. 

This provides justifications for the existence and continuation of auditing practices although inevitably, it has to be regulated by both legal and regulatory means. This also emphasises the point that not only is audit important in itself, but the value that it brings to all the stakeholders involved. This has also been the primary reason given by respondents who participated in the research. For instance, one participant from the academic group commented that 

‘One of the obvious values which audit has brought to organisations is statutory audit… the Companies Act 2006 clearly outlines the requirements for both private and public companies to have their financial statements audited by an independent auditor’ 

Another commented that, ‘In the UK, all registered businesses, except small businesses are required to undergo statutory audit of their financial statements. An independent statutory audit will ensure the specific requirements set by the government are met. By satisfying the law this will also convey the message to all stakeholders that the business is running appropriately, free from fraud, and any other potential deliberate wrongdoing which might harm the interests of shareholders and other stakeholders’ Lowenstein. 

These statements supported the well-established notion that audit is part of the legal requirement which needed to be followed. However, it is worth examining the statements further. Both participants have indicated that businesses have to perform audit on the financial statements. It can therefore be suggested that audit is not only seen as a necessity due to legal or regulatory imposition, but can also translated into justifying the importance of audit as a tool for ensuring the company accounts are accurate and reflect the actual performance of the company. This can also be cross referring to the comprehensive review section which provided in-depth analysis on the reasons behind the need for audit. Lowenstein has also argued that audit, through legal compliance shall prevent any potential of deliberate wrongdoing which might harm the interests of shareholders and other stakeholders. Taken in a wider context, this again demonstrates the reason why audit is important – the non-existence of audit practices, even in the presence of statutory requirement, might result in unfair advantages taken against parties who are not well versed with the auditing industry. This further reinforces the idea of the existence and continuing role played by auditing firms.

The participant from the academic group also pointed to the value that is attached to auditing practices. A similar position has been echoed by other participant although there was no direct mention of value in his statement. By ensuring that businesses are operating free from fraud and any deliberate wrongdoing, these are the key values that audit bring to the stakeholders. The other participant has mentioned, ‘Audit is required by the law in the UK, specifically under the Companies Act 2006, which lay down specific criteria regarding all aspects of auditing … statutory audit is to report on the reliability of the financial information prepared  by the company’. This participant has also, by virtue of the statement, alluded to the key value which audit may bring. In this case, it refers to the viability of the financial information which can be used by the parties or stakeholders, either for purposes of investment or company records. In summing up, it is clear that the interviewees have been honest in justifying the continued role of audit, together with the overall value it brings to all the stakeholders as with compliance with the law and other regulatory mechanisms.  

The above review from interview participants cannot be clearer in clarifying that performing an audit is part of legal requirement. By conducting statutory audit, this will ensure the requirements set by the government are met. Different industries or sectors are governed by different auditing rules and regulations. Employing experienced independent auditors to conduct statutory audit is vitally important for businesses. Tilly suggests that auditors who specialise in a given sector can offer advice in relation to how the potential changes of statutory requirements might affect the industry where it operates. They would also be able to suggest a range of possible actions for the business to be implemented in the future in order to meet the additional compliance requirements Baker Tilly (2012). 

4.3.2 Stabilization of the financial market

In general, the majority of participants agreed that audit services are meant to be an independent examination of companies’ accounts. It is a technique for ensuring that companies’ financial activities are being carried out correctly and in accordance with the relevant rules and regulations. Independent auditors act as assurance providers who report on a company’s financial statement. It also provide an independent examination and evaluation of an organisation’s financial account and position. By looking into the details of a company’s financial statement, auditors aim to provide greater confidence in the information provided by directors of a company through the production of an independent report.  
In seeking to investigate and analyse the extent to which audit professionals have contributed to the stabilisation of the financial market, it is important to appreciate the justification behind the continue need for audit. As discussed in Chapter 2, one emphasis has been on the developments of audit, looking at aspects such as the demand and supply; and agency theory. Studies have also examined the modernisation of Company Law, where it is firmly stated that audit is part of legal requirement. 

Soltani (2007), in her early study of importance of accounting and auditing, mentions that ‘high quality financial reporting is essential to maintaining a robust and efficient capital market system’. She further states that: ‘a highly liquid capital market requires the availability of transparent and complete information so that investors and lenders can make informed decisions as they allocate their capital among competing options’. 

Here, soltani highlighted the importance of transparent and complete information to the market. Successful investment decisions depend on the quality and reliability of information provided. Reliable financial information is also important for the growth of business and sustained success. For example, in the basic model of finance, banks will not lend to a person who would like to obtain a loan to start-up or expand their business without sufficient information to convince the lender that their capital will be returned. In addition, the interest rate for borrowing will be set base on the bank’s evaluation of the risk level. As part of the assessment requirement, a business plan and the audited financial statements of a company need to be provided. 

“A high quality independent audit will enhance the trustworthiness of the financial statements, which is vital to banks. As a lender, in dealing with business loan, we normally require the past two years of audited financial statements from the borrowers to be evaluated by our risk assessor before our underwriter makes any lending decision”. 

 “External auditors’ reports reduce the information risk presented in the financial statement. When information risks are reduced, it is more likely to attract new investment…” 

“One of the most valuable benefits about audit is to ensure there is no ‘black hole’ in the financial statements, the experienced auditor will let you know whether the financial statements have been prepared appropriately, in accordance to relevant accounting standards…the nature of audit works will tell you nothing in the past is coming back to affect you”

Doty, Chairman of the US Public Company Accounting Oversight Board explains that the most sophisticated financial markets operate in the same way as the above mentioned model of finance. He explains that: ‘in the sophisticated financial market, either the model of finance are form of derivatives traders, venture capitalists, sovereign funds or micro-financiers, they all assess the risk to their capital, either well or poorly, based on their level of confidence in the information they have about the borrower and the borrower’s prospects’. Therefore, it is argued that the absence of transparent and complete information will result in the risk of return to be high, and leads to potential rejection of lending decisions. In this aspect, most of the interviewees acknowledged that professional, trained and independent auditors played a key role in providing this much needed confidence. 

However, there have always been widespread debates about the reliability of financial information provided by an external auditor. Reliable and transparent information is the main catalyst promoting market confidence, and the development of the financial market. A confident, smoothly functioning financial market plays a key role in contributing to the health, growth and efficiency of an economy.  The founder of Bloomberg, Michael Bloomberg, states that : “the most valuable currency in the financial market is reliable information, without it, investors are unable to make informed decisions about where to allocate their capital, which hurts companies’ ability to attract it and puts a drag on economic growth”.  

 “Investor’s confidence on financial information is fundamental to the efficient operation of the financial market and also contributes to the growth and stabilisation of the economic. For investors, their main concerns are to avoid potential losses of capital, investors therefore need to be sure that the information they obtain is credible and reliable for any capital allocation decision to be made…financial audit and independent audit reports are crucial in achieving this objective. Independent auditors play an important role in enhancing the reliability of financial information”

Indeed, for decades, investors in general have relied on audited financial statements to make these investment decisions. For investors, the prior concerns are the safety of their investment; while safety is the most important objective for many investors, the other main objective of investing is to receive capital gains. These two objectives could be achieved through evaluating information which is available within the market. Normally, investors will evaluate the risks of an investment through a thorough analysis of the audited financial statement and a report. The external auditor’s independent opinion on the company will normally allay investors’ concern and assist them in making a sound investment decision. In this aspect, James (2015) commented that: ‘reliable financial information and economic data is one of the fundamental assumptions of American society … our system of capital formation relies upon the confidence of millions of savers to invest in companies that they trust, and auditors confirm the flight-worthiness of the engine of reliable financial data that drives our economy. They are an integral part of the basic checks and balances in the system’. 

These two examples have established the importance of reliable information to its user and the financial market as a whole. A healthy, strong financial market can help to efficiently direct the flow of investment into the economy. These also contribute to the finding of the first research question, where the existence of audit firms and auditors contribute to the growth, and the stabilisation of the financial market. This conclusion also shows consistency with a previous research project conducted by the ACCA. 

ACCA is the one of the largest of accounting professional bodies which support and train professional accountants. They also conduct relevant research to ensure that the reputation and influence of the accountancy profession continues to grow, proving its public value in society. According to ACCA (2011) in its recent research relating to the value of audit through a survey of its own members, 90% of respondents believed that the current design of independent audit brings value to them. The following are some of the comments from investors on the value of audit:

· Audit provided an independent opinion on the financial statements of the company

· Audit played a role in understanding the financial health of the company

· Audit generated public confidence in the financial statements prepared by management

· Audit, a professional assessment of the health of the company is crucial to a long term investor

· Investors cannot look into company’s accounts so the auditor does it

Source: adopted from ACCA

In addition to this, around 80% of respondents believed that audited financial statements were important, which have helped them in making investment decisions. The above example and discussion has demonstrated that a large number of the stakeholders still place their faith in the hands of an independent auditor; they acknowledged the professional knowledge and judgements which auditors have carried out. 

Unfortunately, experiences have shown us that this audited financial information has not always reflected a company’s health, nor given a true picture of a company’s financial position. This is mainly because auditors may not willingly to reveal the true information of a company due to the fear of losing its client. As mentioned earlier in Chapter 3 sub-chapter reoccurrence of audit failure, external auditors have had long and cosy relationship with audit clients, the audit firms’ high dependence for audit and other non-audit fees have directly or indirectly led auditors to become less sceptical, and unwilling to challenge financial account prepared by the client management. 

Moreover, it is believed that company management quite often manipulate the financial statements, and are reluctant to reveal more insightful information about their stewardship, lest the spotlight reveal their own personal interest.  This helps to explain why many high profile financial institutions collapsed within a short period of time after receiving a “clean” audit report from their external auditors during 2008 financial crisis. From this point of view, it casted doubt on the value of financial audits, and professional auditor’s roles in enhancing reliability of the financial information provided. 

4.3.3 Evaluation of financial position of a company and management performance

As indicated in diagram 2, the third key theme revealed from the data relates to the value of audit including enabling evaluation of the financial position of a company which is closely interrelated to the first theme (promoting trust of the information). In order to understand how an independent auditor’s work adds value to this perspective, it is useful to recapitulate the agency model. 

According to ICAEW (2005), “an agency relationship arises when one or more principles engage another person as their agent or steward to perform a service on their behalf. Performance of this service results in the delegation of some decision-making authority to the agent.” Due to this separation of ownership from control, these small groups of managers have access to and control of all the information relating to the company, whereas the information received by the owners is fairly limited. In addition, certain information of interest to the owners is available only from the management (Bahram Soltani, 2007). 

These information asymmetries are one of the main factors attributed to most recognisable problem existing between company owners and directors. ICAEW (2005) explained that “a simple agency model suggests that, as a result of information asymmetries and self-interest, principals lack reasons to trust their agents and will seek to resolve these concerns by putting in place mechanisms to align the interests of agents with principals and to reduce the scope for information asymmetries and opportunistic behaviour”. As a result of being motivated by self-interest, such as financial rewards, promotion, personal relationship with other business partners, agents are likely to act adversely against the best interests of the principal. Therefore, shareholder’s interest and manager’s interest are often in conflict. 

The separation of ownership from control of an organisation, differing motivations between agents and owners, and information asymmetries directly contributed to the demand for information intermediaries such as financial information analysts and auditors. Diagram 3 below delineates two mains approaches of generating relevant financial information from management. As the result, the need for an independent audit of the management’s work has arisen in order to protect the owner’s interest. Auditing and the checking of financial statements and company annual reports which have been prepared by management of company have become the most important approach for shareholders in understanding information about a company’s financial position and the performance of its management. Management performance in this context can be defined as a need to know whether money has been spent wisely (R Jones and Pendlebury, 2010)

It is clear, therefore, that the need to employ an independent third party to verify financial information is to realign the interest of management with the owners of the company. Dunn explains that “the audit function is a vital component of control which is designed to ensure that directors are accountable to shareholders”. (Dunn, 1989). Looking at the external auditor’s perspective, their main objective of audit is to provide an independent opinion on the financial statement and report to shareholders. In theory, this independent verification and opinion should provide a reasonable level of confidence for shareholders to rely on it, which shall enable shareholders and investors to evaluate accuracy of the financial position and performance of the company. The auditor therefore is directly responsible to the shareholders as one of the most important users of the audited report. 
	Figure 4.3: Two main approaches of getting information from management
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As we can see from the above diagram, investors and shareholders supply capital to the business. In order to ensure that their capital is well utilised, management is required to report to investors and shareholders periodically regarding the performance of the business, in order to ensure that all information provided by business management can be trusted and free from material errors or fraud, shareholders need to employ a third party which is independent from the management to examine the information. 

For example, the information conveyed in the balance sheet will inform the shareholders of the total assets that a company owns and the total liabilities it owes. Most importantly, the balance sheet also contains information in respect of the total amount invested by shareholders. By comparing a company’s total liabilities and total equity. Shareholders can understand the financing structure of the company. This is commonly referred as to debt to equity ratio in accounting. This piece of information is crucial to shareholders, investors and any other parties who have interest in a company when examining its health. It informs users of the capital structure of the business. Analysing this will help the users to measure the company’s abilities to repay its borrowings. 

“A director is appointed by the shareholders, they expect directors to act on a shareholder’s behalf to protect their companies’ assets and achieve corporate objectives where it is possible…by appointing external auditors to check on the financial statement and annual report to reassure shareholders’ confidence in assessing the financial position of the company, as well as the performance of the directors”.

“Professional auditors have the required skill to evaluate and examine the financial statements. Their independent opinion report adds credibility and reliability to the financial statement, at the same time, reducing the risk of misleading information and fraud which might be presented in the financial statement”. 

“External auditors examine the financial transactions of a business, checking whether it contains any material misstatement, or in compliance with relevant accounting standards…the external auditors will issue an unqualified audit report confirming the financial statement prepared by the company management, free from material errors to reduce uncertainty…this opinion will enable the shareholders to assess the real performance of the business”.

From the perspective of investors, they generally prefer a lower debt to equity ratio. This is because debt to equity ratio directly affects the financial risks of a company. For example, if a business is funded with higher debt as compared to equity, this would translate into higher risk in the event of business failure. The reason for this is a high debt to equity ratio will increase the likelihood of a company entering into default, because a considerable amount of interests and repayment of the borrowing will need to be paid regardless of the business generating profit or not. Obviously, this is not the preferable situation for investors. 
“Investors are the providers of risk capital, in order to reduce the perceived risks of investment, what they need to know is what management has done with the resources entrusted to them, therefore, they will use the audited information for the purpose of making investment decisions and also holding management to account”. If investors suspect the information presented in the financial statements is misleading or inaccurate, it would affect investor’s confidence in investing in the company.  Investors would also face potentially higher risks in entrusting capital resources to management. Therefore, it is important for investors to obtain independent assurance from external auditors in order to check the general health of the company.  
Here, it is worth mentioning that banks also benefited from the audited information which has been prepared by independent auditor. Banks are major source of finance for businesses. They are also keen to evaluate a company’s capital structure before making any lending decision. This is because banks are risk-averse stakeholders as well; they need to be sure the money they are lending is safe. As a result, they require high quality accounting information from a company. “High quality auditing is an important mechanism to ensure high quality accounting information” (Huajun Yang, 2011). As an independent auditor, “the main task is to evaluate the appropriateness of the management’s assessment” (Christopher Humphrey, 2011). This also helps to explain why banks used to impose specific large audit firms in the debt contract. Such covenants restrict the appointment of auditors of borrowers’ accounts to particular audit firms; typically “Big Four” audit firms (Pietra, McLeay and Ronen, 2014).  Thus, if banks are satisfied that if a minimal information risk exists in the borrower’s financial statement after receiving independent auditor report, a bank’s risk of lending is also substantially reduced which will have a favourable impact to the decision on how much of the interest rate will be charged to the borrowers. 

The other most valuable piece of information that is used to measure the performance of a company and its management refers to statement of comprehensive income and cash flow statement. Income statements (also known as profit and loss account) convey information regarding overall revenue, expenses, as well as net profits or losses of a business over a specific time period. With the independent auditor’s confirmation of the authenticity of the income statement the shareholder can evaluate the profitability of the business. For all shareholders, a company’s ability to operate profitably is the important indicator to measure management performance.  

The cash flow statement contains information regarding a company’s total cash inflow and outflow during a specific time period. This information is crucial to the business and its major stakeholders, as they need to know whether the business is generating enough cash to pay its expenses or purchases, goods and assets. With an independent auditor’s examination of the truthfulness of the information provided by the management major stakeholders have a full picture of the health of the company. 

“The value of information presented in the financial statements is enhanced by the auditors who carried out detailed examination of the transaction of the business. Their independent opinions reported on the financial statement help shareholders to critically evaluate the financial position of the company”. 

“If the financial statements are being audited in compliance with all the relevant rules, regulations, then the financial information will be more meaningful to the shareholders when analysing the past performance of the company”.  

 “A better decision could be made by thoroughly evaluating audited financial statements…evaluating a balance sheet will helps users to understand total assets and liabilities of the organisation held…by comparing with previous few years financial performances will also enable the users to analyse the trend line, and draw visions for the future”.

The audit plays an important role in facilitating shareholders to evaluate business performance. The external audit report would also facilitate the managers to identify areas in which improvements may be needed in order to increase effectiveness and efficiency of its practices towards company’s objectives. Under the International Standard on Auditing (ISA) 315, it requires auditors to gain understanding of the internal controls and business risks as part of the overall process of assessing the risk of material misstatements occurring in the financial statements. Based on observations made during a financial statement audit, the independent auditors would be able to make recommendations to management relating to risks faced by the company, how internal controls could be improved and how greater operating efficiencies within the entity’s organisation might be achieved (Graham W. Cosserat and Neil Rodda, 2012).  

In summary, this section identified and explained the key contributions of audit to assess the managerial performance and financial position of a company. Under agency theory, shareholders entrust their financial resources to directors. The separation of ownership from control directly creates a demand for third parties who are independent from management to examine the authenticity of the financial statements. Because the financial statements are prepared by management, various users, in particular, shareholders need to know whether their money is spent wisely; whether information presented is free from material errors; whether managers act for the shareholders to maximise their wealth. Thus, shareholders seek assurance from external auditors to assure all information prepared by the managers reflect a true account of company’s financial position. In addition, existing investors and potential investors primarily rely on audited financial statements to evaluate the health of a company before making an investment decision. Therefore, an external auditor’s duty in examining the financial performance would provide much needed value for investors. By receiving full and accurate information on the financial statements would enable users to evaluate the performance of management and the financial position of the business. While the above evaluation of key themes have suggested that audit should remain, the scandals which have tarnished its reputation have resulted in some disagreements with both the findings and statements given by the interviewees. In justifying whether audit is important, the research has also obtained some primary data which suggested otherwise, and this will be discussed in the following sub-chapter. 

4.4 Auditing –Perceived problems of the current auditing model

The previous sub-chapter has demonstrated that major interviewees who participated in this research have agreed that with challenges ahead, the existence of auditing professions in the modern business world are continuing to act as one of the most valuable market forces in terms of promoting investor’s confidence in investment; enhancing the reliability of financial information, as well as stabilizing the financial market in a whole. However, in contrast with the acknowledgement made by various parties, the academic researchers in accounting and auditing in particular posted very different opinions regarding the importance and necessity of the auditing profession where it relates to the value audit brings to corporations. 
In considering the fact that academic researchers do not directly engage in current audit practice, their views on the relevancy of the auditing industry are considered to be impartial, which is vital as their objectivity ensures a robust and unbiased result in contributing to the main purpose of the research. The following section aims to discuss and evaluate this notion, which will also shed some light on the reoccurrence of audit failures and potential approaches to achieve sound reforms to the current auditing system.  
As mentioned above, not all interview participants agreed with the notion that the auditing profession is the main stream in promoting stability of financial markets. Instead, much of the researches, journal articles and monographs have been written in the past few years casting doubt on the value of the auditing profession. Many have argued that traditional auditing services have evolved from providing independent opinions on a client’s financial accounts to supporting and facilitating client company management to achieve their personal objectives at the expense of large stakeholder’s interest. The most recent financial crisis involved dramatic failures of high profile financial institutions and their auditors have once again proved that the auditing profession has failed to provide any duty of care of value for money. This has been evidenced from past audit scandals. 
For some audit firms, it has almost become a “norm” for their auditors to act as adviser and provide non-audit services to the clients that they audit. Auditors are hired and remunerated by the very organizations that they are supposed to be impartial to (Sikka, 2008). This has inevitably created conflicts of interest, situations in which an auditor’s decision may be influenced by the amount of audit fees generated, and also their continuing role as auditors for that particular company.  This claim is reinforced by Tacjett, Wolf and Claypool’s study in 2004, where they state that: “an auditor who is performing significant consulting engagements for an audit client may be reluctant to insist on accounting adjustments because of the fear of losing the client to another CPA firms”. 
The academic researchers also look at this issue, and in particular discuss the extent to which the necessity of auditing services to be carried out in the business society are considered. They challenge the notion that the auditing profession provides a level of stability to the financial market, in which businesses get their financial statements audited by a group of auditing professionals, and assert the company’s financial condition whether is healthy by issuing an independent audit report. To this extent, Sikka argued that the existence of the auditing profession is deeply ‘wrong’. This is because the auditing profession has evolved from being a public watchdog into a profit orientated organization. Accounting firms are forms of capitalist organization themselves; their corporate objectives are similar to any other companies which are there to make profits. Therefore, it is believed that accountancy firms’ high dependency on client companies for lucrative audit fees and any other related non-audit fees have prevented any motivation and desire to perform an independent audit on company accounts. This argument is similar to Sikka’s previous research in the wake of the financial crisis, where he comments that: “the success of auditors is measured by private profits and they have no obligations to the state, or the public, which eventually bears the costs of bailouts and fraud… (Sikka, 2012)” 

Another participant also questions the value of audit by stating that: “virtually all of the audit works are performed behind closed doors, with investors and all other stakeholders not in a position to monitor and assess the quality of audit, or the performance of audit committee. As a result, many auditors take things for granted, often rubber-stamping their audit opinions. This lack of detailed examination and testing of financial activities has contributed to the poor audit quality in recent years.” There is strong evidences to suggest that an auditor’s pro forma practices made contribution to the catastrophe failure of the financial sector. For instance, facts reported in a study commissioned by the UK Competition Commission revealed that: “in the EU alone, between September 2008 and the end of 2010, 182 banks received liquidity aid and/or debt guarantees, and 114 banks received either capital injections or asset relief aid”. All of these falling banks shared a common problem; none of these banks received a qualified audit report from their external auditors prior to the crisis. 

The UK House of Commons Treasury Committee also addressed issues relating to the auditor-client relationship in year 2009 during the financial crisis, expressing serious concerns about the practices in which auditors act as consultants, while at the same time, provide audit services for the same client. This auditor-client relationship has also been described by the UK Auditing Practice Board as independence-impairing. A study conducted by Teoh and Lim in 1996 also confirmed that large audit fees received from a single audit client affected the auditor’s independence perception. In this respect, one academic interview participant believes that, “the direct consequence of an audit to be performed without strong independence is that the so call independent auditor’s report may not possess objectivity and fairness, and therefore, is more likely to lose its value towards the investor”. Generally, stakeholders and investors are the main users of audited financial reports, however, if investors are having doubts regarding auditor’s independence, the audited financial report will be perceived as being less reliable, which may lead to a withdraw of investment from suspect businesses. Without such a level of confidence, it is difficult to maintain financial market stabilization and growth, because investors are not investing in the market with any confidence. 

In addition to the above, some accounting and auditing researchers believe that unethical cultures within accountancy firms is the other main contributing factors that has resulted in members of public losing faith in the financial audit. It is argued that accountancy firms are ultra-secretive, from past experiences and that people hardly hear that accountancy is being prosecuted for engaging in fraudulence financial activities unless you work for that company. It is also true that we only learn of the audit scandals and cases of financial fraud from the court or through newspapers reports. Sikka in his latest monograph (The pin-stripe mafia: how accountancy firms destroy societies) also demonstrates to us some unethical facts about the major accountancy firms. In order to maintain a level of profit to be achieved or meet organization targets and objectives, they will bend the rules at almost any cost. This view in reinforced by some of participants in this research. 

From here, it can be seen that the academic professionals shared very different views to other major stakeholders participating in this research. The reason for this could be attributed to personal experience. To accounting and auditing academics professionals who have participated in this research, all of them have previous work experiences in the big four accounting firms and understood the dark side of the auditing practice. Therefore, they were fully aware what was going on out there. For example, one participant describes a situation in which 

“Public accounting firms would not hesitate in bending rules in order to make profits…and emphasizing client relationships, helping clients to achieve their objectives rather than on being watchdog looking after stakeholders’ interest”. 

Another academic researcher, who is also a senior accounting lecturer also argued that “current auditing practices are too backward looking, and it has never satisfied the needs of management…he further adds that the only contribution auditing has made to an organization is one of compliance and regulation”. In other words, he is suggesting that audit is important from a regulatory viewpoint, but that the overall values provided by the auditing activities are limited. 

“With intensive merge & acquisition, and expansion, many organisations have become larger and larger, which has resulted in the volume of business transactions increasing dramatically. This has inevitably increased the likelihood of loss of business records, improper records, or perhaps overlaps in transaction.  Thus, it is impossible to uncover these potential problems with the traditional approach of audit”. 

Another participant mentioned that “One of the issues that investors and other stakeholders have with audit is that they are largely disfranchised from the processes…the audit reports presented are largely boilerplate opinion, its containing little additional value”.

As a final point, some participants expressed their views regarding the current structure of the audit market as being ineffective, directly undermining the accountability of the auditor with serious repercussions for audit quality. For example, more than 90% of the major audit markets in the UK are currently audited by “Big Four” accounting firms. The over domination by these auditing firms has effectively stifled opportunities for smaller and medium sized auditing firms to compete in the higher echelons of the audit market. These profound high degree concentrations of auditing practices deemed to be unhealthy, counter-productive, and risky in terms of meeting the needs of shareholders and other major stakeholders. 

In respect to the high degree of audit market concentration, one participant raises a serious concern about the negative impacts of Big Four dominance by stating that the “Big Four companies are all multinational firms, they have branches all around the world, from developed to developing countries. Their worldwide reputation and influence has created a perfect platform toward audit market domination, which has also contributed to higher price, lower level of audit quality. These side effects of market dominance have some implications in the cases of audit failure”. 

“Since the demise of Arthur Anderson, the audit market became even more stagnant, suffering a lack of competition which has long been an issue of concern together with auditor independence and non-audit services. The Big Four’s market share in the UK has been consistently maintained at 90% and above, as they claim to have the expertise, and are better equipped to do the job, yet most of the audit failure cases have been in connection with the Big Four accounting firms during the course of the financial crisis. Such failures do not live up to their reputation. If there are lessons to be learned from the crisis, a robust plan to shake up the structure of the current audit market will need to be considered”. 

In this aspect, Ronald criticises the model of a state-granted monopoly of auditing, which offers an open door for tight audit market concentration. He also points out that “customers are best served and protected when they have competitive alternatives” (Ronald, 2009).

In fact, the issue of audit market concentration has long been observed as of concern by regulators both within the UK and EU. For example, the EC has also expressed their concern about the risks of audit market concentration by stating that: “A potential demise of any of the existing Big Four audit firms in highly concentrated audit markets might de-stabilise the entire financial system”. (European Commission, 2011) In addition, concerns about the large audit firms using their financial and political power to influence audit standards and regulatory setting bodies to dilute enthusiasm for vigorous regulatory activities have also been tagged as one of the side effects of this audit market concentration.

 “Corporations can dilute threatening policies through lobbying, sponsorship of political parties, prominent politicians, trade associations, think-tanks and the media” (Broder, 2000). In this respect, a professor also confirms that the Big Accounting firm’s “control” over the standard setting bodies is a major setback in the robustness of audit reform. This view is consistent with previous research commissioned by the FRC, which reveals that some low confidence stakeholders felt that the audit profession were too close to the regulatory bodies, many of which contained independent audit committee members, and that board members of independent regulatory bodies come from the Big Four.  There is also evidence showing that nearly half of the Auditing Practice Board (APB was first established in 1991, now is part of the FRC) members are either associated with or have had past associations with one of the Big Four audit firms(Iain and Stuart, 2011). With this fairly apparent structural fault, it is believed that auditing regulatory bodies failed to maintain independence from large accounting firms, and that they were more concerned with the interests of large accounting firms rather than protecting the interests of the public(Iain and Stuart, 2011) 

In response, the FRC in 2012 issued a mandatory 10 years tendering requirement for audits of large firms as a remedy for audit market concentration. However, the effects of this have been minimal and theoretically failed to achieve the original intention to increase competition within the provision of statutory audit to FTSE 350 companies in the UK. According to FRC’s report-Development in Audit 2015/16, it has concluded that “mandatory audit tendering and rotation has had no impact on market concentration in the Big Four audit firms”. This report further confirms that the Big Four’s market share for auditing the FTSE 350 has risen from 96.7 percent to 97.4 percent after the UK start implementing the ten years retendering requirement. The chart below illustrate some key facts of the FTSE 350 audit market share by the Big Four firms between years 2011 to 2015
	

	Table 4.1: Concentration of auditors of FTSE market

	
	
	Big Four Firms (%)

	
	
	31/12/11
	31/12/12
	31/12/13
	31/12/14
	31/12/15

	FTSE 100
	99.0
	99.0
	98.0
	98.0
	98.0

	FTSE 250
	95.2
	94.4
	96.0
	96.8
	96.8

	Other UK main market
	68.7
	66.3
	68.1
	69.7
	74.1

	All main market
	78.4
	78.3
	78.8
	79.9
	83.2

	
	
	
	
	
	
	

	Source: Financial Reporting Council Development in Audit 2015/16
	

	
	
	
	
	
	
	


With reference to the chart above, it is quite clear that Big Four firms managed to maintain their FTSE 100 market dominance after audit reform. Comparatively, other UK markets and all of the main market’s share have increased 5.4% and 4.8% respectively during the periods between years 2011 to 2015, which have seen the Big Four further consolidate their market position. These key facts have demonstrated one of the structural faults of auditing is that of audit market concentration.  

The other structural faults of auditing brought up by the participant during the course of the financial crisis relates to the excessively long audit appointment with clients, which the researcher believes is in correlation to the audit market domination phenomenon. These long audit appointment phenomenon exist when an audit firm provide a service to the same client for a long period of time, with tenures of more than 50 years not unheard of. According to the UK Competition Commission’s 2012 report, the average tenure for a FTSE 100 auditor is 48 years. It is believed that this long term appointment of the same auditor weakens auditor’s motivations and desire to perform a detailed audit. This view is consistent with a previous study where it states that: “longevity of office encourages auditors to become chummy with company director and comprises their independence”. 

In this respect, one participant describes that: “Absolute power accompanied with absolute corruption, when someone is in a position for many years, it naturally increases the likelihood of a close relationship between parties, when auditors are having a close relationship with client management, it will reduce auditor’s motivation to challenge the information presented in the financial statement, because they have audited the same client for years”

Another participant also points out that long audit tenure of the same company promotes the auditor’s loyalty to the management which affects their professional judgement. “One of the most vital characteristics that an auditor must possess to ensure a high quality audit report requires the auditor to be professionally sceptical upon the financial information provided by the management.  However, when an auditor has been in position for a long period of time, they will make judgement based on their past experiences, and reduce the likelihood of him/her to be alerted to any condition which might contain material misstatement”. 

This structural fault in the audit market is closely interrelated to the fundamental problems of audit market concentration which have contributed to lower audit quality. This view is consistent with the audit inspection results from Canada, the U.S., the UK and Australia which prepared by the Canadian Public Accountability Board, where it states that: “insufficient professional scepticism is the most common finding from the inspection…the auditors are too often accepting or attempting to validate management evidence and representations without sufficient challenge and independent corroboration” (Doty, 2013). Although regulators in the UK and European Union have attempted to reform the current audit market structure, there is strong evidence showing that the implemented audit policies and requirements have failed to tackle the audit market concentration phenomenon. 
4.5 Conclusion 

The purpose of this sub-chapter is to provide executive findings from the in-depth analysis based on a set of research questions. The following summary aims to address the key questions and points raised and to demonstrate the overall contribution to knowledge in the subject area from the gap identified. 

The 2008 financial crisis has had wide ranging implications for the UK economy in general. Banks and financial institutions in particular have suffered, with a few requiring a bail out from the government. This has also affected the auditing industry which has resulted in the erosion of confidence among investors and other major stakeholders on the financial audit services in particular. Since 2012, there have been encouraging signs demonstrating improvement in the UK economy as it has become one of the fastest growing economies within the European Union. However, this has arguably been shadowed by the latest Brexit vote which might potentially have ramifications on the UK economy in the long run, specifically, once Article 50 (the formal application for leaving European Union) is triggered by the government. At present, this has resulted in the depreciation of the pound sterling with a number of multinational firms considering their options, such as relocating their operations to other European Union member states, with others considering moving their headquarters to other parts of the world. The repercussion of this can also be witnessed through much reduced direct investments into the UK due to uncertainty, instability and a decrease in market confidence owing to the UK’s position in leaving the Union. 

For the auditing profession, this also creates uncertainties as stakeholders in general might be contemplating the workability and continuous application of the audit reforms which were introduced by the European Parliament as well as other proposed auditing reforms. The fallout by exiting the Union could potentially impact upon the future of audits in the UK. However, and until the UK government trigger Article 50 of the EU Treaty, the UK shall remain a member of the European Union. Consequently, the impact of Brexit towards the auditing profession is yet to be seen and will be one of the subjects for future research. This research shall only concentrate on the research questions as identified in Chapter 1, namely the importance of audit and its continuous role within industry 

This chapter has critically examined and investigated the relevance of the auditing profession and the value of audit. In answering the first research question, both primary and secondary data have been used. Interviews were conducted with five different groups of individuals (auditors, bankers, regulators, investors and academics) and this was supported by a range of secondary data. All of the interviewees who participates in this research have an excellent understanding of recent development in the auditing sector. In order to appreciate the participant’s perception of the value of an audit service, the author first examine each stakeholder’s confidence level based on previous research evidence, where it was suggested that stakeholders’ confidence level are closely related to their day-to-day involvement in auditing activities. 

The findings of this research question are broadly similar to relating to previous research,  in that the author found that interviewees, and in particular the auditors working for the Big Four accounting firms, are generally content with the current auditing practice and within the audit reforms that have taken place recently. Moreover, the bank managers and regulators who have medium involvement in the day-to-day auditing practice also agreed and believed that audits services will remain as one of the vital mechanism in promoting reliability of financial information. High quality, trustworthy information is paramount within the auditing industry as it provides value to the stakeholders. The parties therefore perceive the audit as not only important, but as long as it is regulated, will provide the reliable information and value requested by various stakeholders which will in turn increase confidence within the industry as well as ensuring a strong and robust financial market in the country’s economy.  

On the contrary, most low confidence group including the accounting and auditing subject related academics have argued that the overall value of audit is limited except where it is in compliance with legal requirements and other regulations. In addition, the academic professionals have also criticised the structural fault of the current auditing industry, with audit market concentration being most serious and of concern to many. The current audit market concentration has reach the ‘oligopoly’ level (over 60%) suggested by economists, with more than 90% of FTSE 350 audit market consistently audited by the Big Four firms before and after audit reform. Notwithstanding these arguments, it is pertinent to draw similar comparisons between all the participants in that all strongly agreed that audit in itself is essential and should continue to play an important role in the operation of businesses. 

Based on this understanding, it is clear that the continued existence of audit is pertinent. However, this is not the same where it relates to the overall value in contributing to businesses and stakeholders. The researcher believes that higher audit market concentrations have numerous side effects to the overall relevancy of the auditing industry, and it is the root cause resulting in an uncompetitive audit market environment, lack of choice for audit clients, lack of innovation, and ultimately, low audit quality. The current audit reform is not sufficient for the purpose of improving audit market competition. This argument has been confirmed by the latest survey commissioned by the UK’s FRC in which it clearly states that the latest audit reform requiring listed companies to put their audit out to tender has had no impact on the audit market concentration. Instead, evidence shows that the Big Four’s markets have risen since the change of the UK Corporate Governance Code in 2012. This brings further into question the perception that audit brings value to businesses and stakeholders.

Therefore, in order to promote overall good audit quality and restore confidence of major stakeholders group, and any other interest parties in financial audit, a radical change to the current auditing system and the structures that are required. In this respect, the research provides an alternative to “cure” the audit market deficiency which will be discussed further in detail in Chapter 5 – Reshaping the ‘pie’ of UK audit market and Chapter 6 – Government Intervention: As means to uphold integrity of the auditing industry. With this, it is hoped that the view on the value that it brings to audit would be affirmative in the future. 

Chapter 5 – Reshaping the ‘pie’ of UK audit market

5.1 Introduction

The previous chapter examined and analysed the relevance of the auditing profession and the value of audit based the information obtained from the research participants. Although the participants have differing views in regards to the values that audit have brought to society, all participants unanimously agreed on the continuing existence of audit as being important to the smooth functioning of the economy. That being said, evidence has confirmed that the latest audit reforms (for example, mandatory tendering) implemented in the UK have failed to achieve the pre-planned intention to restore confidence in and enhancing competition in the auditing market. The other changes in the audit framework include new rules for the mandatory rotation of auditors which have also proven to be ineffective in tackling audit market concentration. This chapter begins by listing the keys issues which have plagued the auditing sector for a considerable period of time; some of which have been prefaced in the review chapter.

As a general illustration, academics have suggested that the mandatory rotation of auditors would benefit the industry if all accountancy firms were able to compete at the same level. However, as the current audit market is dominated by four main players, the mandatory rotation of auditors would simply mean the choice is further reduced to three in the event of a business retender in the future. At a macro level, China can be used as a comparison in demonstrating the workings of mandatory joint audit. The Chinese government introduced the mandatory rotation of auditors as early as 2010, in a move aimed at decreasing the market domination by the Big 4 accountancy firms on its audit market, including state owned businesses and the banking sector. The ultimate result did not result as planned despite local Chinese audit firms being invited and offered the opportunity to tender for providing audit services to a group of China’s largest banks in 2012. The outcome still favoured the Big 4 firms as they managed to secure all the tenders by swapping clients between themselves. In short, it failed to break the cartel.  

A similar outcome also took place in the UK, with Agnew (2016 )indicating that only two FTSE 100 companies, namely Sports Direct and Randgold Resource, are audited by the non-big 4 accountancy firms. This goes against the intent and spirit of the new audit directive, which aims to encourage more small to medium size accountancy firms to secure tenders, having been given the opportunities to tender their services to the FTSE 100 and FTSE 250 companies since 2015. Interestingly, the reasons for appointing non-big 4 audit service providers have not been attributed to audit reform. Sports Direct chose to retain their existing audit service provider (Grant Thornton), having secured promotion to the FTSE 100 rank in 2013,  while Randgold Resource’s decision was similar, in that they were content with the services provided by BDO, a decision which was ratified by their audit committee board. Referring to the reminder of FTSE 100 companies, it has been the case of the big four accountancy firms exchanging or swapping the clients amongst themselves. 

One participant commented that: “Neither the audit tendering, nor the mandatory rotation of the auditor would be likely to increase the presence of non-Big 4 accountancy firms as the top audit market in the UK. In my opinion, non-Big 4 firms are merely invited to make up the numbers in order to demonstrate that the tendering process has taken place… I think that the non-Big 4 accountancy firms know that they are not going to get any audit work from those blue chip companies”. This comment provides a general view of the extent to which the current audit reforms have failed to bring any effective changes to the industry. Instead, some mid-tier auditing firms have been discouraged from engaging in the audit tendering process. For example, a recent study commissioned by FRC (2016), revealed that with regards to mandatory audit tendering, the costs may be too great for smaller audit firms to incur which will exacerbate an even greater division with the audit market. The survey further revealed that some mid-tier audit firms were pessimistic about the retendering process, claiming that “it is not worth it, we know we are not going to win it…” (FRC, 2016). 

Here, the researcher argues that the existing implementation of new requirements within the auditing industry in recent years has not been sufficient and effective enough to bring any meaningful change to current auditing regimes. The root cause of audit deficiency is directly attributed to the structure of the current market audit. Additionally, the researcher believes that further robust reforms are needed in order to tackle the status quo problems of the industry, and to be specific, the unhealthy nature of the audit market concentration and its side effects. Poor audit quality (amongst others, such as lack of choice and lack of innovation) is the most concerning issue that persisting in the audit industry. 

In reinforcing this argument, a participant from the investor group states that “at the moment, it is apparent that the audit reform hasn’t brought back confidence to investors. Some major accountancy firms who failed to provide warning to banks which collapsed during the financial crisis continue their journey of domination in the audit market … if the regulators or policy makers are serious about improving the quality of audit, they should consider some unconventional changes to the auditing system such as dual audit or even creating a government division to perform or check audit”. Berger (2013) shared a similar view during the conference, stating that “we need a another reform in order to bring back trust into the markets, get investors to invest in the real economy…investors and shareholders should certainly have more say today in the choice of auditors…they should have a more frequent opportunity to choose a different auditor or to switch auditor”.  

In answering these questions, which directly relate to the second research question (Could mandatory multiple joint audit and mandatory joint audit help to restore confidence and provide assurance to the financial market?) and part of the third research question (To what extent, can the possibility of audit reform be achieved; in terms of its feasibility to provide assurance and regain the confidence in the financial market?). The following sub-chapters will evaluate, examine and critically analyse the potentials of mandatory multiple audit and joint audit as credible alternatives. The researcher recognised that there have been, and are, existing reviews in regards to this area. It is for this reason that the researcher (demonstrated through the later part of the sub-chapters) aims to further critique the other associated measures surrounding mandatory joint audit that might provide credible and real alternatives to the issues posed within this research. The latter has not been actively engaged in by existing researchers, therefore, justifying an original contribution to knowledge in this subject specific area.
5.2 Viability of mandatory joint audit
The over domination of the big four auditing firms has effectively stifled any opportunity for smaller and medium size auditing firms to operate, hence diminishing any means of competition. These big four have been accused of incompetence, unprofessional and profit orientated behaviour and have routinely failed to deliver meaningful audit to their users. This unhealthy dominance and uncompetitive culture has placed the audit industry on the edge of monopoly. 

In a free market economy, the notion of competition has been one of the most important criterion in meeting the demands of consumers. In fact, allowing free but fair competition between companies or service providers would procure benefit to consumers. In the UK, the Competition Commission constantly measures competitiveness across all industries. Healthy competition is one of the key factors to provide better quality, services and innovations to industry. There have been many instances where industries involved in cartel activities have been fined or investigated and these were conducted to ensure reasonable price and quality of services of products offered in the free market. As illustrations, some of the UK’s leading supermarkets have been fined £116 million for colluding in the fixing of the price of dairy products (Smithers, 2007). Argos and Littlewoods specifically had played a role in fixing prices for their toys and games in order to maximise their profit (The Telegraph, 2003). British Airways admitted during investigation that it colluded with Virgin Atlantic in fixing surcharges to ticket prices in response to increases in oil prices. Without exception, accountancy firms are acting as price-fixing cartels, tax avoidance/evasion, bribery and corruption and money laundering (Sikka, 2007). 
The demise of Arthur Anderson resulted in the auditing industry becoming stagnant and even less competitive. The Big Four accountancy firms have been continuing their corporate strategies of expansion for the purpose of maintaining their global market dominance by constantly acquiring or merging with small and local accountancy and auditing firms. The aftermath of the financial crisis has seen the UK adopting mandatory audit tendering in an attempt to increase audit quality and reduce market concentration. However, as mentioned in the earlier chapter, the result has been far from convincing, as, the audit markets of FTSE 100 and FTSE 250 have become even more concentrated. The only difference is that competition among the Big Four accountancy firms has increased, mainly due to Big Four needing to work harder to win tenders. However, increased competition within a handful of players will not change the status quo audit market being “controlled” by the Big Four. 
As alluded to in the review chapter, regulators at the European level introduced measures designed to discourage and prevent market concentration by the Big 4 accounting firms. Since audit firms enjoy the state guarantee on audit services, and together with their great political and market influence, they inevitably have the power to “secure” their market presence. As Sikka, 2007 explained, “the big accounting firms fund major political parties, advise government departments, and provide jobs for potential and former minister. They have organised meaningful reforms of their industry off the political agenda. The Commission does not recommend a breakup of the “big four” firms to increase the number of suppliers in the market. Thus the choice of auditors for major companies will remain limited, as the market barriers to entry are high”. 

Each year, Big 4 accountancy firms collect large amount of audit and non-audit fees from their long term clients, while constantly failing to deliver the equivalent level of work. This action was one of the contributing reasons for which auditors were heavily criticised for the 2008 financial crisis. However, this does not affect their domestic and international presence. The overly cosy relationship between auditors and their clients endangers the stability of organisations, and the financial market as a whole. This has been argued by Sikka, (2013), where he criticised the uncompetitive culture of the auditing industry in contributing to the low quality of audit works, commenting that: “in the absence of effective competition and regulation, auditors continue to reduce the time they devote to an audit assignment. Academic research has consistently shown that bored and hard-pressed staff routinely resorts to falsification of audit files-that is, they claim that work has been done which in fact has never been done”.  

The Economic Affairs Committee (2011) identified market concentration as one of the fundamental problems with the operation of the current audit market. Their statement commented, ‘Problems include (amongst others) ... excessively high degrees of concentration amongst the dominant firms in the public interest entities audit market in nearly all Member States’. The big 4 accountancy firms were therefore accused of being too dominant within the audit market. These high concentrations of auditing practices were unhealthy and risky in terms of meeting the needs of the companies’ shareholders and public interest entities. They have also been criticised for their failures in carrying out stringent and meaningful audit processes to examine banks’ balance sheets properly, and resulted in some of the major banks either collapsing within a short period after receiving an unqualified audit report, subsequently, requiring government bailouts. 
In addition, external auditors, as independent experts claim an ability to mediate uncertainty and construct an objective opinion on the company’s financial account, and therefore help company shareholders and investors to prevent or minimise risk. However, such claims are unreal as audit failure, scandals and frauds reoccurred periodically during the last two decades. Against this backdrop, the researcher believes that a mandatory joint audit is one approach to improve audit quality, and to drive down the stagnated market concentration in the audit market; that are primarily dominated by big 4 accounting firms, namely Price Waterhouse Cooper, Ernst and Young, Deloitte and KPMG. As the debate surrounding the viability of mandatory joint audit continues, the next section aims to examine and provide potential solutions in shoring up the original intent of the European Commission in minimising market concentration which in turn, improve the quality of audit and restores confidence of stakeholders in this area.   
As mentioned, the existing auditor’s appointment typically involves a direct relationship between the auditors and the auditees (see chart 1), where auditors are directly appointed and paid by the client companies that needs audit. This practice has inevitably made auditors dependent upon companies for their income. History has evidenced that most audit failure involving auditors compromised their independence. Many prominent reports have criticised the conventional approach as having failed, primarily on the grounds of impartiality; and some have suggested that this has compromised the independence of the profession in general. For example, The Economist (2013), made a remark that: “auditors have a conflict of interest at the heart of their business-they are paid by the companies they are supposed to assess objectively”. In addition, one participant also commented that ‘the contemporary auditing model makes auditors dependent on companies and their directors for fees and profits. As a result, auditors may become too subservient to directors and even “bend the rules” to accommodate them’. 
Figure 5.1: Conventional Auditing Model 




As a result of the auditing crisis which further damaged the reputation of the profession, at the beginning of the century witnessed an upsurge in terms of the reforms in ensuring and restoring the integrity of the profession by adopting robust changes and stringent policies. An illustrative example of this can be found in the US, where Congress passed the Sarbanes-Oxley Act in rejuvenating the auditing profession by introducing new ‘requirements and restrictions for auditors of publicly traded companies’. A few went further in recommending a quasi-nationalisation, which appears to be backward looking approach; in requiring the government to act as a watchdog and intervening to protect investors and interested parties; while maintaining the professional standards of auditors; and where necessary, to legislate the already controversial area of contention. Sikka et al commented, 

‘It is feasible for regulators such as the UK Financial Services Authority to directly appoint and remunerate auditors. The regulators could also have a dedicated workforce of auditors focusing on banks, financial institutions and other organisations considered to be sensitive to the economy’. 

This view has been shared by the EGIAN, which broadly agreed with Sikka. Although the Report related to the wider European spectrum, the ramifications could be relevant to the UK as well. The report suggested that ‘(EGIAN) 2011 ... believes that legislative intervention is essential to bring about the necessary changes in the Public Interest Entities (PIEs) audit market across the EU ... Legislative intervention is therefore now unavoidable. Without it the current unsatisfactory situation will continue to deteriorate further until it goes beyond the point of being reversible’. These statements therefore are the clearest indication yet of the importance of a move from the existing model of the auditor-auditee relationship to a more regulated relationship, with the potential involvement of legislators or the government. The European Commission, which possesses the legislative power in formulating and influencing the European Parliament had also stated that

‘The Commission is considering the feasibility of a scenario where the audit role is one of statutory inspection wherein the appointment, remuneration and duration of the engagement would be the responsibility of a third party, perhaps a regulator, rather than the company itself’. 

All of these arguments share a similar platform – the requirement for the existence of another party to prevent any overly cosy relationship between the auditor and auditees. They have clearly propounded the idea of government intervention; adding to the weight of earlier literature which had merely focussed, to a larger extent, on the mere independence of the auditing profession. The words of the European Commission, together with independent reviewers such as Sikka and private network associations, seeks a mandate; that is to potentially introduce a new ‘role’ for the government to clean the dirt within the system. As Sikka argues that ‘it is common practice for the state to appoint and remunerate auditors for health and safety, hygiene, taxes, immigration and many other fields. In such arenas, auditors are neither directly selected nor remunerated by the auditees. As a result, they are independent and are indeed respected and often feared’. These critics therefore suggested an increasing demand of requiring more than one auditors to be involved in the audit works.  
Reliance on the current environment on market forces to achieve greater competition and reduce reliance on the largest audit firms for the audit of large and complex companies is unlikely to be effective without regulatory pressure and regulators both at national and international level should signal that this is a priority. In the UK context it is suggested that the UK authorities and policies makers in auditing should pay further attention to the radical changes to the current audit system, in relation to the feasibility of mandatory audit between Big Four and non-Big four accountancy firms. With regards to this view, one participant from the accounting & auditing academic profession comments that “it is a good idea, worth pursuing. Many other countries around the world have been practising joint audit as a means to preventing market concentration and improving the quality of audit…For example, in France, it is a legal requirement for companies to appoint two auditors. As a result, France enjoyed the lowest audit market concentration level with the EU”.
Indeed, in any like for like comparison, the UK audit market concentration level in the top audit market has increased despite the current audit reforms taking place. Another participant from the investors group also placed strong support for radical change to the current audit system hoping to regain confidence in financial audit. In answering the question of the feasibility of enforcing mandatory joint audit in the UK, he commented that: “for us as investors, independent financial audit in the past was the most reliable information to rely upon to evaluate health and financial condition of a company, we rely on the audited financial statements to make decision regarding assets allocation…if it is proven that a business which is jointly audited by two auditors would provide extra layer of protection toward investors, I would certainly support the change, after all, the benefits outweigh the costs, simple as that”.  

5.3 Mandatory joint audit – Implications

The usefulness of joint audit has been a matter of debate within the industry for a number of years. Researchers have argued both in favour and against the concept of mandatory joint audit. In the post 2008 financial crisis, the EC also proposed in its Green Paper to encourage the adoption of joint audit and promote the idea of constraining the choice of joint auditor between one big Four and one non-Big Four audit firms. However, because there was not enough concrete evidence to support the benefits of joint audit, in particular, the enhancement of audit quality, together with strong opposition from the Big Four accountancy firms, the EC had to soften its original proposal, dropping its requirement for a pairing of a Big Four audit firms with a non-Big Four audit firm. Motivated by this outcome, this study takes a step further, aiming to explore real evidence, and in particular, to evaluate the feasibility of introducing mandatory multiple joint audit in the UK to tackle audit market concentration and improve competition and audit quality. During an interview, individual participant was asked to give their view regarding the feasibility of mandatory joint audit, and how the potential mandate would affect the industry. 

After a systematic coding process, this study found that the opinions were mixed and divided. Some participants firmly believe if mandatory joint audit is put into practise, it would be a game changer regulation breaking the audit market domination phenomenon. It would potentially benefit the PIEs in terms of choice, and audit quality. In contrast, some participants, in particular, those from the Big Four group viewed the mandatory joint audit as a potentially serious threat to the quality of audit, and threat to further worsening the conflict of interest, and independence of auditors. The reason for this is that mandatory joint audit imposes two auditors to audit the same entity and to produce a single audit report.

This study also found that some of the top accountancy firms and other stakeholders are afraid of change, fear of leaving their comfort zone where they have been in the dominate position for decades if mandatory joint audit is to be implemented. They appear to enjoy their current routine work within this circle, and are resistant to any potentially unknown changes taking place. However, the argument is that accounting and auditing are matured and one of the most successful professions in the business world in supporting the smooth functioning of the economy. On the other hand, this profession has also repeatedly failed to bring value of their services to stakeholders, in many cases involved in some high profile corporate scandals. Additionally, many accountancy firms have evolved into profit orientated organisations with satisfying their client becoming the priority objective over that of their role as public watchdog. 

Evidence illustrated in the literature review chapter demonstrated that in order to pursue profit, top accountancy firms are not bound by any code of ethics or professional discipline, but instead they are willing to bend the rules to facilitate their client’s requirements in order to secure their appointment, whilst collecting large fees. Therefore, this study believes that an effective system of auditing and law enforcement is the only approach toward ensuring the quality of audit, and the relevancy of the auditing profession in the long term. Without robust, radical changes and innovation of current practices in auditing, the reoccurrence of audit failure is deemed to be unavoidable in the future. If the profession, policy makers and regulators in the UK and at the international level are serious about improving the quality of audit, bringing trust back to investors and all other stakeholders, they should consider mandatory multiple joint audit, between one Big Four and one Non-Big four firm, or alternatively, accountancy firms jointly auditing with the government sector. This study contributes to existing literature as no prior research on mandatory multiple joint audit as suggested above has ever been investigated. The examination of opinions from various group of participants allows the researcher to evaluate the workability of mandatory multiple joint audit for the banking sector and mandatory joint audit for other listed companies to be introduced in the UK, which would be relevant for UK policy makers, regulators and other parties within the industry. The following subchapter serves to demonstrate the steps and approaches in implementing the mandatory multiple audit and joint audit. This is followed by a critical evaluation of its practical impacts, and workability within a UK scenario.  

5.4 Departure from the generic model of joint audit

As detailed in the review chapter, the EC had recommended several measures to restore the confidence of investors in the financial market. In part, this confidence also relates to the auditing industry where accuracy of financial statements are essential in providing the true and fair view of the company’s financial position. This translates into a report which has provided much needed information from which the investors would be able to make decision in investing or against it. The majority of the measures recommended by the EC have not proven to be workable in practice, specifically, the concept of auditor’s rotation and mandatory tendering. Evidence for this has been mentioned at the beginning of this chapter. 

In contrast, the concept of joint audit has not been put into practice although this is also another key recommendation forwarded by the EC. Various criticisms had been levelled at this concept by the Big Four accountancy firms, primarily due to the fact it has not been tested and this might risk / compromise the overall audit quality. Whilst this concept has also received some support from certain quarters, it must be acknowledged that there has not been much writing in suggesting ways or forms of variations which might better suit the needs of the industry. It is through this that the researcher, with relevant contributions from the participants, is of the view that there are potential alternatives which may be considered to address the issues surrounding this industry. 

The issue of market concentration has been prevalent for the past decades, and whilst this factor in itself did not contribute to or cause the financial crisis, it still nonetheless resulted in other problems which continue to undermine, if not affect, the auditing profession in general. The key argument here involves a lack of healthy competition between the accountancy firms, which at present are still dominated by four large accountancy firms. This lack of competition leads to stagnated development within the industry and as with any industry, there should be a departure from a conservative means of audit and a parallel move towards more innovation in auditing practice. It must be acknowledged that the Big Four accountancy firms have started to emphasise on the need for innovation within the industry. However, this could potentially have been done earlier had there been competition between accountancy firms in the UK. The lack of innovation therefore suggests that the overall quality of the audit has not improved. 

Joint audit may therefore be seen as the potential alternative in reducing market concentration and overall competition within the industry. At present, the concept of joint audit is voluntary and unfortunately not many have taken up the opportunity. In addressing this, any form of joint audit must be mandatory in order to ensure that there is compliance and effort in opening up the opportunities for other auditing firms and the suggested alternatives below analyse the extent to which it may be structured in practice. Prior to this however, it must be noted that due to the nature of the different organisations being examined, the alternative structures would have to be suitable to the banks or financial institutions and listed companies. As indicated in an earlier chapter, the research focuses on the financial market and therefore does not cover other types of companies other than those prescribed previously. 

The reason for separating the analysis for banks or financial institutions is that the banking sector is considered to be one of the most vital sectors for ensuring that the economy is able to function. The banks or financial institutions also complement all other industries in that they provide funds and venues to keep the deposits of the businesses. In addition, banks also play an important role in society as a whole which can be summarised as follows, banks:

1. acts as a financial intermediary between savers and borrowers which results in efficient use of pooled resources;

2. facilitates the creation of money by expanding the supply of money through deposit and loan transactions;

3. create financial products and services that benefit its customers;

4. develop mechanisms for transferring money that benefit its customers;

5. contribute to the development of the banking industry

6. monitoring and maintaining the smooth functioning of the economy as a whole

Source: The business of banking and the economic environment 

Due to this importance, it is of the view that additional measures should be implemented in ensuring that proper auditing work is being undertaken. Listed companies are those companies which are being traded on the London Stock Exchange. While their role is important as well, they cannot be equated to the role of the banks or financial institutions. As a result, the suggested alternatives must reflect the reality of the specific industry so as to ensure the validity of the arguments being presented.  

5.4.1 Option 1 – Mandatory multiple joint audit for Banks / Financial Institutions

Based on previous research, it is no secret that companies, in particular, top large companies have the tendency to elect the Big Four accountancy firms due to their global reputation and standings. During the process of tendering, banks or financial institutions are known to have included a clause which restrict the successful tender to one of the Big Four accountancy firm. Even though this practice has since been abolished by the authorities, small and medium sized accountancy firms have fared no better. Empirical evidence have demonstrated that more than 25 audit tenders completed by FTSE 350 for the past six months for instance, had been awarded to the Big Four accountancy firms. As a consequence, this stifles competitions within the auditing industry which resulted in increase of market concentration and no guarantee in sustaining the level of audit quality. Therefore, the alternative structure would highlight the steps undertaken in auditing the financial institutions.

This could be done by embedding into new audit directive by requiring all banks and state-owned companies in the UK to be audited by two mutually independent auditors and one independent chair from regulatory authorities. Within this structure, there will be an involvement of three parties, namely the Big Four, non-Big Four accountancy firms and a regulator. In terms of the regulator, it shall be chosen from the list of FRC’s accredited bodies and the regulator shall be allocated to the banks or financial institutions by the FRC. This in part is to ensure that the regulator is independent and not subjected to any potential conflict of interest with the financial institutions.  

As this will be a joint mandatory audit, there shall be two separate tendering processes, one in electing the Big Four and the other in election of the non-Big Four accountancy firms. In particular, the tendering process for the non-Big Four accountancy firm must be open and transparent in that all small and medium sized accountancy firms must be afforded the opportunity in placing tender to the financial institutions. The election of the non-Big Four accountancy firms should also be based on meritocracy, considering their respective auditing experience. 

As a general rule, the experience shall be based upon the years of service within the auditing industry, however, this must not be taken as a sole factor in its decision to elect the non-Big Four accountancy firm. Other experience such as auditing large companies or corporations, reputation of the accountancy firm should also be considered as part and parcel of meeting the experience criteria. It must be noted that this list is not exhaustive and should be examined on the case by case basis. Taking all factors into consideration, any non-Big Four accountancy form must possess at least 7-10 years’ or more experience in order to qualify to place a tender for the joint audit of banks or financial institutions.  Any non-Big Four accountancy firms which had previously been subjected to litigations would additionally have to be screened by the regulator in ensuring the suitability of the firm. Again, it must be emphasised that this factor in itself should not automatically disqualify the relevant non-Big Four accountancy firm from placing the tender. Moreover, and in preventing any potential conflict of interest which may arise, the successful non-Big Four accountancy firms must be endorsed and certify by the regulator. 

The election of the Big Four accountancy firm will be subjected to the existing rules and criteria which exist at present. There should be an exception however that the election should also factor in the total number of banks or financial institutions which are being audited by the Big Four accountancy firm. By means of illustration, if Ernst and Young accountancy firm is auditing more than half of the total banks, financial institutions and building societies in the UK, the application tendered in by other Big Four accountancy firm should be given a priority. This is to ensure that no auditing firm is seen as creating monopoly when it comes to auditing this sector. This would justify the principle of fairness in reducing market concentration by one accountancy firm. There are of course exceptions to the rule where it can be proven that the specific Big Four accountancy firm has a key proven track record in handling and providing successful audit report for the sector. By imposing these criteria would help to ensure the balance of power in audit work, maximising the use of four eyes principle, and enhance the purposes and effectiveness of joint audit. 

Once the parties (Big Four and non-Big Four accountancy firms) have been chosen by the financial institutions and subsequently endorsed by the regulator, the next step would involve set allocation of tasks to both the Big Four and non-Big Four accountancy firms. Both auditors and chair and company audit committee need to sit down and get agreed with the audit tasks allocation. Any matters deserve attention, or require disclosure will need to be discussed among both auditors and chair as well, and communicate to the management and audit committee where is necessary.

The finalised allocation must be balanced in that non-Big Four should have the fair share of the auditing work, unless both the Big Four and non-Big Four accountancy firms agreed otherwise. This must also be agreed by the audit committee of the financial institutions so that parties have a clear delineation of the scope involved. It must also be understood that both parties shall not overlap into each other’s duties unless there are reasonable justifications for doing so. For instance, it may be the case that the financial statements between departments within the financial institutions would have to be considered together in producing the eventual financial report. 

Here, the role of the regulator shall revert to that of permanent Chair in overseeing the duties and performance of these accountancy firms. Specifically, the regulators will be looking from the quality assurance’s perspective and ensuring that all relevant procedures are followed and adhered to by the parties during the joint mandatory audit process. Both Big Four and non-Big Four accountancy firms should direct their questions to the regulator should there be any clarifications. Should the parties committed any regulatory or ethical breaches which goes against the fundamental auditing practices, the parties shall be suspended and withdrawn from the auditing process of the financial institutions. Immediate replacement shall be appointed in place, failing in which the remaining auditing role shall be undertaken by the other party. 

Another key issue needs to be identified in order to ensure the smooth functioning of this joint audit approach relates to the apportionment of audit fees. Under the conventional single audit method, it is standard practice for the audit firm to collect the audit fees after issuing the audited financial audit report. This would be changed under the mandatory multiple/joint audit model. The distribution of audit fees must be in line with the allocation of the audit task to each audit firms. For instance, if one of the Big Four firm get 60% of the overall work load, a correspondent amount of audit fees needs to be allocated to this audit firms. Therefore, the remaining 40% of audit fees should be distribute to the other audit firms. In doing so, it would help to ensure the fairness and good relationship among both auditors. It would also help to prevent the potential arguments regarding the audit fees. 

In addition, in order to ensure harmonisation between auditors, and also serve to prevent potential ‘conflict of interest’ from happening. It is recommended for the financial institutions/banks who are subjected to mandatory multiple audit to pass their audit fees to the independent regulators during the audit process. In this case, the independent regulators are acting as an agent separating the direct financial involvement between the business entity and audit firms. This unconventional method would minimise the potential cosy relationship being build between auditee and auditor. At the same time, enhance the transparency of how audit fee or non-audit fee being collect accountancy firms, this approach would significantly reduce audit firms’ over reliance on revenues upon the auditees. The fundamental principle of this approach is to ensure greater degree of independence of joint auditors from the management.   

Having examined the allocation of task and the role of regulator during the auditing process, the next step would involve the cross review process. This process shall commence once both parties completed their respective audits. Following this, the Big Four accountancy firm would have to provide their draft financial statement to the non-Big Four accountancy firm while the latter shall do the same. The cross review process aims in ensuring that any potential errors could be spotted, corrected and rectified prior in producing the finalised statements. Crucially, this exercise is also aimed in ensuring the work conducted by both parties are up to standard required by the auditing industry, whilst sustaining and maintaining the overall audit quality. This shall also provide confidence to the stakeholders, in particular the financial institutions and investors that the work carried out has been subjected to full rigour, and that checks and balances have been undertaken. 

Once both parties are satisfied on each other’s report, the Big Four and non-Big Four accountancy firms, as part of their mandatory joint audit exercise will produce a single joint audit report. The finalised report shall be forwarded to the regulator who will confirm the completion of the audit exercise. It is vital to point out that the role of the regulator shall not be extended in examining the financial statements as this shall be dealt subsequently by independent parties. Any subsequent wrongdoings shall result in joint liabilities for both Big Four and non-Big Four accountancy firms which had been elected to perform the audit work for the financial institutions. In this way, this will add the layer and sense of responsibilities on these parties in ensuring that the final financial statements are error-free. The suggested structure can also be explained by the diagram as below:

	
	
	
	
	
	
	

	
	Figure 5.2: Mapping of mandatory joint audit processes
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First of all, one of the concerning issues regarding joint audit is that there are no clear rules that relate to a solution as to the delineation of the auditors paring. In considering the importance of financial stability to the economy as a whole, this could also take into account the fact that banks are a systemic risks sector. Any banking related crisis will produce real economic costs. There are immediate direct consequences for members of public if banks are affected by any financial crisis or audit failure which require tax payers’ support to bail them out. For instance, the 2008 banking crisis resulted the UK government have to spend millions of pounds of tax payer’s money to bail out some of its largest banks. Hence, it is crucial to ensure that any audit in the banking sector is performed to as high quality as possible. In this context, this research suggests the following joint multiple audit model for the banking sector:

Figure 5.3: Multiple audit model for systemic risk sectors
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This model has been designated for the application to the banking sector, a lesson learnt from the latest banking crisis, in which high profile banks failed over a short period of time after receiving an unqualified audit report from their auditors. With this model, all banks could be required to be audited by a combination of two independent auditors from two different firms, together with a member from the regulatory body that possess the knowledge and experience in the auditing sector acting as chair. The main duty of the chair is to ensure audit standards and procedures are followed. In addition, the chair could also play a main role in coordinating the balance of audit tasks among two auditors, preventing or minimising the duplication of audit tasks. Due to the nature of the chair’s role and responsibilities in this multiple joint audit model, the chair would act as a permanent auditor for the company. In contrast, the other two independent auditors will need to be rotated for a period of 14 years which are in coherent with the current requirement of audit engagement in the event of joint audit for a company. The selection process for joint auditors must follow the newly implemented audit directive, specifically, mandatory tendering of auditors. On the other hand, the selection of the chair could only be recommended or selected by the UK regulatory bodies themselves.  

This new auditing model with the involvement of regulators who are independent to auditors and auditees would help to create an environment in which there is no rooms for any parties to knowingly or otherwise overstate their financial position, nor disguise the poor performance of the companies. As well as preventing under the table deals between management with any one of the auditors. At the same time, preventing any potentially cosy relationship from developing. The researcher believes this enhanced auditing model will ensure the transparency and robustness of audit performances, and most importantly, improve the quality of audit. Moreover, this joint audit model would also help to tackle the profound problems relating to audit market concentration. It would also provide the non-Big Four accountancy firms, or perhaps new entrants, the opportunity to gain experience from both their joint audit works with Big Four accountancy firms, as well as experience from auditing the large, complex banking industry. At the end of audit works, all three parties would be required to sign the final audit report, and therefore, would be jointly liable for the responsibility of the accuracy of their opinion on the audited financial report and any undiscovered or unreported material misstatement. In addition, all parties would also be required to report any differences of opinion in the audit report to make users aware of the judgement made by each of the auditors. 

In order to achieve the success of this multiple audit model, constant communication between all three parties and the company managements represent a vital element. Both auditors also would also have the duty of cross checking each other’s audit works through reviewing their working files.  While both auditors would be responsible for the final audit report, each auditor would be responsible for the area of audit works which are assigned to him/her in the event of restatement or failure. 

5.4.2 Option 2 – Mandatory Joint audit for other listed companies

Secondly, for all other listed companies in the UK which are involved in the financial market, the requirements would similar to the banks or financial institutions, in that the companies are required to have joint auditors in carrying out their annual audit. The tendering process for both Big Four and non-Big Four accountancy firms must be transparent and in particular, the principles of meritocracy must be applied where this involves the non-Big Four accountancy firms. 

The criteria in electing the non-Big Four accountancy firms would be akin to those analysed above with one exception. Where there is a requirement for a 7-10 years’ experience for banks and financial institutions, the requirement should be lesser where it involves the listed companies. It may therefore be suggested that any non-Big Four accountancy firms which possessed more than 3 years of experience would be eligible to place a tender for the joint audit for the listed companies. The justification for lowering the years of experience required from the non-Big Four accountancy firms is to allow for more competition in the market. This also incentivise the new entrant (new and small accountancy / auditing firms) in the industry so as to perform well in order to make themselves available for the tendering process once they reach the threshold in order to apply for a possible role for auditing listed companies in the UK. The other usual caveat applies, in this case, they must be screened by the regulator in ensuring their suitability. 

Following the successful election of the parties, both parties will then be allocated their tasks respectively with the agreement of the listed company, in which case refers to the audit committee. Again, the allocation of task should follow the principles of pari-passu, in that it must be on parity with the overall workload as opposed to the size of the accountancy firms which are successful in their bid to audit the listed companies. Should the auditing duties proved to be complicated, allowance may be made in view of the Big Four taking more central role although this should not be taken as having control over the overall work as well as dictating the work undertaken by the non-Big Four accountancy firm.

In comparison with the mandatory joint audit for banks or financial institutions, there shall not be a requirement for a regulator. As emphasised earlier, the risk factor posed by the banks or financial institutions and listed companies are different. Under this proposal, the presence of the regulator shall be required in the event where intervention is required which may arise due to the behaviour or conduct of either the listed company in attempting to bypass the rule or, in situations where the Big Four attempting to secure the services for themselves without the presence of the non-Big Four accountancy firm. The role of the regulator for this instances would also cover instances such as investigating any complaints raised by the parties involved in the joint audit. In contrast therefore, the role of the regulator is compulsory in the case of banks and financial institutions. 

The justification for limiting the role of regulator for listed companies is based on the issue of practicality within the industry. In addition to the sensitivity of banks or financial institutions to potential risks, the number of available regulators might be limited when putting all the listed companies into equation. In contrast, this does not in any way deviate the responsibility of regulators away from the listed companies, instead, they would only be called upon on the need be basis. Having said this, there is one exception to this rule. In cases where the listed company is under investigation, or had previous records of litigations due to illegal or bad practices, the presence of the regulator would then be required in making sure both Big-Four and non-Big Four accountancy firms could carry out their duties, free from potential harassment or threats.

The cross review section, which has been discussed above would equally apply for joint audit of listed companies, with the eventual publication of the final report between two parties, reviewed and certified by the independent auditors. Any potential liabilities shall be borne by both the Big-Four and the non-Big Four accountancy firms. 

However, in the event that none of non-Big four accountancy firms have the resources to conduct a significant part of audit work for a large, complex and cross-border  company. A joint audit should be performed between Big Four auditor and an auditor from the government sector or regulatory bodies as a last resort. Alternatively, they can opt for the multiple joint audit model which is designated for the banking sector. The fundamental values for these joint and multiple audit is to boost competitions, innovation through competition; reinforce auditors’ independence, minimise the potential threat of auditors for satisfying and working together toward the need of management. With more than one independent auditors performing audit task, it would also enhance auditors’ ability to stand their ground without compromising the professional audit judgements on the audit statements. The following chart illustrate the possibilities of joint audit model for all listed companies in the UK. 

The two structures proposing for mandatory joint audit between the Big Four and the non-Big Four in auditing banks, financial institutions and listed companies have not been experimented in the UK although this concept is currently applicable and thriving in France. In France, the concept of mandatory joint audit ensured that the French audit market enjoy the lowest concentration level among all other EU member states. Indeed, the small and medium accountancy firms in France has hailed this concept as successful, also in providing opportunities for them to obtain the fair market share in auditing large companies. As means of illustration, Mazar group, a medium size accountancy form with years of experience within the auditing industry in France believed that joint audit is the only solution in tackling the issue of market concentration, and in improving the overall quality of audit.

Both structures may be seen a solution in addressing the issue of dominance or monopoly by the Big Four accountancy firms. Sustainability of the industry in the long run requires fair and open participation of other small and medium accountancy firms. Assuming there to be another similar events encountered by Authur Anderson, this puts a case for the imposition of the above proposals in calling for a mandatory joint audit. Where banks and financial institutions are in involved, this increases the systemic risk where majority of the stakeholders may be adversely affected and posed even further risk to the overall confidence which has eroded since the last financial crisis. However, it must be acknowledged at this stage that the level of confidence has increased since certain measures were introduced post 2008. This does not however stem away the fear of another crisis which may repeat again in the future. 

The existing state of the auditing industry may therefore be perceived as one of dominance in that the Big Four accountancy firms are essentially attempting to protect their own interests against any potential intrusion by other smaller and medium sized accountancy firms. As in any industry, large corporations would always seek to maintain their position in the fore front, and this is no exception to the Big Four accountancy firms as well. Whilst there are measures in place to control and restrict dominance, for instance, the television broadcasting industry, there should also be some form of control when it comes to dominance of accountancy firms as well. 

The protectionist policy within the auditing industry in the UK does not serve the entire industry well and the lack of option may not necessarily suit all the large corporations in the UK. This relates to the earlier arguments where the lack of openness and transparency as well as the constant reliance on these accountancy firms might still play a part in the continuous saga surrounding the confidence of the stakeholders. Continuous scaremongering by the Big Four accountancy firms towards the concept of mandatory joint audit should be lessen, in any case, the justifications provided by them are predominantly in ensuring that they retain majority control of the auditing industry. 

Although the FRC has noted the increased in overall confidence since the last financial crisis, this level may alleviate further by introducing the concept of mandatory joint audit in the UK for both banks, financial institutions and listed companies. As for the suggested measures for banks or financial institutions, this provided additional layers of protection for the general stakeholders and in particular, any individuals with direct interest with these organisations. The presence of regulator should provide the sense of added security, being assured all the processes and necessary steps are taken in ensuring the accuracy of the financial statements which are being audited. The presence of small or medium sized accountancy firm may also be perceived as providing check and balance on the work undertaken by the Big Four accountancy firm. There may also be additional incentives by these small and medium accountancy firm in executing their duties well since this may open up further opportunities for them to be considered for future audit duties. 

This is similar when it relates to the mandatory joint audits for listed companies. The presence of non-Big Four accountancy firms may effectively act as a watchdog against any potential malfeasance or unethical act between the Big Four accountancy firms and the listed companies. As indicated in the review section, there had been previous instances where both large corporations and Big Four colluded with one another in assisting one another in covering up the potential mess within the company’s financial statement. Relating this to the earlier argument, this could be a key indicator for another crisis for which all stakeholders are keen to avoid. 

Crucially, the above proposals have been discussed, examined and debated by the EC but unfortunately, this has been struck down in 2011. Various literatures have been written surrounding the concept of joint audit however, it must be noted that there were no, if any, limited reviews being written about the potential and suitable alternatives in addressing the issue of market dominance and unsatisfactory audit quality by the Big Four accountancy firms. In this case, the latter statement refers to the notion of mandatory joint audit for banks, financial institutions and listed companies. Therefore, the above proposals in itself could be treated as a form of original contribution of knowledge in the subject area in improving auditing industry and its performance as well as overall confidence in this area. 

There are also potential drawbacks along the lines of enforceability and practicality but this shall be critique in the later sub-chapter. Specifically, various literatures have skirted their arguments for and against the joint audit, however, this research takes a step further in examining the core issues faced by introducing mandatory joint audit and regulators in ensuring quality assurance of the companies being audited. 

Figure 5.4: Mandatory Joint auditor paring option 1
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5.5 Mandatory Joint Audit - Practical impacts 

For those who express doubt toward the introduction of mandatory joint audit in the UK, the foremost argument against it is that this practice will add extra costs to clients, as well as increase unnecessary bureaucratic paper work. It is claimed that such a practice will result in deficiency when the same works are required to be carried out by two auditors from different audit firms. Responding to this aspect, one participant from the Big four group commented that: “we remain sceptical about the practicality as to whether mandatory joint audit which forces one of the Big Four auditors to work jointly with another auditor from non-big four companies. As far as I concerned, not all accountancy firms have the capacities to audit large multi-national companies…he further comments that only the Big Four are able to invest large amounts of money in the R & D in order to improve their technologies for auditing”. This view is similar to the remarks made by Cates, Head of international markets and government at KPMG in the UK, where he points out that “there are only four firms that have invested heavily in data analytics and have global networks that can handle big companies” (Agnew, 2016).

The other participant from the banking sector also raises serious doubt about the mandatory joint audit by commenting that: “I personally think mandatory joint audit by forcing one Big Four auditor and one non-Big four auditor would not work. It simply isn’t fit for the purpose. Large accountancy firms have years of experiences in performing audit for the banking sector. It will result in finger pointing if anything goes wrong at the end of audit. My question is who is going to take the blame, and who is going to pay for the compensation?”  

Relating to the above comments, a participant from the ACCA was also cautious in commenting about the potential impacts of mandatory joint audit upon accountancy firms, Within the EU, only France has the mandate which require all PIEs to be audited by two auditors, at the moment, although there is evidence showing audit market in France has the lowest concentration level within the Europe, however, there isn’t any evidence so far to prove that such practise would increase quality of audit…in addition, each member state vary to each member state, it would not be wise enough just ‘copy and paste’ the regulation to be introduced in the UK”.   

Another participant also commented that: “reform is in a good spirit, the audit profession needs more transformation in order to cope with the fast changing market requirements. However, we also need to appreciate that the auditing profession have been constrained by over regulation, with some rules and regulations overlapping each other…it is important that we evaluate and understand the wider scope of the implication of joint audit from other countries rather than simply imposing it, which would add a further burden to businesses and audit firms…”

These participants from different industry sectors are seemingly pessimistic about the potential changes to the current audit market. Although it is a fact that the UK has a little experience in joint audit, in particular, paring a Big Four company with a non-Big Four accountancy firm, however, it is vitally important to take into consideration that accounting is a mature profession, the last true innovation was the financial statement compilation and review standards in 1978, according to Baker (2006). The current auditing model is however in a bad shape, with almost all the top audit markets around the world audited by the Big Four accountancy firms, which is unhealthy and bad for the future development of the industry, simply because large accountancy firms enjoy their market share, knowing well that no other would have the capability to challenge their dominance. 

This mind set will discourage innovation in the auditing sector. For clients and customers, they are best served and protected when they have competitive alternatives. For example, take the supermarket sector, the UK has seen the dominance of supermarket by few players, namely Tesco, Morrison, ASDA and Sainsbury, for the past few decades. However, with the emergence of some discounted supermarket like Aldi and Lidl, and other supermarkets of the same kind, the competition in the supermarket sector has increased. Consumers have largely benefited in terms quality of products at a lower price. The essence of competition has resulted in the management of the supermarkets placing focus more on the quality of products and customers services. Efforts have also been made in innovating their product ranges and service to their customers. The other typical example of innovation through competition can be seen within the high-tech sector, for example, airline industry and mobile phone industries.    

Interestingly, opposed to the view of the Big Four accountancy firms group, participants who come from non-Big four accounting firms group appear to be more positive about the practice of mandatory joint audit. For those second tier accountancy firms, their market share in auditing except the top audit market (FTSE 100 and FTSE 250) has been increasing steadily for the past few years. Those participants from the non-Big Four accountancy firms unanimously object to claims that only the Big Four accountancy firms are able to perform audits for banks, and other big listed companies. Non-Big Four participants firmly believe that they already have the required experience to undertake audit for banks and financial institutions, and other large listed companies. For example: Grant Thornton and BDO have been providing audit services for FTSE 100 companies Sport Direct and Randgold Resource since 2013 and 2007 respectively.

Other well established non-Big Four accountancy firms such as Mazar also believe they are well equipped to provide audit service for the top audit market. In relation to this, one senior auditor participant stated that: “most of the second tier accountancy firms already possess significant experiences in the large listed and international market. It is an undeniable fact, that we are ready and able to serve large listed companies. The mandatory joint audit between one Big Four and one non-Big Four accountancy firm would enable us access to the top audit market and prove to the public that we are well capable to do the work”.  For the mid-tier firms, it appears that they are eager and look forward to the suggestion of mandatory joint audit given the fact that mandatory tendering of audit and mandatory rotation of auditor has failed to live up to expectations in terms of accessing the top audit market.

Ultimately, what this study is suggesting is that audit market concentration by a handful of players was killed off the competition, and therefore, the incentive to innovate and improve the quality of audit. In addition, with the high entry-barrier in the auditing sector, it would be difficult for new entrants to compete with other well-established accountancy firms. However, the scenario for second tier and small accountancy firms is different. Second tier & small accountancy firms already have market presence, in particular, Mazars Grant Thornton, and BDO are well capable to carry out audit work for banks and other large listed companies. Mandatory joint audit will help to build a bridge for second tier accountancy firms to work together with the top audit accountancy firms to ensure fair competition, and most importantly, enhance the quality of audit services. 

The potential impact of a mandatory joint audit model towards the accountancy firms has been examined in detail with contributions from the participants. It is fairly evident that mandatory joint audit would reshape the market share of audit firms in that it is anticipated there would be more audit firms given the opportunity to be involved in audit work alongside the Big 4 firms. With the breaking of monopoly involving the Big 4 accountancy firms, competition would naturally increase, perhaps encouraging more accountability and professionalism by accountancy firms which would result in innovation in auditing work, hence ensuring the relevance of the profession in the foreseeable future. 

The results have indicated that there is broad support for the desire of implementing the mandatory joint audit for both Big 4 and the non-Big 4 accountancy forms. Proponents, which consists mainly of academics and regulators argued that this is necessary in ensuring innovation, transparency and affording more choices to the businesses. This augments the impact which has been summarised in an earlier paragraph. In contrast, there were reservations where it relates to practice, as the theoretical intent may not necessary suit the prevailing market conditions. For example, it is potentially complicated, if not, near impossible to witness both Big 4 and non-Big 4 accountancy firms working together in auditing the financial statement of a business they are working on. Conflicts would certainly occur, and as a result, this might delay the overall report being completed over their disagreements, thus causing further complications within the existing auditing system. 

Meanwhile, investors who were interviewed viewed it more from practical effects since they are considered to be the stakeholders of the business. Again, the intention for mandatory joint audit was seen as a good concept, however, the issue concerning the incurrence of additional costs and being part of a tedious processes were the arguments for maintaining the status quo within the industry. To summarise, there is good intent and a strong rationale for the mandatory joint audit. In contrast, it might however be viewed as a knee jerk reaction to the financial crisis which indirectly implicated the auditing industry. Notwithstanding this, the research has come out with suggestions which may be of relevance and considered moving forward. It is essential to factor in the views from the academics and regulators also, and it is a case of implementing a viable solution which may be applicable in practice. The next area this research shall consider is the potential impact of a mandatory joint audit model towards businesses in the UK. 

5.6 Impacts on businesses: Advantages and Disadvantages

Having examined the potential impact towards accountancy firms, it is also pertinent to analyse the impact on businesses in the UK. The key reason for this is two-fold; firstly, businesses are considered to be service receivers from the audit firms, and secondly, both businesses and their auditors have an interdependent relationship. Furthermore, any structural amendments or introduction of regulations or legislative provisions would certainly affect the businesses. On a wider scale and on this basis therefore, it provides a justification for this research to examine the impact on the businesses.

A similar set of participants who addressed the points relating to businesses primarily expressed doubts on the workability of the mandatory joint audit, which includes mandatory multiple audit for banks and financial institutions. The themes arising from these doubts can be summarised as follows: 

1. Issues relating to awareness of joint audit

2. Preparedness for the changes involving joint audit

3. Uncertainty about the feasibility, in particular, the actual outcome of joint audit

4. Lack of tangible evidence in support of the benefit of the reform(s)

5. Potential risks of suffering from higher costs and other associated complications

From the above, the participants were unanimous in voicing their concerns over the uncertainty that may result over the concept of mandatory joint audit. The same goes for the ideas surrounding the mandatory multiple audit for banks and financial institutions. Respondents were sceptical as to whether these changes may result in improvement or merely revert the system into a complicated and bureaucratic system which defeats the purpose of having a meaningful reforms. The answers provided by the participants were exacerbated with the EC mellowing down its initial proposal or pledge to implement mandatory joint audit concept for accountancy firms, instead opting for it to be optional on a voluntary basis. Even though France implemented the notion of mandatory joint audit decades ago, it is worth appreciating that the French system has a tendency to lean towards the left, embracing soft socialism within the political sphere of the country, a situation not replicated in the UK. 

Furthermore, a lack of information involving joint mandatory audit proposal naturally leads to a cautious response towards embracing real change. As such, the fear also plays into the hand of the Big 4 accountancy firms, which translate the potential impact in a negative light to the businesses, contributing to the businesses reluctance in supporting the reforms wholeheartedly. This can be translated into statements or observations made by some investors who participated in the research. Without a full awareness of the changes, in particular the extent to which they may affect the businesses, one correspondent commented that, “I did not closely follow the development and changes in rules and regulations in the auditing sector, but I understood that the auditing industry was under scrutiny, in particular, after the 2008 financial crisis. As an investor, we are only interested in a secure investment…” A similar comment was made by one of the CFOs, where he added, “I am unaware about the details of mandatory joint audit practice, but I understood this was one of the audit reform proposals which has not been passed by the European Parliament. We already have mandatory tendering and mandatory rotation of auditors every 10 years in place, do we really need another regulation”. 

Despite good intention and rationales behind the implementation of mandatory joint audit, the impacts have been viewed negatively by investors, and in turn the businesses. Still, the theoretical model suggests a better audit system and outcome for businesses. On the contrary, the perceived uncertainty has painted a different picture of the overall aims and objectives of the scheme. 

The above examples are not isolate cases. The lack of understanding and dissemination of information relating to new changes or amendments represent a risk in achieving successful reforms. For instance, the latest EU audit reform of mandatory rotation of auditors was implemented in June 2016 in the UK. Under this new approach, all public interest entities will be operated on comply or explain basis. In short, companies need to either comply with the new rules, or will need to explain the reason for failing to do so. Even so, evidence has shown that a fifth of FTSE 350 companies are woefully unprepared for new rules according to research commissioned by one of the Big-Four accountancy firms, Ernst and Young (Economia, 2016). 

Increased cost is seen as another impact which may hinder businesses in supporting the implementation of mandatory joint audit. The cost implication is akin to that of the Big 4 and non-Big 4 accountancy firms as examined in earlier sub-chapters. For businesses, the appointment of auditors can be perceived as a form of liability in that the cost comes not only in terms of monetary outgoing, but the time spent in accommodating them as well. Thus, both internal and external costs are involved. The concept of mandatory joint audit which requires two separate appointments of accountancy firms inevitably adds to the financial burden borne by businesses. As suggested by one of the participants, “The cost to conduct two separate tender would also no doubt add extra costs to the businesses”. This may hit hard those businesses who are struggling to break even or perhaps in situations where they only experience a slight profit margin. Additionally, accountancy firms differ in size and the means by which services are delivered to the businesses. Consequently, businesses have to factor these into consideration and examine what they may consider as unnecessary cost to them. 

Moreover, assuming the concept of mandatory joint audit is implemented as a form of legally binding obligation to the businesses, this may potentially produce negative effects rather than desired results. From a business perspective, it is foreseeable that there might be some issues concerning the results of the audit works provided. Earlier, it was highlighted that it would be difficult, if not impossible for two accountancy firms, differing in size, to work together. Conflicts of interest between the firms may arise if the work is not allocated properly, and naturally, businesses would suffer as a result. This is the last thing businesses wish for, and such fear can be summed up, “When an audit work is shared between two people, there is always a danger of potential arguments … it will cause substantial delay towards the completion of an audit if it is not resolved”. This could potentially result in much reduced efficiency and the reputation and relevance of the auditing profession may be brought in disrepute. Reduced efficiency also leads to questions surrounding the quality of audit, which may in turn affect businesses performance. On this account, businesses might see the impact of mandatory joint audit as bad as the impact on accountancy firms, if not worse. 

It is recognised that the issues and concerns raised, in terms of the impact on businesses, present a challenge in justifying the application of mandatory joint audit. This however, is not the case as there was no concrete evidence suggesting that mandatory joint audit would incur additional costs to businesses that are subjected to audit. The primary issue involving the confidence of the profession remains a question that this research seeks to investigate. The arguments in retaining the existing or present system, which suits all parties, may potentially present another opportunity for contributing to the recurrence of the financial crisis in the future. This has to be challenged, and where conventional methods have failed, there may be, a moral duty to examine new ways in restoring the confidence of the industry to its stakeholders.  Arguably, this relates to the notion of sustainability, which advocates the continued existence of the audit industry based on integrity, accountability not only to the businesses, but also to stakeholders. 

Under this set of regulation therefore, joint auditors will need to share the fees in a fair and balanced way, which could be achieved through open discussion between the involvements of both auditors, company’s audit committees and independent regulators. With two auditors taking on the full responsibilities of the joint audit opinion, coupled with the supervision of an independent regulator would maximise the merit of auditors’ independence. This increased independence derives from the fact that joint auditors monitor each other’s work and enables them to have more leverage to resist potential pressures from management. Even if businesses need to pay extra for the two separate tendering process, it is argued that the benefits would outright the costs. 

5.7 Conclusion 

Earlier sub-chapters have critically analysed the potential practical impacts of mandatory joint audit on accountancy firms, businesses and stakeholders. This sub-chapter aims to provide an overall conclusion to this chapter, drawing upon the key themes which have been subjected to earlier examination and critique. Subsequently, the key findings which serve as potential alternatives to improve the standards and quality of the current audit practice shall be summarised, with the assumption that the system would work within the UK market.    
The newly implemented audit regulation introduced in June 2016 has brought a new focus on the auditing market in the UK. Even though the notion of joint mandatory audit has not been introduced as a form of legislative provision, there is nevertheless an expectation on the part of the businesses in ensuring audit rotation and audit tendering are taken into account. Failure to do so may result in the businesses having to explain the basis for their exclusion of them. Therefore, the “comply or explain” concept obliges all Public Interest Entities to rotate the appointment of auditors once every ten years. Assuming that initial an auditor firm is successful in their bid to audit the same company or business, the appointment shall last for another 10 years. In the case of joint audit, it will be 14 years. 

As explicitly detailed in the literature review chapter, the top audit market in the UK has a long history of using the same statutory auditor for an average period of between 50 to 100 years. This non-standard, unhealthy long professional relationship contributed to some perfunctory audit works being carried out contributing to audit failures, which were evident during the 2008 financial crisis. While businesses should endeavour to maintain the relationship in the long run, the nature of the relationship between auditing firms and companies or businesses cannot be viewed in parallel or treated akin to that between two businesses which are involved in commerce. Auditing or in this case, Big 4 or non-Big 4 accountancy firms have a standard requirement to meet while executing their role, and their general duties and obligations are subjected to key pillars as prescribed by their respective professional bodies such as independence and accountability, just to name a few.
Instead, research has demonstrated and proven that long and cosy relationships between auditing firms and companies has resulted in the work being completed inaccurately, at times, at the behest of the companies who are subjected to audit. The long term relationship also contributed to the element of mala-fide where one or even both of the parties are encouraged to cover for one another where required in order not to comply with certain auditing requirements. A few instances have been provided in earlier chapters, essentially, auditing firms and companies ‘complying’ and cooperating with the company management in manipulating financial performance. This ensures that the eventual report looks favourable to the shareholders and/or its management, only to find out that the financial report was not accurate. The primary aim of this new audit directive, in particular, the mandatory rotation of auditors is to enhance the statutory auditor’s independence and also to reduce any negative impact associate with the long relationship between auditor and auditee. As suggested earlier, the mandatory rotation of auditors is not convincing in its present form and may be subject to abuse by the players who are well connected into the system. 
Additionally, a mandatory rotation approach has yet to demonstrate its usefulness or effectiveness and there is scepticism surrounding its practicability. Evidence is aplenty in illustrating its impact in terms of improving the competitiveness of the audit market as well as quality of audit. This has resulted in a process in which the Big 4 accountancy firms swap clients between themselves and ensuring the non-Big 4 accountancy firms are excluded from the process. As a result, the Big 4 effectively maintain their market share in spite of the implementation of new regulations. According to a recent survey conducted by the Financial Times, the Big 4 accountancy firms handle 98 percent of FTSE 350 audits and 95 percent of those Fortune 500 companies (Agnew, 2016), further supporting the arguments presented in the earlier sub-chapters. Again, and as evidenced in the earlier sub-chapters, various critics (including interview participants) also criticised this regulation as having little impact in changing the mind-set of auditing practice, instead, making the audit market concentration level even higher than that of present. 
Considering the trend of auditing practices in the UK, the researcher argues that the root cause of the reoccurrence of audit failure can be attributed a lack of competition. Big 4 accountancy firms have been dominating the scene for decades, and there were concrete evidence in suggesting that many of the audit failure cases in the past can be related to one of these accountancy firms. With their reputation which spans across the globe, it is unlikely that their position would be subject to challenge by the non-Big 4 accountancy firms in near future. As a result, they would still be monopolising the industry, with the exception of France which is the only country to have a low audit concentration level in the European continent. 
On this basis therefore, the researcher firmly believes that audit regulation and policy maker should make joint audit a statutory requirement. Promoting the “Four Eye” principle to reinforce the ‘power’ of auditors, creating an independence and professional audit work environment in which two auditors work together in producing a high quality audit report. With proper guidance, enforcement and supervision, it is believed that mandatory multiple and joint audit would help to boost competition in the audit market, and at the same time, encourage the emergence of new accountancy firms for which the traditional “oligopoly” of audit market could be restructured. 
With this in mind, two important approaches are suggested in addressing the issue of the Big 4 accountancy firms monopolising the industry. In particular, mandatory multiple joint audit is specifically designed for the financial institution or banking sector. Additionally, joint audit serves as mandatory for all listed companies. Both of these methods share some common intentions in both the short and long term. For the short-term, first of all, it is hope that these mandatory multiple and joint audit practices would be able to bring ‘real competition’ to the current audit market. Secondly, it would enhance the independence of both auditors and improve quality of the audit. 
In the long term, it is crucially important to restore the trust in investors and other stakeholders. Trustworthy information is vital for trade, investment and the overall success of the financial markets.  With multiple or two independent auditors examining and assessing financial information for a company, the main intention is clear, and this is to eliminate the potential overly dependent single audit firms upon the business for audit fees or long audit appointments, where auditor’s integrity has long been argued to be compromised. Further, this is to leverage an independent auditor’s position to carry out their professional duty, and also to question any potential wrongdoing by another auditing firm, by ensuring that reliable information is provided to the market and to any interested parties. It will help to achieve a healthy and smooth functioning financial market, and contribute to the development of country’s economy. 
There are however issues associated with the practical implementation of mandatory multiple and joint audit for financial institutions and banks, as well as that of listed companies in the UK. Commencing with the scaremongering tactics deployed by the Big 4 accountancy firms, it is evident that they were unanimous in opposing to the idea of mandatory joint multiple and joint audit. Describing it as dangerous and setting a bad precedent, the Big 4 accountancy firms argued that it would affect the relationship between the auditors and the companies which are subjected to audit. This in turn would result in an unclear demarcation of responsibilities and naturally, result in the rise of audit costs. Further, there are also questions in relation to the extent to which audit work and fees could be shared between the auditing firms. 
Following on from this, accountancy firms differ in terms of its size, reputation, areas of specialism and coverage. As a matter of illustration, a large company or businesses would pose a challenge to the smaller accountancy firms even where the latter is successful in its bid to audit the business. For this reason, one cannot guarantee the quality of audit due to potential complications faced by the smaller auditing firms. Additionally, with the concluded interviews there is suggestion that the experiential gap which could potentially exists between the Big 4 and the non-Big 4 accountancy firms. 
Unlike big firms, small medium accountancy firms might not have the experience of auditing multinational companies, and even so, may lack the necessary skills to complete the audit in timely manner, which relates back to the point concerning the quality of audit. Despite good intentions or the rationale behind the reform in encouraging wider participation of auditing firms, practicality remains a challenge and unless convinced, the reforms would not be taken seriously by the parties involved. Indeed, this may also result in potential risk to the small medium accountancy firms in that they might be undermined by the larger accountancy firms for not being up to the standard required, and subsequently, this would further undermine the position of the smaller accountancy firms.  
Contrary to the investor’s view, members of the academic commonly with specialism in the area of auditing have completely differing views. In particular, academics believed that joint mandatory audit which involved the participation of small medium accountancy firms, would break the monopoly of big 4 accountancy firms and provide opportunities for the others to be involved in audit work. Theoretically speaking, the academics also objected to the fact only the Big 4 accountancy firms have the capabilities to access the top audit market, a view which is also shared by the non-Big 4 accountancy firms. They also alluded to the French scenario which incorporated compulsory joint audit as part of its legislative provisions, where its audit market concentration levels are the lowest. The legislation governing mandatory joint audit in France has also been recommended as part of the EC’s wider reform post financial crisis. Unfortunately, the latter has not progressed further due to the strong objections by the key players in the industry, which comprise the Big 4 accountancy firms. It is worth noting however, that the academics are in support of the idea since reform could be seen as protecting the sanctity of the auditing profession. 
In summarising, the views from the general participants, the responses were reflective of that in the profession they are involved with. As witnessed, the Big 4’s arguments were mainly centred on protecting their self-interest against that of the general benefit the reform would bring to the auditing profession as a whole. The investor’s views were predominantly related to the issue of increasing fees, costs and essentially, the effect on stability that the reform would bring should it be given a green light. For the bankers and those involved with financial institutions, they appear to be indifferent to the implementation of the reform since they are not in favour of going through another financial crisis. Importantly, banks and financial institutions appear on to be interested in enhancing profitability for themselves. The non-Big 4’s argument primarily centred upon the mandate to be involved in any audit work, be it big or small. They believed, as with the academics that equal opportunity should be afforded to all accountancy firms, and where the small medium accountancy firms might not be successful in the initial stages, this nonetheless provides a platform for which they are able to improve, learn and better themselves for future audit tendering.
Upon evaluating the feasibility of mandatory multiple and joint audit for the audit market in the UK from both accountancy firms and businesses, the next chapter aims to examine the workability associated within involving government intervention in the auditing industry in order to deliver sound rules or regulations to mitigate the adverse effects of lack of competition and slow improvement of audit quality in the UK audit market. The following examination shall also address the third research question - To what extent, can the possibility of audit reform be achieved through government intervention in terms of its feasibility to provide assurances and regain confidence in the financial markets. 

Chapter 6 – Government Intervention: As means to uphold integrity of the auditing industry

6.1 Introduction

Chapter 5 has portrayed the general mood towards the idea of mandatory multiple audit for banks and financial institutions, as with the mandatory joint audit for listed companies. The trend suggested divided opinions between the participants comprising of academics, Big 4 and non-big 4 accountancy firms, bankers and regulators. The opinions forwarded were in the researcher’s view, skewed towards their own personal interests and subsequently, it has been concluded that the latter represents a major and continuous hurdle towards any kind of a meaningful reforms of the audit profession. Unless these differences are resolved, the overall confidence within the auditing industry remains contentious and debatable. However, this comes as little surprise, as the group interest theory assumed that individuals form groups to serve their own interests, specifically, where any suggested reform might be perceived as a threat to their individual industry (Deegan 2009). A clear indication of this occurred after the 2008 financial crisis where major accountancy firms and business leaders opposed vehemently the initial reforms suggested by the EC. As alluded to in the literature review chapter, the reforms were softened after fierce lobbying and opposition by these parties. 

Within the review chapter, it was also clear that the voice of the major accountancy firms overrode support for audit reforms, predominantly by smaller accountancy firms. Again, the main purpose of this opposition was to stifle competition, while maintaining their existing clients and expanding their businesses through mergers and acquisitions in different guises. This effectively discouraged smaller accountancy firms from entering into the lucrative market, potentially disrupting creativity and innovation from being achieved in the industry as suggested in previous chapter. In ensuring that audit services operated in a fair and transparent manner with the ultimate objective of promoting quality and competition, the argument now reverts to intervention by the government in regulating the auditing industry. Recommendations of this measure are perhaps controversial though potentially justifiable, as the British government generally adopts a policy of minimalist interference in the finance sector as they believe that industry should regulate in tandem with international market trends. The auditing industry is no exception in this regard as they are regulated, responsible and answerable to the respective professional bodies rather than to the government. This however does not negate the analysis surrounding the extent to which audit reform can be achieved by means of government intervention, and judging by the earlier chapters, the continuous oligopoly dominance by the major accountancy firms would not resolve the ongoing issues within the auditing industry, such as the maintaining of standards or the integrity of the profession. 

Historical evidence has shown that national governments have played an important role in stabilising and developing countries’ economies around the world.  It is inevitable for a government to step forward to rectify the failures, after all, government intervention of the market is not uncommon, and in particular where the area has been subject to controversy. It is therefore pertinent to illustrate a few cases in which the British government have taken a direct approach in regulating certain important industries in the UK. A healthy and sustainable economy relies upon variable factors ranging from internal to external market environments. In times of crisis, sustenance of economic stability is often associated with the involvement of central government. The British government, for example, is set to announce a price cap on energy bills after price hikes by some of the energy providers which is aimed at rectifying the energy market, ensuring all consumers’ interests are protected. 

The British government also intervened within the supermarket industry, setting up the Groceries Code Adjudicator (GCA) which aimed to protect farmers’ interests. Under this measure, UK’s largest supermarkets will face fines of up to one percent of their annual turnover if it is found that they treat their suppliers badly (Bentley, 2015). Another recent government intervention into the market includes the structural reform of the UK banking sector which took place after the 2008 financial crisis, and came into force in March 2015. The Banking Reform Act 2013 that completed its passage through parliament is a key part of the government’s plan to reshape the banking industry, to create a banking system supporting the economy, customers and small businesses (HM Treasury, 2015). It is argued that, in the presence of markets failures, well-targeted and planned government interventions can moderate several market failures, ensure the stabilisation of the economy, and bring benefits to the businesses, organisations and members of public. 

Returning to the core discussion, would government intervention be feasible and practical in relation to the auditing industry, and if so, to what extent would the measure cover? As examined in the review chapter, the US government decided to intervene directly soon after the Enron scandals, which witnessed the ultimate demise of Arthur Anderson auditing firm. Similar to the British, the US government has a long held belief in the free market, with its industry being influenced by an external market environment. Consequently, the US government enacted the Sarbanes Oxley Act which introduced a new, wide ranging bureaucratic checklist for companies to comply with. More than a decade since its inception, there remains scepticism as to whether the legislation is sufficient to prevent future crises. The financial crisis in 2008 appeared to provide a clue as to its efficiency though it would be unfair to relate its outcome to another country such as the UK. 

The following sections will evaluate and analyse the impacts and practicality of direct government intervention methods based on a thematic analysis of interviews conducted with participants. The results will contribute to the existing literature regarding the achievability of government intervention of the auditing industry within the UK. This will also contribute to policy makers and regulators understanding of the sentiments of major audit market participants concerning government intervention. 

6.2 Can government intervention correct the market failures?

As mentioned, government interventions have always been a controversial topic in the UK, mainly because the country’s economy has been founded on free market ideology and the liberalisation of industries, which is in total contrast with a closed or planned economy usually associated with socialist and communist countries. Economists in the UK generally believe that a free market economy is the key to achieving a strong and stable economy. On the contrary, some argue that market failures were caused by the presence of the interventionist state. While the author recognises that a free market economy promotes a balance of production, product prices, demand and supply, sale of goods and services with little to no control or involvement from governmental bodies and agencies, the above illustrations tell us that some sensible level of intervention from the government is often needed and therefore, should not be disregarded. 

Direct government intervention is seen as particularly useful when market forces, aided by adverse external events, resulted in adverse outcomes for the general public, investors and local businesses. However, most of the interviewees who participated in this research were concerned about the government role in intervening in the profession. Some believe it is too radical for any government to reform the audit market, while most criticised it as doing more harm than good to the financial markets and the economy as a whole. There are many also concerned about the uncertainty, for example, one participant from the investor group commented that, “currently, the EU audit directives still apply to all member states, including UK, but I do not know whether we are going to change it or keep as it is after UK officially leave the European Union block. Whatever the case, there will be huge uncertainty for trading relationship among businesses, and accountancy firms who operate in both the UK and EU continent”. 

The following sub-chapter serves to discuss, demonstrate and investigate the key themes of those in opposition to the idea of government intervention which are divided into three sections, followed by evaluations of the opinions that claim that government intervention would help to challenge issues of status quo within the financial sector. Finally, discussions will examine and analyse an approach which might work in the UK.

6.2.1 Government intervention – Jeopardising the principle of a free market economy 

The interviews resulted in participants from accountancy firms question the government’s capability in intervening in the audit market. As one of the participants explained, “Politicians are good at politics, but they are not accountants or auditors, it would be unwise for government to simply impose rules or regulations which they think are good for the audit market … taking into consideration that there are already so many regulations in place in governing the auditing sector”. Another Big 4 participant also pointed out that all accountancy firms have already been subjected to regulations…additional regulations would add more burdens to accountancy firms. This is because accountancy firms will need to revamp their audit approaches and quality control in order to accommodate the new regulations. In turn, this will naturally result in increase of audit costs, which will, inevitably, be passed on to the audit clients”.   

Another participant from the investor group made a similar observation, saying that “we have seen more and more regulators, policymakers and standards setters who are keen to fix audit failures from happening again, at the same time, we need to recognise that there are so many rules out there, some of them have different requirements, and some of them even overlapped…what is important for the auditing is to ensure strong governance and supervision are in place for all the audit works”. 

The participants from the banking sector also expressed concern about the potential government intervention in the auditing sector. Interventions came with tough reforms which were aimed at enhancing the integrity and functionality of the financial sector. The key outcome from these reforms were attempted to prevent future catastrophic failure of banks, while minimising the disruption to the financial system and economy as a whole. The participants were unanimous however in suggesting that any state intervention should have far reaching consequences, as in the example of the banks since financial institutions are regarded as a pillar for which all industries, business sectors and communities rely upon. In contrast to the auditing industry, it does not have a far reaching consequences in comparison to financial institutions; and as such, to intervene and regulate the industry would simply be over stepping their boundary as a responsible government. 

The bankers in theory are not anti any form of governmental bona-fide reform, but are of the view that any reform or intervention should be minimal and should not be seen to be as disrupting the working of a free market system. Where there are any financial related issues, the market should be given the opportunity to correct itself in line with the global market trend and therefore, direct government intervention should only be seen as a last resort where all others have failed. The bankers are also of the opinion that government direct measures would produce a short term solution only, otherwise it may also be perceived as an artificial answer to potentially wider issues which may subsequently harm the economy of the country rather than remedying them. 

In illustrating the impact of direct government intervention within the auditing industry, China can be used as a good case study. It is well known that the Chinese government exerts a large influence over its financial market and economy. Even though limited forms of capitalism have taken place since the country opened the door to foreign investors in the 1990s, the Chinese government still instil communist and socialist policies within the heart of the nation’s economy. To this, Yang (2011) suggested that the majority of listed companies in China are controlled by local government. Being controlled implies that auditors do not have free reign or independence when it comes to providing unqualified and non-biased audits. Instead, it is an expectation or obligation for the auditors in ensuring that their final report is in line with local government’s initiatives. As a result, this allows for potential defects within the report to go unnoticed and may affect those companies in the long run. Even where the state owned companies may be faced with financial issues, the government is expected to bail out these companies rather than allowing them to become insolvent. 

Essentially, this has created major repercussions to the auditing profession in that there are no incentives for auditors to work hard, thus affecting the quality of audit works and audit reports for state owned companies. This is in direct contrast with a competitive auditing industry which allows for the auditors to improve their auditing work, whilst encouraging innovative means of reporting in the future. Therefore and as observed by Wang, Wong and Xia (2008), it is no surprise for state owned companies in China to hire auditors from the non-Big 4 accountancy forms, knowing that the ultimate auditor’s report is likely to correlate with the government’s view on the state of that company. Additionally, the government also influences the auditors through audit regulation bodies such as the Certified Public Accountant Association (CPAA). This questions the core values of the auditing profession such as being independent and objective, instead it is expected that the profession must adhere to the government’s position at all times.    

The Chinese government’s direct involvement in industry does not always produce positive outcomes, and this is the case for the country’s steel industry. As with the auditing industry, most of the steel industry in China is state owned, with some receiving financial support and subsidies from their respective local or regional government. Regarded as the world’s major steel manufacturer, the country has dominated the industry since the 1990s. The Chinese government’s uncontrolled policy towards steel production enables the state owned companies to sell and trade at much lower prices in comparison to other steel manufacturing countries. However, the lack of demand in steel owing to external factors as well as the 2008 financial crisis resulted in an oversupply of the materials, resulting in competitors having to either scale down or close down their businesses. Indeed, one of the major victims involved in the UK steel industry which was forced to shut down in 2016, costing the British government a total of £4.6 billion.

The effect of the much lower demand of steel also impacted Chinese companies. Instead of reducing production, the country’s state owned steel companies continued to produce steel, subsequently resulting in a massive oversupply of the material and finally forced the government to reduce subsidies and cease steel production which translated into major unemployment, adding an unnecessary burden to the Chinese economy. 

It is clear that the participants (primarily bankers and investors) are mainly against the notion of government intervention within the auditing industry. They share a common platform in agreeing that any forms of intervention serve to cause more issues than resolving them. Within the UK context, it appears to be an impractical exercise given its historical, social and political background which has been exposed to the free market economy, although it must be noted that some important services used to be owned by the British government. 

6.2.2 Potential exodus of corporations and large accountancy firms

The participants who were interviewed also identified another key point arising from government intervention in the auditing sector. On a larger scale, direct government intervention could potentially result in the withdrawal of some large corporations from the UK as they look further afield for countries with liberal market policies. For other companies, this might witness the relocation of headquarters to other European countries, though maintaining their operations within the UK. In regards to the large accountancy firms, there may be the possibility of either scaling down on their operations, resulting in redundancies, or a complete relocation of their businesses to another country. Similar to the earlier arguments, bankers and investors in general emphasised lax mechanisms in order to make the industry, or in this case, the country more lucrative for direct or foreign investments. In contrast, conducting businesses in a fairly restrictive environment adds red-taped bureaucracy and hindrance, therefore should be avoided. This in effect may subsequently impede upon the economic growth of a country. In the UK context, the economy is growing albeit at slower rate and to impose and introduce government intervention in any given sectors or industries would affect a country’s competitiveness. Moreover, direct government intervention sometimes contributed to adverse side effects to appear, leading to policy being directed to solving another problems (Palmer and Hartley, 2012)

Specifically, one of the participants from a smaller accountancy firm cited the US audit reform in 2002 as an example of arguing against any form of government intervention, and this is illustrated through the statement that, ‘we all have witnessed the transformation of the accounting and auditing regulations after the Enron and Arthur Anderson scandal unearthed back in year 2001. The U.S government intervened and enacted the SOX in an attempt to prevent corporate frauds, accounting and audit scandals. But, if you consider that 2007 financial crisis unfolded in the U.S, it is pretty self-evident that the SOX has had a minimal effects in protecting businesses and shareholders’ interests. This piece of regulation has instead contributed to a slower growth of the U.S economy, observed by one of the participant from the academic group. 

Indeed, empirical data have suggested that the SOX Act of 2002 was the main factor in driving away large companies from doing business in the U.S market. The SOX was tagged as too bureaucratic, costly and cumbersome. According to (Spielvogel, 2004), ‘while SOX prevents accounting fraud and material misstatements, designing, implementing and following lots of internal controls procedures at all levels of the organisation which prevents employees and managers from focusing on running the company’. As a result, many foreign companies chose either to delist from the U.S stock market, or to relocate their business operations. 

This issue has also been amplified by some of U.S prominent government officials. For example, Congressman Ron Paul makes remarks that: “SOX has placed U.S. corporations at a competitive disadvantage due to the bureaucratic compliance requirements, which drives businesses away from the U.S.” Formal Speaker of the House Newt Gingrich proposed for the outright elimination of SOX, because this legislation had apparently failed to prevent major financial institutions from bankruptcy during the 2008 financial crisis. Other evidence proved that U.S government interventions has caused more harm than good to the U.S economy as the dramatic reduction in numbers of the Initial Public Offering activities attests. According to …, the IPO activities in year 2000 before the Enron and Arthur Anderson scandal was 381, five times higher in the following year when the SOX was introduced and implemented. The number of IPO activities for year 2002 and 2003 was 66 and 63 respectively. It only regained to 173 in year 2004, and continued to shrink during the following years. The continued reduction of the IPO index means more companies are converted to private companies, and less foreign companies choose a listing in the U.S stock market. 

In the UK, there is also substantial evidence to suggest that government regulation resulted in negative impacts on businesses and society. For instance, the UK’s minimum wage law was imposed in April 1999 under a Labour government, responding to popular demand from the public. However, this regulation directly resulted in an unintended consequence: a rise of unemployment rate, with majority of low skilled and unskilled workers being the victims, leaving them unemployed, with no choice but to rely on the benefits system. Neumark and Wascher (2004) analysed 17 OECD countries about the impacts of government imposing minimum wages for employees to be paid and found that a 10 percent increase in the minimum wage leads to a two percent reduction in the employment rate for younger people between the age group of 15 – 24. Another recent study conducted by Institute of Economic Affairs (2013) suggests that the negative impact of minimum wages on employment tends to double during a recession period. This is one of a few examples which have demonstrated the adverse effect of intervention by the government into the system.  

Any forms of government intervention within the auditing industry would have a profound effect in the UK. At the moment, the UK is still a member of the EU and other groupings such as the Commonwealth group of nations. Simply, this means that there is a large degree of harmonisation within auditing practices between the UK and other EU countries. This equally applies to Commonwealth countries as well. By directly intervening in the system, for instance, introducing legislation this puts the UK auditing sector at odds with those of other EU countries, effectively singling out and isolating the country. Suffice in suggesting that the industry is interdependent with another, as opposed to independent to the others. This repercussion could be severe, and as examined above, the large accountancy firms are likely to leave the UK for other EU countries. The issue of legislative interference in regulating the auditing sector must be given serious thought since this might increase the unnecessary burden on both the legislature and the auditing industry. 

A similar case of failure of government intervention can be witnessed from the contemporary UK. In 1997, the Labour government introduced new regulatory measures to impose additional compliance costs on businesses, allegedly reaching £15 billion by January 2002. In addition, the government also imposed various performance target on health services, social services, education, the police sector and local government, causing the falling of UK global competitiveness, making the UK less attractive for doing business and attracting investment.   

Another point which is worth to emphasizing is that enacting new legislations or regulations also costs money for the government, which inevitably, has to be squeezed from existing spending budgets that are extracted from taxpayer’s money, as explained by one of participant from the Big 4 group. This view is consistent with previous study conducts by Porket (2003), who argues that; “the more extensive and intensive government regulation, that is, the more formalised and bureaucratised the economy and society, the more revenue the state needs and has to extract from the economy.”  

The above analysis provides clear evidence that government intervention in the form of legislation or statutes aimed at regulating the audit industry does not, in balance of probabilities, assist corporations, businesses or the country’s economy in the long run. Even though the SOX legalised certain accounting practices, the drawbacks outweighed the benefits. Procedural wise, SOX has made the US listed companies more transparent and responsible to shareholders in matters relating to financial information, performance and financial reporting in particular. The latter however has been achieved at the expense of flexibility in terms of engaging with businesses in the US. In a free market economy, businesses and investors are generally driven by profit and willing to take justified risks. However, tough and restrictive government intervention or measures make the US market less attractive which may result in business leaders and investors to look further afield for new investment prospects. 

Moreover, unnecessary interference within the auditing industry may hinder both innovation and efficiency of auditing practices. Innovation is not about opening up new markets, instead it may offer new ways of serving the established auditing mechanisms and practices. For example, the continuing development of information technology could result in the creation or much improved auditing software, which in turn might revolutionise the way auditing systems and operations are run. This might result in a much shorter time frame in finalising financial reports, which would appeal to corporations and businesses as this promotes efficiency. Innovation therefore allows for new markets to be created and grow. 

Efficiency is an important attribute which the auditing industry operates on. The varying degree of government interference in the business environment within a country has the capability in determining the rate of business efficiency within a country. Higher degrees of government legislation in industry inevitably attracts more regulatory compliance, which can translate into a potential increment of bureaucratic paperwork. In reference to the earlier point, corporations and businesses would need to allocate additional time in completing work just to comply with the regulations rather than be involved in other pertinent revenue driven objectives. The end result would make them less efficient and in turn this has an adverse effect on their overall profit. Additionally, such tedious exercises would incur extra overhead costs for corporations and businesses that might not be affordable in the longer term. In order to ensure compliance with complex regulations, corporations would probably need to install industry approved and expensive enterprise wide IT system. Also, it is crucial to factor in additional costs chargeable by the accountancy firms in dealing with documentation in line with new regulatory compliance requirements. In any normal business environment, less efficiency may have the real potential in driving away new, let alone existing businesses and investments.   

As mentioned previously, the participants agreed that government regulations and appropriate interventions are still needed, specifically in view of maintaining peace and order within society, and in some respects, the methods in which businesses operate. On a wider scale, targeted intervention by central government may be beneficial if the ultimate goal is to contribute to overall economic development, political and living standards of its citizens. That being said, and as exemplified in the US, any government should not rush in reacting to an event. As an example, the extent of intervention in the auditing industry should be examined in line with other associated industries, as unwarranted intervention would unnecessarily hamper and affect the working of other related industries. The effect of this would simply result in subsequent de-regulation, with corporations, businesses and accountancy firms having to spend resources on the incorporation of new regulations and later removing them from practice. Instead, the government’s role should be proactive, working together with all professional bodies, major shareholders and stakeholders in identifying ways in enhancing the auditing industry. 

Over juridification of industries and sectors in a country, as discussed, may create negative consequences for the auditing industry, as with attractiveness in terms of investment and society in general. As examined, the UK prime status as one of the leaders in the industry would diminish, and the fear of corporations and large accountancy firms leaving the UK for other countries may become a reality.   

6.2.3 The auditing industry – One too many areas for government intervention 

The two previous sub-chapters have provided and examined the key findings that argued against any form of government intervention in the auditing industry. The market, as the participants have stressed should be subjected to the principle of free movement and regulated by the industry. Through interviews with the participants, the researcher has also identified another key theme and this relates directly to the government’s capacity and role in intervening within the auditing industry. At the time when these interviews were conducted, it coincided with the referendum on whether the UK should leave the EU. The results of the referendum shocked the British establishment, the EU and its financial institutions – and the impact perhaps left the interviewees with ideas on the capability of the government in delving too much in what the interviewees perceived to be a petty area. The real prospect of the UK leaving the EU resulted in huge uncertainty at both micro and macro levels of the economy. As some of the interviews were conducted post Brexit vote, the bankers and investors were sceptical on the ability of the government in legislating this area as there are arguably more essential tasks to consider; and that the possibility for the British government to intervene in the audit market to make structural reforms for the purposes of improving the quality of audit, in their view, should be put behind the rank of important issues.  

In response to the interview questions, the majority of respondents (primarily bankers) expressed disbelief about the result, and emphasised that the entire process of Brexit negotiations would precipitate an uncertainty on the nation’s economy. For example, a participant from one Big 4 group makes remarked, ‘The EU referendum had divided this nation, with the issue of Brexit remaining divisive, the government and opposition parties have achieved little agreement on how the UK should leave the Union, causing a great level of uncertainty for the market. With the government being utterly preoccupied with this political agenda, I doubt the government would have any capacity to make any drastic move to intervene within the audit industry’. Another Big 4 participant who opposed  any kind of government intervention makes a similar remark, by suggesting that, ‘So far, the audit sector has achieved remarkable results after the implementation of the New Audit Directives, FRC commissions an annual survey on the development of audit provided by Big 4 and Non-big 4 accountancy firms, confirming there is evidence indicating that audit firms are seen as more independent than before, and there is higher level of confidence in audit as a result of regulatory change, and I don’t see the need for government to intervene, beside, the government has more important issues (post Brexit referendum negotiations) to worry about’.  

Participants from the investor group do not appear to be as convinced by the proposal for government intervention, doubting the capability of the government in making the right decision for the public or market. History has revealed that some of the policies proposed by Members of Parliament or during election campaigning periods were driven by the politicians’ self-interest. The pursuit of self or party’s interest would often results in temporary support from the public, and caused an unexpected destabilisation within the financial market and nation’s economy. The decision by the former Prime Minister David Cameron to call for an ‘in or out’ EU referendum within two years if he wins the 2015 election has been tagged as one of the biggest political gambles and failures of all time. 

The final outcome has not only caused division among politicians, members of publics and businesses alike. It also caused panic and loss of confidence to the financial markets in the UK, with many business leaders and high profile organisations publicly speaking out of their intention to relocate their business operations or headquarters to other countries, which may result in an unnecessary burden on the UK economy.  Additionally, the result of the referendum were also directly responsible for the unease of society, causing the emergence of suspicion of foreigners across the country. According to figures published by the Home Office in July 2016 after the Brexit vote, police recorded 5468 hate crimes, 41 percent up from 3886 within the same period in 2015. With regards to this increased hate crime, Mike Ainsworth, a director at Stop Hate UK argues that, ‘The time and the nature of these increased hate crimes means that they are undeniably linked to EU referendum” (Meier, 2017).  

This illustration questioned the government’s judgement in calling for the referendum, and reaffirmed the earlier arguments against government intervention in the auditing industry. Without in-depth knowledge and understanding of the issues faced by the auditing profession, any intervention may backfire on both the government and the industry. The referendum has created tension and division to our society. This is mainly due to the pursuit of politician’s self-interest, and a lack of detailed considerations about its social cost, benefit, and long term impact. Further policy interventions could end up failing to solve the existing problems, and may even exacerbate them. For example, in the aftermath of the 2008 financial crisis, the UK FRC and Competition Commission recognised the issue surrounding lack of competition among the top audit market as severe and subsequently implemented the mandatory tendering and mandatory rotation of auditors in reversing the trend. As detailed in Chapter 5, the actual achievement is disappointing, with Big 4 accountancy firms end up swapping audit clients among themselves, and indeed, none of non-Big 4 accountancy firms were successful following the tendering processes. 

Just as with any specialist profession, providing audit services requires in-depth practical knowledge. Professional accountants and auditors are subjected to education and training before being able to step into the practising world. Subsequently, legislative intervention into this area might not procure the ideal result for all concerned parties. No doubt the government would obtain credible advice from experts in the field, however, the industry is best served by being regulated and monitored by the professional bodies themselves. Even though the professional bodies are not able to pass any criminal sanction or impose civil liability against the auditors, any decision made by the professional bodies is in line with the profession itself. Inviting government intervention by means of primary or secondary legislation may restrict the flexibility of the profession, and alluding to the above analysis, would potentially result in large accountancy firms relocating to other countries. With this in mind, the EC’s reforms, as examined in both Chapters 2 and 4 may be taken as a good example of the key efforts in regulating the profession that have since been struck down by the European Parliament.

As an illustration, one participant from the academic group explain that, ‘The government has already dedicated powers to the FRC to regulate the audit profession, they are too busy to intervene in every individual matter … also, think about this, politicians do not have the requisite knowledge to create rules and regulations for different industries, it is no secret that politicians often seek advice from top accountancy firms about tax and other financial matters’. The global presence of the Big 4 accountancy firms may imply that they possess wide ranging knowledge of the auditing industry, and together with their wealth of resources have been known to provide ideas and recommendations to government in terms of the profession going forward. Annually, employees from primarily major accountancy firms have been on secondment in assisting the government, with some being allocated to work with individual MPs and political party officers. The influence of the auditors or accountants might assist the arguments against legislating the profession due to their close association with MPs.

Interestingly, a report commissioned by the House of Common Public Accounts Committee found that the Big 4 accountancy firms have been providing the government with professional accountants in drawing up the law of taxation, and at the same time, the latter provided expert advice to multinational corporations and individuals on the methods to exploit legislative loopholes which the professional accountants themselves have prepared (Syal, Brwers and Wintour, 2013). The Committee criticised that it is hugely inappropriate for professional accountants to advise government on improving the legal challenge on taxation, while advising corporations and businesses on ways to avoid the law. Even though the example relates to taxation, it is nonetheless, a key argument against government intervention within the auditing industry. Factoring in the above discussions, this resulted in a potential monopoly by certain major accountancy firms. This correlates with the perception voiced by some participants where government intervention in the auditing industry would only stand to benefit a few large accountancy firms.    

This practice has effectively given the Big 4 accountancy firms the ability to design mechanisms, and subsequently advise their wealthy clients on tax avoidance matters. Unsurprisingly, there are plenty of news reports on some well-known companies had ended up paying no or little UK tax for the past few years. Examples include Starbucks, Google and Amazon. Hence, it is suggested that with the Big 4’ engaged in advising government legislation, and its close relationship with the political parties and individual MPs, it would work in the Big 4’ favour to keep maintaining its domination in the audit market, at the same time, to deviate any potential changes to the industry off the political agenda. This can cross refer to the review sub-chapter relating to ‘Current issue of the auditing industry’, where it criticised the Big 4 accountancy firms for stretching their political and financial power to lobby against meaningful reform proposals from the government agenda. 

In summary, there is large degree of scepticism on the government’s role in legislating the auditing industry. The participants are overwhelmingly in favour of non-intervention with the academics arguing along the historical backdrop of the profession in that free market economies should be allowed to function and regulate the industry, while the bankers and the investors are predominantly concerned about the practicality of legislating the profession, considering the failure by the EC in passing through the auditing reform agenda and certain intrinsic relationship between the legislature and the major accountancy firms, as with the recent decision of the UK to leave the EU. Unless the government can employ professionals who are not affiliated to any professional bodies, the idea behind intervention would remain good on paper but will not restore the confidence of stakeholders in the industry. There remain arguments in intervening within the industry though, and the next sub-chapter aims to analyse the feasibility of this approach.  

6.3 Dilemma: Intertwined relationship of UK government and Big 4

As examined earlier, it is no secret that the British government have some form of relationship with the main players in the auditing industry. Moreover, the main political parties in the UK have been beneficiaries of donations by major accountancy firms and they have been advising them on legislative matters in relating to taxation, monetary audit and other financial related matters. In return, these accountancy firms received first-hand information on any upcoming legislative provisions which may affect them, and have therefore been able to make provisions in safeguarding their interests. With influence over the government, the accountancy firms may also be guaranteed a monopoly over a top slice of the audit market. This relationship has made the government become less influential and trustworthy in the event that the market requires the government to play a role in promoting and restoring confidence towards services provided by the top accountancy firms.  

The main challenge is clear – to break the controversial link between the government and the major accountancy firms. Based on a thorough examination of this research, the research argues that the primary breakthrough is to make the government and MPs independent from professional accountants who are employed by the major accountancy firms. Similar to the doctrine of separation of powers between the legislature and the executive, any advice of this sort by the government should be through independent professionals who are not attached to any firms. These independent professional auditors should either be a free-lance, or working for and with the professional bodies and be given the option to be employed by the relevant ministerial bodies only for work relating to auditing and advising government on reforms which may be pertinent to the industry. Once professional auditors are employed, they should be considered as government civil servants with no involvement with either the major accountancy firms or corporations and businesses. This prevents direct conflict of interest as illustrated in the earlier sub-chapter. 

Though there may be potential conflicts of interest as there are with previous direct or indirect associations between independent professional auditors and major accountancy firms, the whole idea of this is to reduce and minimise the influence and degree of control of major accountancy firms on the government. The lesser the degree of influence, the more independent government reform in the auditing industry. Where there is more independence from the industry’s influence, the passing of any legislative provisions or reforms would be meaningful. 

Opponents may argue that this may encourage constant intervention. However, it is pertinent to note that the role of the government is only to intervene where necessary, with other non-substantive reform should be left to the professional bodies for further action. For instance, the ethical behaviour or standards expected from the auditors should not be legislated, rather this should be left to the existing professional bodies to resolve. The role of these government appointed professional auditors therefore is not encouraging more legislation but instead of more of a balanced approach in order to ensure that the auditing industry remains relevant in the long run and be seen in raising confidence of the stakeholders, which has been lost for the past decade or so.

This recommendation may also be suitable in countering two claims which were mentioned above. First, this would ensure that the government is not seen as intervening as a form of knee jerk reaction to any crisis without any expert advice. Secondly, this serves to break the stranglehold by auditors (who are also employees of the major accountancy firms) who have individual or corporate interests to protect, and hence allowing the major accountancy firms to escape any form of liability. Even though this suggestion goes against the notion of the free market, the French auditing industry can be taken as a precedent where the industry has to be, to a certain extent regulated by some form of legislative intervention. As the UK is still part of the EU, complications may inevitably arise due to the potential formulation of different policies, and as long as a compromise can be reached, it is possible to achieve the aim of reforming the industry. Stakeholders in turn may perceive this action as a form of assurance, hence potentially raising their confidence in the industry which is still struggling to demonstrate its credibility.

Alternatively, this can be achieved through a looser form of intervention by the government. Instead of legislating for the industry, a new enforcement body may be set up by the government specifically in ensuring that auditing rules and regulations are followed. The enforcement body should comprise independent auditors who are not attached to any accountancy firms and have a credible record in the industry. In essence, they would also oversee the audit or accounting professional bodies towards ensuring that all regulations, ethical standards, code of conduct and standards of practice are followed. They would also assist in formulating necessary regulations in order to keep up with development within the auditing industry. This recommendation may be complicated however since there may be conflicts between the enforcement body and the professional bodies, which arguably has been overseeing the auditing practice for a long period of time. Additionally, this almost resulted in the overhaul of the Corporate Governance code which is not only utilised for the auditing industry, but also provides for a behavioural code covering corporations and businesses.  

Whatever the recommendation, the researcher believes that forms of legal intervention, whether hard or soft, would only be a way of returning the credibility to the auditing profession which the stakeholders have been yearning for. The major accountancy firms may continue to act or participate in an advisory role in recognition of their expert knowledge within the industry, however, the formulation of laws or regulations should be left to independent auditing experts who are employed to serve the government. This could essentially resolve the issues surrounding bias which have plagued the industry for considerable period of time.  

The Chinese model of intervention should be examined for its potential applicability within the UK auditing industry. Essentially, the Chinese government exerts control over the corporations, businesses and to a major extent, the way they are run. Suffice in suggesting that the Chinese government also see their role as intervening in private life of individuals where necessary in promoting peace and stability across the country. The same goes for the Chinese audit industry where the auditors are expected to comply and ensure the interest of the state-owned enterprise are protected. This statement perhaps demonstrated the incompatible of the system and practices between the UK and China, since China leans on socialism and communism, though limited capitalism is allowed for furtherance of business and trade. As explained, the UK’s system is based on capitalist system, where free market is widely practiced. Under this system, accounting and auditing profession in the UK is self-regulated. As a result, the financial reporting environment is the interaction between legal and professional bodies who sets the auditing and accounting standards. However, the system of self-regulation of accounting and auditing profession is evidently not to be operating satisfactorily for the past decades. It is therefore, argue that interventionist policy deserves consideration here, since there is a need for the British government to exert control in the auditing industry. This relates to the earlier arguments where the British government should adopt a balanced approach in regulating the industry where it could be learned from other European counterparts. For the like for like comparison, France, Germany are all operate within the European market embracing with free market economy policy. However, unlike the UK’s total laisse fair policy, France and Germany integrated some form of government control in the auditing industry. The auditing and accounting environment in France and Germany is predominately influenced by the government sources rather than its accounting profession. “These sources include company law, the commercial code and tax regulations” (Campbell, 1985). In contrast to the self-regulation system in the UK, the accounting professions in the France and Germany is relatively small and has had little influence on establishing accounting principles and standards. As compare to the UK, government influence in the auditing industry is more noticeable in France and Germany. The key rationale of the quasi-government control of accounting and auditing industry is that both France and Germany government viewed the financial reporting framework as a key factor in formulating and implementing national economic policy. This in itself explains why France and Germany are among the fastest growing economic in the EU. Another aspect of France government place strong influence over the audit industry appears to be beneficial relating to the mandatory joint audit. The Law of 24 July 1966 requires that public companies that are listed on the stock exchange must appoint at least two statutory auditors. This requirement has made companies in the France, in particular, benefiting from much lower audit market concentration, as well as reliable reporting quality. Therefore, it may be possible to incorporate provisions where this has worked for the other European counterparts, and discard where it would not. 

Nonetheless, the interviewees who participated in this research have agreed with certain degree of intervention, however recognised that it would require great level of determination and a long term plan to do so. The series of reforms to date have not had significant impact and the Big 4 accountancy firms are resuming what they have previously done. While the primary auditing structure remains the same, the absence of robust, innovative reform through government intervention, there might be a real prospect of another auditing crisis occurring in the future. As a result, the arguments for the government to take a proactive approach in regulating and exerting control to the profession is evident.  

6.4 Ensuring independence – Introduction of government’s own auditors? 

Any government in the world plays an important role in the economy, from supporting the growth and stability of a nation’s economy. The government is also responsible in devising rules and regulations in ensuring businesses operate in the best interest for   members of the public. This applies for most industries, except the accounting and auditing profession. The auditing profession has primarily been operating under self-regulation for more than a century. Although there is existing legislation such as the Companies Act 2006 which relates to auditing, the provisions only cover the statutory requirement for the need of auditors in newly incorporated limited company as well the necessity for companies to publish their financial statements and accounts to the members of the public annually. There is a similar requirement for private limited companies, with in exception of publishing it for the members of the public. These statutory requirements do not interfere with the roles and expectations of auditors as these have continuously been subject to rules set by the professional bodies.

The accounting and auditing industries still set their own professional standard of practice, educating their members and monitoring compliance. As argued earlier, certain industries and sectors should be better off by means of self- regulation primarily due to its inter-relationship with the global market for which the government should not be seen as attempting to intervene. On the contrary and where a profession, in this case the auditing industry, has repeatedly been subjected and implicated in scandals and or financial crisis, forms of intervention should be considered. 

With the globalisation and advancement of technologies, trading activities become increasingly complex. Multinational companies become ever larger and it posts a great challenge to the profession and the self-regulating system. In addition, with the fast evolvement of market conditions and fierce competition among the top audit market, self-regulation may not be a continued solution to the issue. Many accountancy firms have adapted themselves into becoming profit orientated organisations with their main objective to make increased revenues, and maintain client relationships instead of being non-bias organisations with the stakeholder’s interest at heart. This unethical practice subsequently played a role in contributing to the financial crisis in 2008. 

Over the past two decades, the audit industry has experienced several crises and reforms, with the latest EU new audit Regulations and Directives imposing stricter rules which prohibit accountancy firms from providing consulting services to the companies they audit. Other major changes includes mandatory audit tendering and mandatory rotation of auditors. These reforms are arguably is a step in the right direction, showing some sight of improvement of competition in the top audit market among Big 4 accountancy firms. However, it does not go far enough as the new regulation failed to live up overall competition in the market. For instance, it failed to address the fundamental conflicts of interest between auditors and the client relationship. The present auditing system ensures the continued existence of conflict of interest: with the presence of mandatory tendering and mandatory rotation of auditor rules, the same auditors are still being hired and paid by the companies that are being subject to audit. 

The reality is that an auditor could never be independent from the companies which he or she had previously been assigned to audit. Auditors would often influence and pressures from both the employer, in this case his or her accountancy firm and the audit client company. In the audit industry, it remains a fact that audit clients have the tendency to make recommendations to sack the auditor who disobeys or deliver unfavourable audit reporting. Similarly, the auditor’s position would be in jeopardy if the auditor’s behaviour resulted in the loss of audit client.  Basically, auditors are left with two options, either sticking with auditor’s professionalism that is, making independent objective judgement about company’s performance, or compromise the integrity of the profession, colluding with client management to produce a favourable audit result, predominantly in preserving the interests between the organisations and self-interest. Previous precedents have revealed that most audit failures and scandals involved the collision between a single auditor and its client. 

While the earlier arguments make a case for government intervention, this sub-chapter analysed the recommendation for government employed auditors to conduct audit against banks and financial institutions. There is a difference with the earlier sub-chapter in that the government would not be interfering in the auditing industry, but leave the authority and enforcement to the government auditors. The key measure here is to improve quality of audit, as identified in this study, and to create a competent government sector to take control of the audit function. Banks and financial institutions are chosen due to two important factors. 

Firstly, banks and financial institutions represent the core pillar for corporations, businesses and society since they have responsibilities in ensuring that the interest of their clients are protected and not being subjected to abuse. Audit failure involving banks and financial institutions may jeopardise the position of the stakeholders as the latter may lose their money and savings with the bank. It is absolutely pertinent for the banks and financial institutions not to betray the trust given by the corporations, businesses and society. Secondly, it is vital to recognise the limitations on the role of government auditors. It is not possible or practical for government to employ auditors to audit all registered companies in the country. This role should continually be taken by the accountancy firms. 

With banks and financial institutions being placed under scrutiny by government employed auditors, this would enhance an auditor’s independence, making them invulnerable from potential threats and or less likely to be acting in the banks’ interest. Ultimately, this has the potential of reducing fraudulent practices within the banking and financial sectors while upholding their integrity as responsible, credible and reliable organisations. This may also have an indirect impact on those corporations or businesses which are audited by the accountancy firms. As corporations and businesses have constant dealing with the banks and financial institutions, any irregularities in their financial statements may be picked up and subsequently be subjected to further investigation, which may reveal any malpractice by the companies. 

6.5 Conclusion

This chapter has examined the extent to which audit reform can achieved through government intervention. The rationale for this chapter correlates with the research question as identified in introduction chapter. The concept of mandatory joint audit which was introduced by virtue of EC’s reform is not producing efficient result in providing meaningful reform to the auditing industry. As a result, potential government intervention within the industry may assist in returning the public’s confidence with auditing practice. Theoretically, government intervention in minimising or preventing the re-occurrence of a crisis is laudable, however, and as this chapter has demonstrated, it is not easy to facilitate such arrangements. The US government has decided to take the legislative route by passing the SOX in 2002, however, this may impact upon the businesses and the lucrativeness of the market. Following the precedent in the US and perhaps the more restrictive auditing regime in China, the British government may be able to follow and adopt the necessary provisions. As noted however, all countries are different in terms of economic, political and socio-cultural aspects. Subsequently, something which is their suitable for one may not be for another. In the UK’s position, their relationship is still tied to that of the EU, and consequently, it is not easy to reform the auditing sector without giving due regards to the EU provisions. 

Nonetheless, this does not mean it is not possible for the British government to take the lead in adopting a balanced approach towards regulating the industry. This may come in the form of a hard or soft regulatory approach. As analysed, the hard approach would imply legislation. The soft approach would be based on employing government auditors. Alternatively (and considering the practicality of the industry where it is not possible to audit all the corporations and businesses), another soft approach could take a form in which government employed auditors only audit the banks and financial institutions. In conclusion, the researcher believes that some form of intervention is needed for the auditing industry in order to ensure the integrity of the profession and to build confidence within this area for stakeholders. This is crucial as there is an inevitable and, indeed, a continuing relationship between the auditors and the stakeholders in ensuring the latter’s interest is being taken care of.  

Chapter 7 Conclusion, Limitations and Recommendations

7.1 Introduction 
Following the findings chapter, the purpose of this chapter is to re-visit the background for the research, and to provide an executive summary of the key points raised from this research. The main aim of this research was to explore and examine potential approaches in rebuilding confidence in the financial audit services following the 2008 financial crisis. Additionally, this research also sought to analyse the feasibility of potential changes which required for the future development of the audit profession. 
The research commenced by providing a background into the audit industry. The audit industry has existed for more than a century and is still important to the present day. The auditing industry works on the basis of trust and integrity as they provide an impartial and non-biased view on the financial state of companies, including banks as well. Crucially, the audit practice ensures that the financial statement of a company is in line with accepted accounting principles, which in turn enable stakeholders to make an informed choice on investing on that company.
The financial crisis which took place in 2008 has however cast doubts on the auditing industry. Although the crisis largely stemmed from the irresponsible action of banks and investment companies, major auditing firms did also contribute to the problems. On their part, the failure of the auditing firms to scrutinise the financial health of the banks and investment companies as well as their lax behaviour towards ensuring the accuracy of the financial statements contributed to the crisis. The eventual bail out or corporate rescue that followed could arguably have been prevented had the auditing firms executed their duties and responsibilities more diligently. 
The failure, in part by the auditing firms have contributed to one of the most severe financial crises of modern times. As a result, there were demands for the reform of the audit industry. These demands came not only from affected stakeholders, but also from the governmental level. Within the European Union, the EC has actively been engaged in proposing various reforms to the audit industry in order to ensure its viability and rebuild confidence of the sector which has eroded since the crisis. 
It is from these proposed reforms that a debate has begun to investigate whether, firstly, the audit industry is still relevant in its present form; and if so, to question the effectiveness of the reforms proposed that were subsequently passed by the EC. Secondly, and where such reforms are not viable, the issue of whether other reforms ought to be considered, which also includes a direct government intervention in regulating the audit industry. These questions highlight the core purpose of the research, as stated in Chapter 1 of this thesis. It is also important to acknowledge that whilst there is literature surrounding the area of the audit industry and the notion of joint audit, there has been no literature on other practical audit reforms as this research has concluded. This in itself constitutes a major contribution to knowledge in the subject area of the audit sector. 
Despite the financial crisis which undermined the audit industry, various literature has learnt support to the continued existence of the industry. This is primarily due to the importance of having a mechanism in place to check and scrutinise the financial report or statement of a company. The absence of audit may therefore worsen the already tarnished image of banks and financial institutions following the crisis. As a result, literature has suggested maintaining the audit industry albeit with appropriate reforms in place. 
In evaluating, examining and analysing the existing EC audit reforms and other practical reforms, qualitative research method has been utilised, which has enabled rich data to be collected by means of interviews and questionnaires. This information is useful and provides an in-depth knowledge in answering the research questions as identified in Chapter 1, namely whether the reform in mandatory joint audit could assist in restoring confidence and assurances to the financial market, and in terms of its feasibility. 
The findings are crucial since they provide an insight into the possibility of achieving mandatory multiple audit and mandatory joint audit as well as in analysing the practical effect of direct government intervention as a mean by which to restore confidence in the audit industry in the UK. The results of this research aim in helping policy makers, regulators, accountancy firms, and all other relevant parties within the audit industry to understand the key factors which contributed to the unsatisfactory audit performance post reform. This also enables market participants and stakeholders in exploring ways to achieve a robust audit system and achieve a competitive audit market environment. Having a robust audit system is the key to preventing and minimising fraud, maintaining trust and integrity within the audit industry.
Additionally, this research also critically examined the possibility of achieving audit reform through the means of government intervention. The potential obstacles to such reforms was also be analysed and the implication that they might have on the market participant within the industry discussed. The suggested reform through government intervention is arguably necessary due to the reoccurrence of audit failures which contributed to the financial crisis. The markets witnessed the prevalent trend of increasingly changing purposes and objectives of auditing services during the course of audit failures. Many of the accountancy firms involved in audit scandals have evolved themselves into profit oriented organisations, with the ultimate objective in satisfying the need of their clients, rather than looking after the interest of stakeholders and businesses. 
The above has provided a summary into the main aims and purpose of the research and briefly, the intended research questions and findings. This chapter is divided into five sub-chapters. The next section begins with a summary of the major findings from this research. Sub-chapter 7.3 meanwhile examines the limitations of this research together with recommendations for future research in this subject area.   
7.2 Review of significant findings 
This sub-chapter aims to provide an executive review of the findings as set out in the research questions. At the end of this sub-chapter, the researcher aims to demonstrate how this research resulted in a major contribution to knowledge in the subject area. 
1. RQ - Why is it essential to evaluate the significance of audit in the financial market?

In summary to the first research question, the majority of interview participants recognised the importance of audit services however, they were divided to the extent to which audit services add value to businesses and organisations. The differences can be attributed to two key factors; firstly, whether they are service providers or receivers or not practically involved with the industry; and secondly, whether they have a closely engagement in daily audit related activities. These are crucial issues since the overall importance of an audit is specifically dependant on the actual value it brings to the parties. 
Existing literature has argued that the audit service is one of the important services for investors and other interested parties in obtaining financial information concerning a company. Prior to the financial crisis, the quality of financial information was linked to the brand of the accountancy firms. As a result, it is no surprise that the Big 4 accountancy firms, with their vast network, reputation and expertise are seen as the preferred option by large businesses and organisations. By engaging the Big 4 accountancy firms, it is assumed that their services are delivered with quality. Such assumption however is debatable, given a few instances where there were evidence of under table practices happening among the financial institutions and the large audit firms. As illustrated in Chapter 2, the UK Competition Commission revealed the secret covenant that took place between banks and the Big 4 accountancy firms. The covenant requires the banks to authorise borrowings to companies provided that the latter’s financial statement had been audited by one of the Big 4 accountancy firms. The revelation questioned the motive and intention of the large accountancy firms, however, this may have provided answers to those seeking them or having doubts as to the high degree of concentration level in the UK audit market. 
This however does not negate the fact that Big 4 accountancy firms have provided a good audit service to its customers. Worryingly however, the literature has also revealed that the majority of fraud cases, financial scandals and audit failures involving well known multinational companies were directly attributed to these large accountancy firms. Such an occurrence of these events brings the importance of audit into disrepute, perhaps questioning whether this exercise is purely viewed as means of satisfying the statutory requirement in that companies must have their financial statement audited annually, and subsequently, has little value within the audit industry. Stakeholders therefore viewed the audit exercise as one that provided little value to either the parties who are receiving the services or benefiting from their services. This subsequently, and as examined, affected the confidence of the parties in this industry. 
It appears that the description of the word ‘important’ in audit industry depends on the actual value that it procures to the interested parties. As such, this research found that the value of audit is judged by several factors, namely the knowledge and status or the experience of the accountancy firms within the sphere of the business community. This brings us to the crucial part of the findings for the research question. The participants, who were interviewed for the research hail from different social strata, and their views or perception of value of audit services differs. As alluded in Chapter 3, the participants consists of individuals from the Big 4 accountancy firms, members of the academic and regulators. In analysing their views, the participants’ views were coded, analysed and interpreted using thematic analysis. The results indicated that all the participants were in unison in recognising the continuous existence of the audit industry and the services that it provides. On the other hand, the participant’s views substantially differ when questioned on the actual value of the audit exercise. In particular, the views of the individual participants employed by the large accountancy firms were hugely different to that of the members of the academics.
As a good illustration, individual participants from the Big 4 accountancy firms provided strong and affirmative views regarding the overall value of the audit service provided. From their perspective, those participants firmly believe that the audit service is a crucial and indeed, useful mechanism to keep businesses in good financial health, which in turn promotes growth, as well as assisting management and investors in making sound financial decisions. 
Similarly, respondents form the non-Big 4 accountancy firms also believe that the value of audit is pertinent to businesses, investors and other stakeholders. As a result, there is no issue concerning the continued importance of audit. In contrast, they disagreed in terms of the actual value that it brings to companies. For the non-Big 4 accountancy firms, the value of audit service provided comes together with absolute trust and integrity, the pillar of providing what they perceived to be a successful audit. Whilst the non-Big 4 accountancy firms are not questioning the role of the Big 4 accountancy firms in providing quality and value for money audit services, they nonetheless have doubts as to their level of commitment in ensuring that actual value is provided to the companies which are subjected to audit. On the basis of this, other medium and smaller accountancy firms have been advocating for audit reforms and it came as no surprise that they were very supportive of the mandatory joint audit, a model which theoretically enables and provides opportunity for medium and smaller accountancy firms to work with the Big 4 accountancy firms as audit partners. As examined in the findings chapter, being audit partners enable both parties to monitor each other’s audit work and prevent the audit exercise being seen as a mere tick box exercise. This in turn may also improve, if not enhance the value of audit provided to the companies.
From the investor’s perspective, the value of audit services is being based on the degree of reliability of the published financial statement. If the independent audited financial information is trustworthy, this would reduce the financial risks posed to the investors and enable them to make informed decisions on the use of their resources. As confidence in the audit industry remains fragmented, ensuring reliability of financial statements would promote confidence amongst investors. As participants for this research stated, they are only concerned about their investment and as such, the real importance of the audit exercise lies on the value in the form of not only the quality, but also the reliability of the information generated.  
This research also found that the investors’ view on the value of audit fluctuates depending on economic conditions. When the market is dynamic, investors benefit from a stable, growing economy, and here they have the tendency to give high recognition to independent audit services. Less attention was placed on the issue of information credibility and reliability so long as it is audited by large, reputable accountancy firms. More attention was placed on their capital allocations for the purpose of maximising wealth. On the contrary, when the economy is in down turn, or when investors subsequently realising they have invested in companies or organisations that have been involved in fraudulent activities, causing huge loss of investments, it is here that the blame game starts. Much focus was placed on auditors and audit firms, criticising their failure in informing of risks or spotting frauds. This is the time that investors fail to understand the natures of auditing. Their main duty is clearly defined which is to give reasonable assurance on the financial statement that is prepared by the management of the company. 
Investors also failed to understand that the likelihood of spotting a fraud of the management through audit is minimal. First of all, external auditors are not involved in daily management activities. It is almost impossible to track back all decisions which have been made by mangers or directors. It is easy for mangers or directors to conceal financial misconduct or fraudulent activities, unless, there is whistle blowing by insider employees. In addition, many of the audit activities are only being carried out at the end of financial years, and auditors often do not get access to all the information they need, whereas, the management have all the information available to them. They make the final decision on what information can be included in the financial statement, which makes it even harder for external auditors to spot irregularities. Notwithstanding these factors, investors have a general belief that the value of auditing only arises when an auditors’ report on companies’ financial statement truly reflects its financial position, enabling investors to benefit from reduced information risk, and improved capital allocation efficiency.    
Banks and financial institutions are the other sector that gave high recognition to the external audit services despite the dramatic failures of operations during the 2007 financial crisis. This phenomenon occurred mainly due to the interrelated nature of accountancy firms and financial institutions. Arguably, banks and accountancy firms are two of the most important services that most businesses and companies need. To businesses, regardless of their size, private or public trade, banks and financial institutions are the important source of external funding. In particular, very few businesses, if any, can operate successfully without the financial support of banks. In general, banks have a set of standard procedures and requirements that need to be fulfilled and evaluated before the granting of financial support. One of the requirements, perhaps the most important, is the independent audited financial statements. A reliable, good quality financial statement which reflects the true financial position of a business increases the probability of the business receiving financial support from banks. Likewise, a trustworthy financial report of a business would also help banks in reducing the potential for bad loan decision to be made. Therefore, this research suggests that as long as financial audit remains a statuary requirement, and as long as businesses and organisations need the services from banks, and as long as auditors do their job, the value and importance of audit will always be demanding by the banks and financial institutions.        
For accounting and auditing academic professionals, they argue that the overall value produced under the current audit system is limited, with the larger organisations, receiving lesser value. An additional conclusion drawn from the academic participants is that the only value that independent audit achieved was the fulfilment of the statutory requirement. The facts are that with the presence of the most recent audit directive, the overall UK audit market structure has not been challenged. Large accountancy firms are pursuing business as usual. For the past year, the mandatory rotation of auditors is implemented based on a “comply or explain” basis. Unfortunately, this has increasingly become a perfunctory practice to satisfy the regulators and supervision bodies. The end results are that the Big 4 accountancy firms are swapping clients among themselves, and the quality of audit has not seen much improvement. Simplistically speaking, large accountancy firms managed to maintain their dominance over the auditing sector, designing and selling financial products for their wealthy clients in any possible way to exploit the loophole of the current regulatory and auditing system. Google and Starbucks as a matter of illustration, have been involved in tax avoidance activities in the UK market with the assistance of their audit firms. Past studies have revealed that the Big 4 accountancy firms have a culture of silence on such activities during the course of carrying out financial audits for their clients. To some extent, it is unacceptable for such practices to exist in modern business society, and the most frustrating part is that many businesses choose to follow the law to pay their share while other multinational companies choose to avoid it. In essence, this participant group believed that the organisational structure and culture of some top accountancy firms have not been changed, with their main focus on profit and pleasing their clients rather than on being a watchdog looking after the interest of public entities, which in turn, contradict the objectives and value of traditional audit.    
In short, the overall conclusion regarding the value of audit is that each group has a subtly different mentality of constructing their perceptions of the relevance and value of audit services. The primary factor resulting from this difference was directly linked to the participants’ knowledge about auditing and their day to day involvement in the auditing sector. Audit service providers are the strong believers that audit provides irreplaceable value to businesses and the economy as a whole; Investors’ perceptions about the value of audit fluctuated between left and right; when economy is good, more return on investment is generated, and investors tend to give high value to the audit services; With regards to banks and financial institution, they valued audit as a key ingredient during the lending and borrowing decision making process. Banks would not be able to evaluate the risks if financial information was not review by an independent third party; Academic researchers, however, believed that the overall value of audit is limited under the current audit system, here key argument being that auditors are employed and paid for by the companies that are subjected to audit. This is akin to the general employer and employee relationship, making the audit report less trustworthy and reliable. Lastly, because the regulators’ main responsibilities include setting standards to regulate the industry and also supervising and monitoring audit practices, they see the continuous relevancy of audit to business and society. 

2. Could mandatory multiple joint audit and mandatory joint audit help to restore confidence and provide assurance to the financial market?

2) Group interests and lack of knowledge are two key factors impeding meaningful measures to improve competition within the UK audit market, and the potential enhancement of audit quality;  
The much differed views about further audit reform among the Big 4 and non-Big 4 were mainly attributed to the oligopoly status of the top audit market in the UK. Unlike the Big-4’s continuous dominance of the UK audit market after EU audit reform, the non-Big 4 argued that the EU audit reform has failed to live-up to competition. With the presence of mandatory tendering and rotation of auditors, non-Big 4 companies had not won any of new clients from the Big 4. The so called improvement of competition only occurred among Big 4 accountancy firms, which is the only achievement of the EU audit reform. Since the implementation of the new reform in June 2016, the Big 4 accountancy firms have been competing fiercely among FTSE 100 companies in hoping to win more clients. 
This study does not only call into question the value of audit, and its relevancy to some extent, it also points to the ineffectiveness of the audit reforms passed by the European Parliament. This study also emphasise the need for further robust audit reform to tackle the unsatisfactory concentration level of the top UK audit market, and the need for a practical audit system to restore confidence in financial audit. The research findings based on an investigation of the new reform proposal (mandatory multiple audit for banks and financial institutions; and mandatory joint audit for other listed companies) however, revealed that the UK audit market is heavily dominated and influenced by group interests. Each groups is split in their view with regards to the new audit reform measures, which believes to be a major obstacle to the success of the industry. These tendencies are influenced by each groups’ audit market position, and the nature of protecting its self-interest. 
For instance, this investigation found that all 4 of the biggest accountancy firms and business leaders form a natural alliance against the idea of mandatory multiple audit for banks and financial institutions; and the French model of mandatory joint audit for listed companies. Their key arguments are centred on huge uncertainties surrounding this approach, claiming a lack of experience which would cause further difficulties to companies and the economy as a whole, also interrupting the smooth functioning of businesses. In addition, there is insufficient evidences to support the practicality of mandatory multiple joint audit in the UK market. Other concerns included the rise of audit costs; potentially prolonged audit processes caused by dispute among two sets of auditors.   
The Big 4 accountancy firms have also demonstrated their contentment about the implemented New Audit Directive. All 4 firms shared a similar view that the current audit market is more competitive than before, mainly attributed to the implementation of mandatory tendering and the mandatory rotation of auditors. Big 4 accountancy firms also believe that market confidence surrounding audit services have been improved as a result of the reform. Consequently, they shared the same platform against any further audit reform and regulations to the industry. Instead, they criticised the market and regulators have placed too much attention on the overall market shares that they have had on the top UK audit market (referring to FTSE 100).     
In order to keep their business activities and market shares, more importantly, to keep their service remain relevant in the modern fast changing business model, the Big 4 claimed that they have committed themselves to evolve in order to meet the demand from organisations, regulators, investors and any other interested stakeholders. However, the long overdue key issue is based on a lack of competition in the UK audit market. Over the years, the so called Big 4 accountancy firms have had a poor record in the context of providing a high quality of audit. Their failures in providing reasonable assurances to organisations as discussed in the Literature Chapter include the collapse of Lehman Brothers (US), the nationalisation of Northern Rock, the nationalisation of Lloyds TSB and RBS. 2017 marks a decade since the 2007 financial crisis, and to date, the UK government still owns more than a 70 percent share of RBS. 
On the other hand, participants from the non-Big 4 and accounting and auditing academic professionals have a completely opposite view compared to the Big 4 group. For non-Big 4 participants, in particular, they criticise the idea only Big 4 have the resources, capability and manpower to carry out complex, cross border audit works for big, multi-national companies. They describe the Big 4’s claim as a desperate measure to protect their market share, a scaremongering technique which tried to convince stakeholders, investors and regulators that they are the only force available to support and ensure the smooth functioning of a large organisation and the economy as a whole. The clash of ideas regarding further audit structural reform demonstrates the fundamental factor that impedes the restoration of confidence in audit, and the success of the audit profession lay on the different group interests of different tiers of accountancy firms and other group stakeholders. As a matter of illustration, as noted earlier, only two FTSE 100 companies are audited by non-big 4 accountancy firms. This statistics remained unchanged despite the successful implementation of mandatory audit tendering and the rotation of auditors which took place in year 2016. One of the non-big 4 companies claims that none of the reforms achieved so far would change the status quo dominance of a few accountancy firms despite of increasing tendering and rotation of auditor activities in the UK. The Big 4 have managed to maintain their stranglehold of the FTSE 350 market, a truth that has disheartened next tier accountancy firms. Hence, the EU was criticised for their softened approach towards audit reform, and their inability of to resist the influence and lobbying of large accountancy firms and businesses leaders. 
For non-big 4 accountancy firms, they support and advocate the notion of mandatory multiple joint audit and mandatory joint audit, given the thoughts that either approach would offer them the opportunities to work with top accountancy firms, more importantly, getting access to the top audit market, an outcome they have desired and competed for decades. Theoretically speaking, mandatory multiple audit and mandatory joint audit would achieve three objectives: first of all, to help to tackle the problem of audit market concentration by combining two different tier accountancy firms to work together; secondly, to promote competition among all accountancy firms; thirdly, and most importantly, to enhance the quality of audit with two independent external auditors. With the merit of a “four eye” principle, audit work is carried out by two external independent auditors, they are bonded to work as partners, at the same time, to monitor each other’s work. This double checking process would arguably substantially increase the quality of audit as compared to a single audit. 
Having said this, this research argues that the approach would not be considered and implemented in the UK audit market in the near future, due to the fact that the EC dropped the adoption of mandatory joint audit a few years ago, mainly due to the pressures and lobbies from the market, and the fear of the potential demise of another Big 4 accountancy firm, or causing one of the Big 4 to withdraw from the UK market. In addition, the opinions on suggested reform approach in this research (mandatory multiple audit for banks and financial institutions) are also largely divided. In order to make successful use of this approach, and learn from the French model, the researcher believes that the priority is to break the group interests of each parties, in order to restore confidence on audit, and enhance audit quality are the core and main interest of each group within the audit industry, in order to maintain the relevancy of the audit sector. 
The other important factor which needs to be addressed prior the implementation of the new reform include education, promotion and popularising the idea of mandatory joint audit. Based on this study, the researcher found that many of the participants involved in this research (except accounting and auditing academic professionals, and some senior accountants and auditors) had poor or no understanding as to mandatory joint audit even this technique was one of the original audit reform proposal package promoted by the EU. The extensive scale of such lack of understanding and knowledge relating to new reforms directly or indirectly breeds doubt among participants. Creating this disbelief and hesitant mentality, raises some major questions. Examples of this include what if the audit costs increase due to joint audit; what if two auditors have different opinions? What if two auditors disagree on the issues regarding the proportion or area of audit works? What if joint audit turns out to be inefficient? What if joint audit does not improve the overall quality of audit? What if smaller audit firms has not enough manpower to do the joint audit work? 
The above list of examples of what if questions suggests the importance of promoting and popularising the concept and knowledge of new audit approaches to the public. This would ensure that doubts on new reforms are clearly explained to as many as possible. It would also reduce the likelihood of undesired asymmetric information to be existed among different groups’ of stakeholders. Moreover, it is the duty of regulators and policy makers to constantly engage in dialogue with other groups of stakeholders, making sure that to improve the quality of audit is at the top of the audit reform agenda.  
The audit market will face more challenges in the near future if it is continuously dominated by the 4 top accountancy firms. If the overall structure of the audit system remains unchanged, another catastrophe of audit failure may be imminent. In order to prevent the same audit failures from reoccurring, regulators and stakeholders must work together to revolutionise the century old single audit system. The author believes that the major defects of the current audit system is that it places an auditor in a vulnerable position, where he or she faces both internal (audit firm) and external (audit client) pressures, creating an intangible impassable barrier compromising independence. On the contrary, a joint auditors approach would theoretically shift the power back to auditors, making them more resilient to pressures from the client, creating an independent force looking after the interests of all stakeholders, while restoring market confidence in audit services, justifying the continuous relevancy of the audit profession within the economy.      

3. To what extent, can the possibility of audit reform be achieved; in terms of its feasibility to provide assurance and regain the confidence in the financial market? 
3) Government intervention of the audit industry: either a soft or hard approach is an unlikely result to be seen in the UK audit market. 
There are largely divided opinions on the proposal of mandatory multiple joint audit for banks and financial institution for the purpose of ensuring a robust, detailed audit system. This research found that the major participants in this study (except academic professionals) are largely against the idea of government intervention in the auditing sector. These arguments are centred on three key areas. First of all, participants believe that rather than government intervention against the fundamental principle of the free market, the market should instead be given an opportunity to correct its own problems. Intervention from the government should be left as a last resort. An early or immature intervention move would threaten to destabilise the market led demand and supply of audit services, as asserted by accountancy firms and independent regulatory bodies. For the past few decades, the businesses world has become used to the domination of the Big 4 accountancy firms, audit market concentration problems have only being amplified by the 2007 financial crisis. With the successful implementation of the latest New Audit Directive in 2016, the Big 4 accountancy firms and regulatory bodies in the UK believe that the audit market has improved in terms of competition, overall satisfaction of audit services, and the quality of audit produced. Based on the Big 4 accountancy firms and regulatory bodies’ evaluation, they decisively reject the idea of government intervention.  
Second disapproving message to the intervention of government surrounded the fear of a potential exit of large organisations and top accountancy firms from the UK market. The primary concerns of large organisation are that government intervention would bring restrictive measures, which in turn may be translated into increased bureaucratic procedures, making business environments less attractive as compared to other European countries. For the Big 4 accountancy firms, the presence of a government role in the audit sector would restrain their market position, and increased regulation means more compliances procedures need to be designed and followed. The industry has long decried the complex and different rules and regulations placed on the audit sector, some even overlapping, causing unnecessary ambiguity in the audit profession. In view of these opponents, they believe the idea of calling for government to play an active role in the audit industry should not be considered. In addition, from the economic perspective, the potential withdrawal of large organisations and big accountancy firms would have catastrophic impacts on the UK’s economy, including loss of foreign investment; loss of its global capital of financial market position; the creation of negative social consequences such as rises in the unemployment rate.   
The third finding about the impracticality of interference by the UK government to change the status quo of the audit industry lay on the current political condition of the UK government. This study suggests that government is less capable and unlikely to make any contribution to the reform of the audit sector. First of all, from the review of the research literature and also from participants’ remarks, it reaffirms that major accountancy firms have not only dominated the top UK audit market, they have also managed to penetrate into the political arena. The three biggest political parties in the UK are all funded by the Big 4 accountancy firms. In addition, the government also relies heavily on professional knowledge from Big 4 accountancy firms in order to draw up tax rules and other related financial regulations, making the government interdependent to the top accountancy firms. As a result, this allow the Big 4 accountancy firms to stretch their financial and political power to remove some audit reform proposals off the agenda. The nature of this interdependent relationship represents the greatest obstacle to any meaningful reform that could be made to the audit industry. 
Another suggested factor impeding the UK government in playing a proactive role within the audit industry is attributed to “Brexit”. The Brexit agenda has overshadowed the importance of other domestic issues in the UK. The three biggest political parties have also divided on their stance over the Brexit matters, creating uncertainty within the operating environment for all businesses. Meanwhile, as the UK remains a member of EU, it is suggested that the UK government, at least for this short term, is unlikely to introduce its own audit reform package to intervene in the UK audit market. In addition to this, it is concluded that the UK has traditionally and currently adopt laisses faire approach to its economy, as a result, the audit industry will continue their self-regulation practice, investing in the professional bodies; making accounting and auditing rules, according to what they consider to be the “best practice” for the market.    
This study has revealed some valid points opposing the idea of government intervention, and, in considering that the audit market has not make much improvement in terms of competition, and audit quality. Moreover, the fact that audit failure cases keep occurring periodically within the global market, make the researcher believe that some form of intervention from the government is needed, unless the audit industry makes decisive decisions to embrace mandatory multiple audit and mandatory joint audit. As discussed at the theoretical framework chapter, the researcher has explained the principle of “demand and supply” that drives the reform of the audit sector. The audit market will continuously voice their demands for further audit reform until supply (new audit approaches) satisfies the needs of the market. On the other hand, the researcher recognises the fact that this approach has not been tested in the UK audit market, the experience from the France audit market has demonstrated that mandatory joint audit is a feasible approach to control market concentration, leaving France with the lowest audit market concentration level among all other EU countries, although there is no substantial evidence to suggest a higher quality as compared with single audit activities.      
In addition, the researcher firmly disagrees with the argument that mandatory multiple or joint audit should not be considered because of potential higher audit costs. The fundamental issue causing the market to lose confidence in audit is because the services did not reflect its value. Each year, clients pay millions of pounds in audit fees to accountancy firms, these mega fees did not prevent the dramatic failure of some high profile organisations. We need to recognise that with the trend of globalisation, the business world has become increasingly competitive, with all businesses and organisations sharing one common objective which is the long term survivability and sustainability. Hence, if a new audit approach could have potential impacts on improving audit quality but with higher audit costs, it is the research’s view that the additional costs might reduce the profitability of businesses, but this is insignificant as compared to smooth functioning and long term existence of the business in the market. After all, the long term benefits outweigh the potential to add audit costs. 

The researcher also advocates that the concept of taking proactive action is the key to a problem that has plagued the audit industry. The essence is that new approaches might fail to live up to expectation, and fail to address the current problems faced by the industry. However, embracing change would enable the industry to gain experience, learn from failures, and explore other approaches which might be suitable for the industry.        
7.3 Limitations and suggestions for future research
While this study may have provided theoretical and realistic contributions in several aspects surrounding the achievability of a proposed mandatory multiple joint audit, and calling for government intervention of the audit industry, like any other research, this study is subjected to certain limitations. Principally, these relate to the data collection method concerning the choice of interview participants; the extent of coverage of different participants groups; the extent to which the interview questions are answered and explored; and finally, lack of practical experiences (referring to mandatory multiple audit ) in the UK market to be explored and analysed within the study.  
First, as explained in the research methodology chapter, a purposive sampling method was utilised in this research. The key criteria for choosing participants was that they must possess relatively good understanding and knowledge regarding auditing, and recent reform activities surrounding the sector. In addition, this research limits the research area to the banking and financial institution sectors, therefore, any other industries are excluded from its scope. As a result, it creates a potential question on the issue of representation in this research. In addition, due to this the research is exploratory in nature and only covers participants’ perceptions concerning the feasibility of mandatory multiple audit and government intervention, excluding some participants in the auditing system such as members of public, ordinary employees, and financial news editors. Future research could include the perceptions of these participants to establish whether they support or object to the notion of further reform to the audit industry. Such groups have been included in previous research in the general area of confidence in audit commissioned by the Financial Reporting Council, where their confidence level are much lower as compared to the participants involved in day to day audit activities, such as external auditors and regulators, which evidence the presence of an audit “expectation gap”. The issue of “expectation gap” did not arise in this research due to designated sampling method for this research, all participants understood the nature of audit, and the purpose of audit. However, practically speaking, because this research focused on the area of the practicality of audit reform which will affect any other ordinary stakeholder regardless of their degree of knowledge about the audit profession. It is therefore, worth to including their participation in future research in establishing their concerns about the potential for further audit reform in the future.    
The second limitation of this research is that the coverage of the organisations included were constrained by practical issues concerning time availability and accessibility. As noted earlier, this research focused on the banking industry, other big organisations in the financial market such as other FTSE 100 companies, while FTSE 250 companies’ perceptions were not included. Further research could be conducted by expanding the numbers of participants, utilising wider survey methods in order to obtain a full understanding of the demand of the organisations requiring financial audit service. Another possible future research area would be to consider using an experimental approach, inviting one or more organisations to adopt a mandatory multiple audit approach, to examine the actual impacts that this new audit approach would bring to the organisations, external auditors, and both Big four and non-Big four accountancy firms. An important justification to carry out further research is that there is plenty of literature debating the pros and cons of mandatory joint audit in a theoretical form, but to my best of knowledge, there isn’t any practical evidence to rely upon in the UK audit market. Although one may argue that the practical impact could be learned or reflected form the French audit market, the key argument is that each state varies from ones. A policy that proved to be feasible in one nation may not be feasible elsewhere. 
A third limitation needs to be recognised as the possible existence of bias, the unique interpretation and coding of interview scripts which are inherent in qualitative research. The reality is that different researchers would produce a completely different findings from a given information. This in itself undermines the validity and quality of qualitative research which has been long argued by the pro quantitative researchers. However, this study paid careful attention to the pursuit of rigour and comprehensive method regarding the collection and analysis of research data which is detailed in Chapter 3. For instance, due to the nature of this research requiring participants to have a reasonable understanding of the auditing profession, a purposive sampling method was chosen cover several key stakeholders group within the audit industry. This strategic method minimises the potential risk of information bias, assisting the researcher in capturing a wide range of perspectives regarding the research field. In addition, because participants are relatively knowledgeable or experienced about the auditing industry, the information gathered and interpreted offers higher representation to the research questions and audit industry.     
In addition to the limitations raised above and its related possible future research area, another opportunity includes the examination of practical experience of mandatory multiple audit. One of the contributions of this research is that it provides a detailed structure of multiple joint audit for auditing banks and financial institutions. It also details the procedures and approaches in terms of how joint auditors could be selected; issues about joint audit works allocation, joint audit fees allocation; and the involvement of regulatory bodies who serve as a permanent feature of the multiple joint audit force. While it was found that this approach is unlikely to be accepted by the Big 4 accountancy firms and some other stakeholders, it would be interesting to follow-up this research by adopting a case study method, inviting both Big  and Non-big 4 accountancy firms, banks and financial institutions to voluntarily adopt mandatory multiple joint audit approach to investigate both the short-term and long-term impacts of such audit approach would bring to the banks, financial institutions, and also both Big Four and non-Big Four accountancy firms. In addition, such experience would also offer valuable insights to policy makers or governing bodies in evaluating the real feasibility of such approach in the UK market.   
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Appendix 
List of interview questions:

In your opinion, do you think audit is important to the society?

In your opinion, does audit increase the value of information for the users of financial statements?

Do you trust more on audited financial statements than non-audited?

In your opinion, are you satisfied with the past and current audit practices? If not, please identify factors in which caused the dissatisfactions.

Are you aware of any changes or reforms in the past few years?

Are you satisfied about the audit reform plans proposed by the European Union? If yes, which changes would you consider to be successful?

In your opinion, do you think further audit reform(s) is / are necessary? Or: Do you support further audit reforms? 

In your opinion, how would you measure of if not, explain what constitute a successful audit. 

In your opinion, what do you think of mandatory joint audit between big four and non-big four audit firms?

In your opinion, what do you think of idea of government intervention of the audit market?

What is your view on the claim that only big four audit companies can audit large listed companies? 

What are the advantages to have more audit firms to compete in the top audit market? 

In your opinion, will new audit reform(s) increase the quality of audit services and reduce the likelihood of audit failure from happening in the future?

In your opinion, what are the challenges in achieving a meaning audit reforms

Do you have anything that you would like to add concerning to audit reform? [image: image5.png]
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The theoretical framework adopted for this research is multifaceted, beginning with the need to identify and evaluated the reasons behind the global financial crisis of 2008 and the role of the auditing profession. In this, it is clear that the auditing profession is seen as a control mechanism to provide independent checks to ensure that financial excesses are avoided and that large banks and financial institutions comply with existing legislations and regulations. It is equally clear from secondary research that the independent role of major auditing organisations (the big 4) has been questioned and that the relationship between these and the organisations they work with has become a close one and that independence may have been compromised as a result. For this reason, the research will seek to assess the relationship between these two set of organisations namely large banks and financial institutions, and their auditors-to ascertain whether the relationship continuous to be independent or whether is has become too close to enable the full range of checks and control to be independently verified. It also …theories relating to joint mandatory audit and joint multiple audit as alternative approaches in an attempt to bring more independent to auditing firms into the mix in order to challenge the current inadequacies associated with the big 4 auditing firms monopolising the existing relationship with major banks and financial institutions. This, it is argued, may aid in reassuring the independence of the auditing profession and re-establishing confidence in the financial sector moving forward.     
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