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Dear Sirs

European Commission Green Paper - Audit Policy: Lessons from the Crisis
Grant Thornton welcomes the debate which has bpeneal by the Green Paper.
We believe that it represents a timely and sigaiftoiopportunity for change.

Appendix | to this letter contains responses togihestions in the Green Paper.
Grant Thornton makes three critical recommendations

« expand the role of the auditor to ensure bett@ermétion for investors

* reduce audit market concentration, and

* encourage growth of private companies by easingsacto capital and
reducing their administrative burden.

Better information for investors

Audit firms have to play a part in rebuilding cafdnce in capital markets.
Auditors should have a more valuable role in sufipgithe markets and wider
society.

The EC's project on Audit Policy represents a wale@pportunity to assess
what investors now need and what reporting modelladvanswer that need.
Investors should receive more meaningful infornragbout companies with the
aim of demonstrating how management has acteckinittierests and how
auditors have exercised appropriate professiomgitgrsm.

Auditors should provide better communication toestors. We need to be more
transparent about how we reach audit opinions lé&mlyise, there should be
greater transparency about management's decisigmeparing the financial
statements. In addition to issuing an audit reporfinancial statements, audit
firms must provide new services to meet the chanpgeeds of investors.
Auditors could also provide investors with:

* enhanced communication from the auditor to investor
e assurance opinions on increased narrative dis@esnraudit committee
reports, and
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* assurance opinions on other information providethieycompany.

Concentration and market structure

Investors and regulators have consistently identithe risks associated with
concentration in the large corporate audit markieey seek a larger pool of
quality audit providers with meaningful share af targe corporate audit market
to address the issues of concentration risk, maitiadility and innovation in
audit practice. We are willing participants in tleablution.

The solution to excess market concentration idiedtiby the Green Paper is a
sustainable net increase in the number of audisfiwith meaningful market
share. We believe that across Europe this coulddeeachieved by:

1. greater investor and other stakeholder involvermethe auditor selection
decision

2. companies' use of more than one firm to protheé# audit and non audit
services, and

3. removal by regulators of market practices anspericeptions which bias audit
firm allppointment and serve to direct large corpeatdits towards a few large
firms™.

The powers and communication channels are alreaphace for these
suggestions to be implemented. However, those moared communication
channels are not currently being used by invesioregulators. If the market
participants alone fail to deliver an acceptabletsan in terms of market
stability, resilience and choice then it likelyléalo the regulators to act on the
market's behalf. European regulators could, fongta, guide investors to apply
restrictions over time on market share, measureauipyber of audits, in
concentrated sectors of the market.

The aim of any measures to reduce concentrationlégfadwvays be to enhance
audit quality, furnish appropriate information fls\vabout auditor appointment to
investors and other interested parties and impnoakket confidence and
stability. Grant Thornton already operates in tirgé corporate audit market and
acknowledges a degree of self interest in thagines to reduce concentration
will bring additional opportunities for us.

While we support the operation of market forceséhfmrces left unfettered have
brought the large company audit market to its preseate. Audit market
concentration is a problem because the potentlarézof a major audit firm
poses a threat to market confidence. If a majoit dimch did fail it would mean

! Market practices which direct the flow of large corporate audits towards a few firms include
unwarranted restrictions on appointment of the auditor (restrictive covenants - see appendix Il),
unwarranted bias towards a few firms, and unlimited liability where the audit buyer views the
volume of the auditor's resources as a form of insurance against loss in investment value.
Regulators could help to eliminate this bias by fostering greater understanding of firms'
commitment to audit quality by publishing results of independent audit inspections on individual
audit firms.
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significant disruption, with thousands of compamesgding to find a replacement
audit firm. This would leave the European marketsisting of too few major
firms with the attendant long term hazards of redgrice competition and
reduced incentives to maintain audit quality. I&tis accepted as a premise then
the solution is to drive change in market strucase medium term contingency
plan.

If some form of stakeholder intervention is reqdite redirect market forces and
build a more sustainable market structure theridbes should be on developing
a greater number of firms with meaningful marketreh Dramatic moves such as
the breakup of the largest audit firms should b&ded as this risks unintended
consequences which would be self-defeating.

Facilitate growth of private companies

Private companies are a driving force behind thegean economy and they

will be one of the key sectors which leads the econtowards sustained growth.
To finance growth, companies need ready accesspitat at a reasonable cost
and obtaining appropriate assurance on financiatnmation makes a vital
contribution to the financing process. Grant Thomsupports a framework for
assurance in the European Union (EU) which isttaddor companies' assurance
needs, comprising:

» audits in accordance with international standal8ag), together with
independent oversight, for those companies that aeeaudit

» adifferent form of assurance for small and medantities (SMESs), and

» acompilation report for micro entities.

Such a framework would enable accounting firmsd®e teir skills to provide
business advice to SMEs and thereby encourage lygréwhandatory EU
framework is unlikely to be appropriate given theedsity of maturity of EU
economies and we recommend that EU law retaingbflgy to allow Member
States to tailor EU law to local needs.

* % %

Grant Thornton will continue to contribute to dey@inent of audit policy. We
have consulted widely within our organisation, jgatarly in Europe, and have
received vital contributions in helping to constrthds response. This is a critical
project for the capital markets and we must entatrecent momentum is
maintained to build sustainable structures foriéeefit of the European Union
and beyond.
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More detailed responses follow in appendices ®l#tier. If you have any
questions on this letter, please contact our Glblead of Public Policy and
External Affairs, April Mackenzie (phone: +1 212%54789; email:
April.Mackenzie@gt.com

Yours faithfully
A Tk

Edward Nusbaum
Chief Executive Officer
Grant Thornton International Ltd

Direct T: +44 207 383 5100
E: Edward.Nusbaum@gt.com
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Appendix I - responses to questions in the Green Paper
Unless otherwise stated, we respond to the quesiioiine context of public
company audits.

1. Introduction
Question 1: Do you have general remarks on the aggn and purposes of this
Green Paper?

Question 2: Do you believe that there is a neelktiter set out the societal role
of the audit with regard to the veracity of finamicstatements?

Grant Thornton response: All market participants|uding auditors, should
reflect on the financial crisis and consider waysiprove market practices,
including the financial statement audit. When retfleg on market practices it is
important to give due prominence to processesrémained effective
throughout, as well as processes that could begelubior the better.

The Green Paper addresses issues of a global natartherefore agree that,
where applicable, the European Commission (EC)ldhmoperate with the
Financial Stability Board and its G20 partners.

The Green Paper is a good starting place but wgestigioing forward that the
Audit Policy project be split into separate progestich as (i) the role of the
auditor and (ii) concentration and market struct&a@ch project could utilize
expert advisory groups to assist the EC and Grhaatriton would be willing to
participate where appropriate.

The EC's project on Audit Policy represents a wale@pportunity to assess
what investors now need and what reporting modeillavbest answer that need.
We welcome changes to the reporting framework whigbrove alignment of

the scope of assurance with investor needs. ffaaties are able to agree on the
reporting framework going forward then we hope thate will be a new mutual
understanding by market participants of each otperspectives and
responsibilities. In this way we expect that a eainderstanding of the societal
roles of the audit, investors, companies, direcamis regulators will emerge.

Question 3: Do you believe that the general le¥éhadit quality” could be
further enhanced?

The quality of any service can be enhanced. Authlity should be considered in
the context of stakeholder needs. There is a balbatween the costs of an audit
and the corresponding benefits to shareholdersstovs and other stakeholders.
The net benefit to user needs will not be enhabgetie performance of work
where the related costs exceed the benefits.

Grant Thornton is always looking for ways to enteaand sustain audit quality.
We are helped in this regard by regular dialogué wivestors and regulators.
The drive for audit quality is a process of contins improvement. Independent
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oversight has benefited the firms and the audgeoson results could be used
more proactively to enhance user understandingdwidual audit firm quality.

2. Role of the Auditor
In the context of providing better information tvestors and enhancing the role
of auditors we support:

* improvements to the relevance of narrative disc¢iesin audit committee
reports

» enhanced communication between the auditor andutie committee

» constructive dialogue between financial institutsupervisors and the large
audit firms, and

» the work of the International Integrated Repori@gmmittee (IIRC) on
integrated reporting.

Also, in addition to issuing an audit report orafiitial statements, audit firms
must provide new services to meet the changingsekithvestors. Auditors
could also provide investors with:

* enhanced communication from the auditor to investor

e assurance opinions on increased narrative dis@esnraudit committee
reports, and

e assurance opinions on other information providethieycompany.

While recognising the need for change, we are pojulde role that audit plays

in capital markets by providing investors with adehce in the reported
performance of public companies. We recogniseittikeaf the perception gap:
the difference between investor understanding atvain audit delivers compared
to what is actually delivered. We observe that @eexd shortcomings in auditing
in relation to the financial crisis appear to deritom misunderstanding about
the current scope of an audit as opposed to faillr@erform certain tasks that
are required as part of an audit. Therefore we evetca debate on the role of the
auditor to better align assurance services witestor needs and, in the process,
raise understanding of those services.

As user needs for company information change, mseds for assurance will
also change. We believe that the debate on theofdhe auditor should address
two main issues:

» communication of the result of the financial staéetraudit, and

» consensus on the other forms of information fromdbmpany that are
required by investors (and others) and the appaitgpforms of assurance on
that information to meet investor needs.

Accounting firms are able to harness structureléyies, ethos and technical skill
sets. Audit firms are subject to regulatory ovdrsignvest heavily in recruiting
and training some of the brightest people availabl&, with substantial
international infrastructures, can play a valuable in supporting the markets
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and wider society. However, in reshaping the repgframework the challenge
is to avoid regulation, restrictions and adminisbrawhich encourage a legalistic
and therefore defensive model, as seen in higtdydus markets, to enable audit
firms with the employment market's best peoplegiiver clarity and insight as
demanded by the market.

The role of the auditor follows on from the rolecoimpany management. If
reporting by management changes to provide enhatiselbsures to investors
then the related assurance services should chaag@/e support working with
the International Auditing and Assurance Stand&asd (IAASB) to develop a
framework for the provision of assurance reportsh@se enhanced disclosures.
The audit firms, the wider profession, investoegjulators and other stakeholders
all need to work together to identify user needs thie best way to service those
needs.

2.1 Communication by auditors to stakeholders

We hope that useful corollaries of the EC's proyatitbe enhanced user
understanding of the role of audit which will bethe benefit of all parties;
improved dialogue by companies and their auditatis financial institution
supervisors; and greater engagement by companiethain auditors with
investors.

Question 4: Do you believe that audits should mtexsomfort on the financial
health of companies? Are audits fit for such a pse?

Grant Thornton response: We are unclear on the imgaf "financial health of
companies".

The current purpose of auditing is to provide asce on financial information
prepared by the management of the company. Statatalits could evolve to
address the interests of all stakeholders andtyaati¢arge by reporting on
compliance with regulatory or market-based incesgjwrisk management, or
internal controls to mitigate the risk of corruptiand fraud.

Additional prospective financial information orkisformation published by
companies could be subject to some form of assarap@uditors, perhaps on
the process for compiling the information. Howewsssurance given by the
auditor should not replace the analyses by ratjgmneies and equity analysts
which are based on their own expectations concgthi@ performance of a
company.

Question 5: To bridge the expectation gap and oteotto clarify the role of
audits, should the audit methodology employed tterexplained to the user?

Grant Thornton response: We understand this quesiicefer to generic
disclosure in audit firm transparency reports atibatfirm's audit methodology,
as opposed to disclosure by an auditor in an aegddrt about specific audit tests
conducted on a specific audit.
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We believe that the critical issue is enhanced usderstanding of the role of the
auditor, not how audits are conducted.

We support discussion about the role of the auditarinitiatives to enhance user
understanding of the auditor's work. We agreetbats would benefit from
enhanced understanding about audit quality, wiaehast appropriately
addressed in balanced and constructive reportingdspendent auditor
oversight bodies.

Users could derive benefit from enhanced disclobymmanagement of risks,
judgments and estimates which typically are thé&cwpf greatest discussion
between auditors and audit committees and attnadbighest degree of audit
focus. The auditors' assurance role on these dis@e should respond to user
needs but would likely include a positive opinitiatithe disclosures are
consistent with the financial statements and thbtars' understanding of the
business. Reporting on these topics would likelynoee informative for users if
there were safe harbours for diligent reportingbgnpany management and
auditors alike.

On the specific issue of explaining audit methodme we are unclear on the
information need which this proposal is seekingddress. Audit firms would
have to make methodology disclosures to a grameNat before readers could
identify differences between firms. Accordingly, Welieve that the critical need
is to enhance users' understanding of the roleeoftiditor, not how audits are
conducted. That said, European-wide use of ISAddveegate the need for
detailed and potentially lengthy and confusing refiees to methodologies.
Members of the Forum of Firms use ISAs to condwgidnational audits. As
principles based standards, ISAs encourage théoaudiexercise professional
judgment in a clearly defined framework.

Question 6: Should "professional scepticism" bafaeiced? How could this be
achieved?

Grant Thornton response: Professional scepticishtise root of an audit and
auditors need to maintain an attitude of profesdisnepticism throughout an
audit. Audit standards, training programmes foritmusl and audit processes and
methodologies reflect the need for scepticism.

Professional scepticism is one of the key requiregmef an audit under the ISAs,
which define professional scepticism as "an atéttitht includes a questioning
mind, being alert to conditions which may indicptssible misstatement due to
error or fraud, and a critical assessment of adience® The auditor is
required to consider the reliability of informatiand, in case of doubt or
indications of possible fraud, to investigate fertind to determine what
additional audit procedures may be needed. We sufips risk based approach.
ISAs emphasise the importance of scepticism ingtegs such as the presumed

2 ISA 200, ‘Overall objectives of the independent auditor and the conduct of an audit in accordance with international
standards on auditing’.
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risk of management override, related party tramsast confirmations,
management representation letters and auditingdile estimates.

Some audit inspectors have observed that audigmtiscsm needs to be
reinforced and this has been noted by investorall€iges to management might
be evidenced in part by audit adjustments. Howelig,to the timing and nature
of audit, oversight regulators typically do not eb& the degree to which an
auditor challenges management in key audit areeaulse such challenge
happens in real time during the audit in a varedtways and in a variety of
settings. We believe that the gap in understandirige level of professional
scepticism being exercised could be addresseddogdased communication, from
the auditor to the audit committee, on challengesauditor has made to
management’s assumptions; earlier communicatiahéyauditor of significant
risks and disclosures and more auditor focus onmeatation. Guidance from
regulators or auditor oversight bodies on areasskf whether in response to
general economic conditions, or conditions spedtdfithe audited entity or its
business, could be useful aides for the auditor.

Question 7: Should the negative perception attacbeyualifications in audit
reports be reconsidered? If so, how?

Grant Thornton response: A qualified audit reporam emphasis of matter
paragraph (hereafter referred to collectively asglifrexd audit reports) sends a
clear and important message to the marketplacebéNeve that dialogue
between users, companies, auditors and regulatbiselp address the
perception issue. However, while a modified auelitart does result in negative
perceptions, such a clear and important messagessary and its function
should not be changed.

In situations which require a modified audit repbe issue is primarily one of
communication by the company. Ideally, a modifiediareport for a public
company should not be a surprise to the marketusecasers should already be
in possession of information from the company. Adified audit report, for
example on "going concern”, should only summarskdraw the reader's
attention to disclosure made by the company (uriresssompany has refused to
make appropriate disclosure).

Whether or not the circumstances facing the comparyant an amended audit
report would generally be a matter for auditor juegt. However, management
will always need to make appropriate disclosurthéocompany's owners. We
welcome discussion about how users can better stathel the nature of the
evidence which informed management judgments ichieg a particular
conclusion.

It is said that an audit report modified for a gpsoncern reference can become a
self-fulfilling prophecy, particularly if it resutin a company breaching a loan
covenant. However this is a communication mattéwveen the company and its
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lenders and should not in itself discourage thetauttom making appropriate
reference to going concern in the audit report.

Question 8: What additional information should wevpded to external
stakeholders and how?

Question 9: Is there adequate and regular dialogagveen the external
auditors, internal auditors and the Audit Commiftdenot, how can this
communication be improved?

Grant Thornton response: We believe that additiorfiarmation should be
provided to external stakeholders but any additioeguirements should only be
applied to audits of listed companies and publierest entities because that is
the sector of the market where there is the greases need for enhanced
information flows. However, we acknowledge thatrehalders and lenders to
private companies may also benefit from enhancidnmation flows. Therefore
we advocate that enhancements in communicationigbewpermitted and
encouraged for other companies, but not mandats@duse it is our perception
that benefits of additional information would n& &s widespread for private
companies as public companies.

These issues are already the subject of thorowsgluskion with audit
committees, for example judgments relating to tharfcial statements and risk
of their misstatement. These discussions conveditioare of a private nature
and held in confidence between the audit commétekthe auditors. The
discussions generally address the risks faceddgdmpany and the judgments
made by its management in preparing the finantaéments. We have heard
calls from some stakeholders for auditors to palie content of these
discussions, but such a requirement has the patéatharm the prevailing spirit
of openness and disclosure by management to thimeud herefore, in our
view, the solution in Europe lies somewhere betwberFrench "justifications”
and the publication of the dialogue between thetaatnmittee and the auditor.

If publication of additional information for invests is required then it is
important that the audit committee make such comeation through an
enhanced audit committee report. Accounting pdieied internal controls are
other areas to be considered. Auditors can thevigg@ssurance on management
assertions on these disclosures where investocgiperthe benefits of the
disclosure and assurance exceed the cost of thesjomo of same.

A positive development in meeting investor needklva enhanced external
communication of audit results. We believe thatRhench system of
"justification$® has merit but perhaps does not, in its curremb fgyo far enough
to meet investor needs. We understand that investant to know more about

* The French system of "justifications" requires that the auditor brings certain information in the
financial statements to the attention of the reader and explains how the auditor reached their
opinion on that element of the financial statements.
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financial reporting issues such as risk assessmuelgiments and estimates,
accounting policy choices and controls.

We are aware that a number of standard setteroasgdering the content of the
audit report, including the IAASB. Some of the Bdnis for inclusion in an audit
report in India could also be of interest to Eulapesers.

We support regular dialogue between the audit cdteenand the auditor. On
formal internal communication between the exteenalitor and the audit
committee the German system of auditor communicdtdhe supervisory board
has merit. There is similar practice in Denmarkigien, UK and France, all of
which go further than the minimum requirements3Ag$ to communicate with
those charged with governance. We have three additsuggestions with
respect to auditor communications:

1) Audit committees
We note that the benefits derived from enhanceldgli® between the auditor
and the audit committee, and from enhanced comratioicfrom the audit
committee to users, are dependent on the qualiydit committees. We
understand that robust audit committees are nassacily prevalent in every
Member State.

2) Reporting by someone other than the statutory auditor
The framework for provision of assurance reporte@mpany disclosures
located outside the financial statements, suchS# i@formation, could be
designed where appropriate to permit the involveroéa firm other than the
statutory auditor. This is a possible method fdiveeing the benefits of multiple
auditors to stakeholders, companies and audit fiwimsh are seeking a foothold
in the large listed audit market.

3) Safe harbour provisions
As an implementation issue we urge the regulatocohsider safe harbour
provisions for diligent preparers and auditors whblish information outside the
financial statements and give related assurantens¢ats. By safe harbour we
mean granting immunity from liability where therashbeen diligent, good faith
reporting in accordance with applicable standafds.believe that this will
encourage more meaningful disclosures and therebymize benefits to users.

Question 10: Do you think auditors should play gernm ensuring the reliability
of the information companies are reporting in tiedf of CSR?

Grant Thornton response: Yes. Management disclpaantkassurance thereon,
should match user needs.

To the extent that information, such as that peitgito CSR, is included in the
financial statements then it falls within the scopéhe financial statement audit.
Where such information is provided by managemettide the financial
statements then additional assurance may be ajgerthe investor
community would find this of value. The scope ddttassurance, the nature of
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the assurance opinion, and respective liabilitgayhpany management and
assurance providers would be implementation issuaddress.

The 1IRC was launched in August 2010 to createobally accepted framework
regarding accounting for sustainability: a framekwhich brings together
financial, environmental, social and governancerimiation in a clear, concise,
consistent and comparable format - put brieflyann'integrated” format. We
support this initiative and believe that regulatiorthe field of CSR in EU law is
now appropriate, as disparity is harmful. At thesge, we suggest that the EC
stands ready to act on IIRC recommendations agoitk moves forward in 2011.

Question 11: Should there be more regular commtioicdy the auditor to
stakeholders? Also, should the time gap betweepdheend and the date of the
audit opinion be reduced?

Grant Thornton response: We believe that currentrmim requirements for
regular communication by the auditor to stakehaa@ee sufficient, and we note
that more regular communication can be requestatidogompany and
shareholders.

The maximum period for audit reporting should netreduced from its current
levels.

As a general principle, it is primarily the respibigy of company management
to communicate with stakeholders. Auditor commuinice need to be an
integral part of the wider corporate governance@ss. The auditor concludes its
work following provision of information by the corapy.

Currently auditors are required to report on thegany’s annual financial
statements and may be engaged by the companyuwreé by national
regulation or local listing requirements, to revigterim reports or other
communications. The company's owners are also giyable to instruct the
company to obtain additional assurance.

The timing of auditors’ opinions is in general @nivby the deadlines for
corporate reporting imposed by securities marketsadher regulation. Any
acceleration of such requirements should be sutgeminsultation and give due
consideration to the time and cost burden this d@ldce on the companies
affected. Care will be needed if applying accebstatporting timetables across
the EU. If a company has good financial reportingcpsses and systems then
you can place greater reliance on the informatigublishes. Given the need to
consult on difficult audit issues in a measured mnegnaccelerated reporting
deadlines may have a detrimental impact on audilityu

Question 12: What other measures could be envisemedhance the value of
audits?
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Grant Thornton response: Enhanced communicatiferreel to above, is critical
to maximizing user value derived from the finanat@tements and the audit. A
firm could provide comment to users on the qualitynanagement's disclosures,
which would be broader in remit than just reportimgthe financial statements,
and could comment on issues such as clarity ofatigee, appropriateness of
management emphasis, management's sensitivitysisyadyd whether risk
disclosures are sufficiently broad to address ite and nature of the business.

The auditor's role could be expanded outside thanfiial statement audit,
perhaps to address aspects of risks and controtgtigate those risks, being
careful to weigh likely costs and benefits. Audstopuld take a greater role in
relation to the narrative reporting which accomparthe audited financial
statements. Other possibilities include reportingpecific disclosures around a
company’s business model and risk information aediding assurance on
objective measures such as Key Performance Indscé®1s).

We observe that in documents accompanying Initiélie Offerings there is
often a report on disclosures about the risks anddmentals of a business. It
seems reasonable that a similar report could acaoynihe financial statements,
accompanied by an assurance report which supplspmaritdoes not replace, the
audit of historical financial statements. Such@orewould not be dependent on
access to a large volume of resources but wouldineegnly high quality

business analysis.

We support developments to promote better interadietween auditors of
regulated entities and prudential regulators. Amihiegkey proposals for audits
of financial institutions are:

* more frequent bilateral meetings between the priglesupervisor and audit
firms, and separate meetings involving companiesaih generic pressure
points within the sector and entity specific matter

 specific, targeted reports to the supervisor barfmal institution auditors on
regulatory returns, control activities and goveen

» a coherent framework which would enable finanaiatitutions to provide high
guality disclosures on matters such as more ddtadplanation of their
business model, identification of key risks, a dethgoing concern statement,
a capital statement and benchmarking. These disessvould be reported on
by an auditor.

To the extent that company management is requiretbke greater disclosures,
particularly around risk information, some formsaffe harbour will encourage
more meaningful disclosure to users. To the extattauditors provide
assurance on this expanded information, safe hesheauld by necessity need to
apply to auditors as well. Other implementatiomé&sswill include the form of

the report including the wording of the opinionspective responsibilities of
management and the auditor, and the need for atienal standards describing
the work required to form such an opinion.



Q GrantThornton 14

2.2 International Standards on Auditing (ISAs)

The Green Paper raises important issues aboufigdateports, professional
scepticism, and going concern. The Green Papeacsigiion of "higher levels of
assurance" infers a possible increase in subseat@sting and reduced reliance
by the auditor on controls testing. However, sufitbta tests typically give low
levels of assurance on a population with high nusbétransactions in which
case increased cost to the user may not genefféiteesut benefits. Financial
reporting has developed largely in reaction togiaahd more complicated
business practices so that it is now inappropimateany audits to place too
much reliance on substantive testing.

It is our understanding that a return to greatkamee on substantive testing
would not be welcomed by investors who we belieygpsrted the IAASB in
developing the fraud and risk ISAs to significanthprove the ISA framework.
While we welcome the Green Paper's discussionefneseds for assurance, the
work required to conduct a financial statement iskibuld remain the
responsibility of audit standard setters, who utadker appropriate consultation
and due process in delivering high quality stanslafdauditing.

Question 11 asks whether reporting timelines cbeldeduced. Current or
shorter reporting timelines would not be possibitheaut supportable reliance on
internal controls as opposed to substantive testing

Question 13: What are your views on the introductod ISAs in the EU?

Question 14: Should ISAs be made legally bindinguphout the EU? If so,
should a similar endorsement approach be chosénet@ne existing for the
endorsement of International Financial Reportingrigtards (IFRS)?
Alternatively, and given the current widespread oB8ESAs in the EU, should the
use of ISAs be further encouraged through non-hmtggal instruments
(Recommendation, Code of Conduct)? and

Grant Thornton response: ISAs should be mandatorglfaudits (emphasis
added) in the EU. ISAs should be made legally imgdhroughout the EU.

We believe that a singket of global auditing standards is one of the key
cornerstones in providing investors and lenderk Wwigh quality financial
information to make investing and lending decisiaogss capital markets. The
benefits of a single set of global auditing staddanclude:

« enhanced user understanding regarding the natdrieael of assurance being
provided by using similar standards, which in tarfiances confidence in the
reliability of financial reporting

« enhanced harmonisation of EU auditing not onlydlgrmut the EU but also
within Member States

» reduced complexity and therefore cost of EU audit@rsight
e greater comparability and transparency of auditeghtial information
 clearer understanding of auditors’ responsibiliaasl work
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greater cross-border investment

increased credibility of financial information pidled by EU companies
lower cost of capital for investors in EU companies

a basis for mutual recognition of audits by reguistand

reduced cost of complying with multiple or diffetestandards.

Based on responses to the EC’s own consultatidSAradoption there is clear
evidence of broad international acceptance of I334s are accepted for audits
of foreign listed entities by many of the world'gpital markets.

An ISA endorsement process is needed because I8A®Bby a private sector
body, the IAASB, and yet are likely to be implemezhinto EU law through a
Regulation. The appropriate point for discussiothefcontent of a standard
should be during the IAASB standard setting procestuding the consultation
phase. Thereafter the focus of ISA endorsementidh@uwhether the IAASB
has followed due process.

The endorsement process should:

* request national audit standard setters and aumrensight bodies to identify
any additional requirements to the extent thesspeeified by local law

» permit additional requirements at a Member Statellproviding separate
disclosure is made of these in the auditor’s report

* include "sunset provisions" that limit the applioatof a Member State
requirement to a defined period of time, and

» prohibit Member State carve-outs.

The Auditing Regulatory Committee is the likely lydd approve any proposed
Regulation before it is passed to the EuropeandPaeht and European Council.

Question 15: Should ISAs be further adapted to theeneeds of SMEs and
SMPs?

An audit is an audit so ISAs should not be adafieMEs and SMPs.
However, research into a lower level of assuramcelacted to a set of review
standards would be beneficial and we describarimsore detail in our response
to question 35.

As principles based standards, ISAs allow for thnditeto be scaled appropriately
for both small and large entities through the eiserof professional judgment by
the auditor. Therefore audits conducted in accareavith ISAs give the same
effective level of assurance whatever the sizéefaudited entity. However,
oversight bodies will likewise need to scale thespection approach to the
application of these professional judgments. Th&3R has recognised the
unique characteristics of small and medium entliegcluding guidance on
how specific requirements can be applied in theuorstances of an SME audit.
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Further, a number of the ISAs are unlikely to agpla small company audit with
no cross-border aspects.

Concerns have been expressed by smaller audit firatsdoption of ISAs will
increase the amount of audit work that must be donaudits of SMEs. We
believe that these concerns are unfounded. The BA#&ff has also issued a
document entitledApplying ISAs proportionately in the audits of SMHESs
addition, the IFAC Small and Medium Practices Cottemniissued theGuide to
using ISAs in the audit of SMBshich provides comprehensive guidance to
SMPs with respect to the application of ISAs.

Adoption of ISAs for all statutory audits across U will improve the quality
and consistency of audit without a disproportioreatst for the SME/SMP sector.
This will be a significant benefit not just to irsters in the capital markets but
also to a wider group of stakeholders includingksaand fiscal authorities as
well as entities being subjected to an ISA compleardit.

3 Governance and Independence of Audit Firms

Question 16: Is there a conflict in the auditortggiappointed and remunerated
by the audited entity? What alternative arrangersembuld you recommend in
this context?

Grant Thornton response: Having auditors appoihtethe companies they audit
appears to represent a conflict of interest. Howexgebelieve that this
independence threat is adequately mitigated wineraudit committee,
consisting of suitably qualified independent noe@xive board members, has
responsibility for the auditor appointment decisibmaddition, for all audits
independence controls include ethical standardsn@&nforced by external
oversight.

Question 17: Would the appointment by a third paeyjustified in certain
cases?

In general we do not believe that the auditor ampipaent decision should be
made by any party other than the company with aateguput from
shareholders.

In our experience shareholders are rarely invoiagtie auditor appointment
decision prior to the annual general meeting reswiluo approve appointment.
As we explain in the section on audit market cotregion, there are reasons
other than independence to require shareholddys tmnsulted and involved in
the auditor appointment process, including consahlan the appointment
decision.

Question 18: Should the continuous engagementaif fwms be limited in time?
If so, what should be the maximum length of antdirch engagement?
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In the context of independence we do not belieaé dh audit firm tenure should
be limited in time.

We believe that the checks and balances contam#gkilnternational Ethics
Standards Board for Accountants (IESBA) Code ofdstfor Professional
Accountants are sufficient, in particular the regment for rotation every seven
years of the audit partner and rotation every sereams for other senior audit
team members. However, initiatives to reduce amditket concentration will be
impaired where there is infrequent tendering. Weebe that infrequent
tendering would best be addressed by investor @mgewgt and influence on
directors making the auditor appointment decision.

In this regard it is our understanding that invest@ould welcome greater
transparency and consultation on appointment fditamd non audit services,
and fees for those services. We have heard conegpnessed by various
stakeholders that downward pressure on audit fealsl @dversely affect audit
quality. Audit regulators need to monitor how pmigiimpacts audit quality, and
how market power is used to maintain and grow niaskare. Investors and
regulators could establish criteria for audit conteas to consider when selecting
and compensating an auditor. The regulator coulditmoimplementation of
those criteria.

Question 19: Should the provision of non-audit B&w by audit firms be
prohibited? Should any such prohibition be applieall firms and their clients
or should this be the case for certain types dituntsons, such as systemic
financial institutions?

Grant Thornton response: In the context of indepand, the provision of non
audit services by audit firms should not be prdbithi

The IESBA has recently revised its Code of EtharsHrofessional Accountants
which includes strengthened independence requiresm&hese changes come
into effect on 1 January 2011 and will apply toséditutory audits, not just those
of listed companies or public interest entities.

Whilst the provision of some non audit serviceaudit clients can pose a risk,
the objectivity of auditors is not compromised bg\pding non audit services to
audit clients provided that auditors comply witdépendence standards. Certain
non audit services would impair independence hyexample, creating a risk of
self-review and would either be prohibited or wordduire specific measures. In
addition, audit firms and the networks with whitley are affiliated have a strong
system of quality control and are subject to sigaiit independent oversight.
Disciplinary sanctions should be available whefiena has provided services
which are proven to conflict with independence d&ads.

Additional transparency regarding non audit seviweaudit clients could be
achieved by better disclosure in the reports ooats, by improving disclosure
of audit committee pre-approval processes, or laytiadal written guidance for
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boards and audit committees. There is a strongmegtin favour of audit
committees in larger companies pre-approving tlo@ipion of all non audit
services to audit clients (subject to de minimus/{®ons).

The provision of services to a non audit client hasmpact on the statutory
audit of a totally unrelated entity. The abilitygoovide a wide range of non audit
services to non audit clients enhances an auditdioverall range of skills, many
of which are essential in performing a high quadityit. The range and depth of
skills offered by multi-disciplinary firms enhancée quality and efficiency of
both audit and non audit services and meets thesnafeclients with complex and
cross-border businesses. The provision of a widgaaf services helps an audit
firm attract and retain the brightest staff seelangiimulating, varied and
rewarding career which thereby contributes to aguiatlity.

Prohibiting an audit firm from providing non audgrvices to non audit clients
would increase a firm's economic independencesoaudlit clients, and it would
undermine the financial strength of an audit firynlimiting the opportunity to
spread infrastructure and compliance costs ovarget network. It is our opinion
that the business model of an audit only firm wdudunsustainable.

The onus is on the audit committee to ensure e for non audit services do
not contain a hidden subsidy for a low audit fe@ Wderstand that shareholders
would welcome greater transparency from the auwitroittee on fees and on
appointment decisions.

Question 20: Should the maximum level of fees dit itm can receive from a
single client be regulated?

Grant Thornton response: The maximum level of fems a single client should
be regulated by reference to the IESBA Code ofdstfor Professional
Accountants.

Too large an economic dependency on a single alightt makes it very difficult
to identify counterbalancing safeguards to maingaiditor independence. We
support limits on the maximum level of audit anchrawudit fees that an audit firm
can receive from any one audit client and relatedies expressed as a
percentage dfotal firm revenues (emphasis added) from all clients. The Green
Paper refers to total audit revenues which reptesestricter definition than total
firm revenues and would present a problem for g¢kierargest firms taking on
large assignments in smaller countries. We suppertESBA Code of Ethics for
Professional Accountants which provides that ifttital fees from any one
public interest entity audit exceed 15% of thelttgas (all firm revenues) of the
audit firm for two consecutive years, then an endémdependent quality control
review of the second year’s audit is needed.

Question 21: Should new rules be introduced regaydihe transparency of the
financial statements of audit firms?
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Grant Thornton response: No.

We are unclear on the user need which would bebsnehhanced understanding
of audit firm financial information. Audit firms ctently disclose significant
information to independent oversight bodies — idlg financial information —
and if such oversight bodies believe that thesgassires contain information
that poses a risk to audit quality, then they adulr@ss their concerns with the
audit firm in question and publicise their findings appropriate. Regulators are
also party to sufficient information to enable themdentify whether an audit
firm is under-capitalised and requires correctigéomn.

In most Member States audit firms that are incaapeat as limited liability
partnerships already prepare financial stateméatsatre filed with a public
registrar. In the majority of these Member Stakbesfinancial statements are also
subjected to an external audit. In addition, Giigmrnton International Ltd is a
company incorporated in the UK and therefore naticial statements are
audited.

We welcomed the requirement for auditors of puinierest entities to prepare
Transparency Reports under Article 40 of the Stayuudit Directive. At a
global level, we have for a number of years adofitedArticle 40 requirements
on a voluntary baslsIn the Grant Thornton International TranspareReyport
we provide information about funding of Grant Thimm International and
worldwide member firm fee income. When considerdglitional network
disclosures at an international level, it is impattto address two questions —
firstly, what is the purpose of these financialkctbsures and secondly, to whom
should the disclosures be made?

On another issue linked to transparency of audhitdj regulators and other
stakeholders have expressed an interest in usitgcethat facilitate an
assessment and public reporting of audit qualitg. Wéuld support the
development of a suitable framework to assess gudiity. In addition we
support publication by independent oversight bodfesamed firm audit quality
reports that are prepared in a constructive arahlioald manner.

Question 22: What further measures could be enedag the governance of
audit firms to enhance the independence of auditors

Grant Thornton response: EU level provisions ontdirch governance could
help to reinforce confidence in the audit process.

However, care needs to be taken not to imposedehwn audit firms that is out
of proportion to the benefits that might be realisehe various recommendations
of the recently introduced UK Audit Firm Governar@@ede (the UK Code)
should be considered. The UK Code covers generdiples and includes
sections on accountable management, professionatisegrity and objectivity.

* Grant Thornton International Transparency Report: http://www.gti.org/Transparency-
report/index.asp
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The requirement for larger audit firms to appoirdeépendent Non-Executive
Directors (NEDs) could have a positive influenceaolitor independence both
in appearance and in fact. Grant Thornton UK waditist UK audit firm to
appoint NEDs to its governing body and the appoamttof NEDs is under
consideration at Grant Thornton Ireland.

NEDs can help reassure the wider public on an diudiits commitment to
deliver high quality audit services. Some flexilyilshould be allowed in how the
appointment of NEDs might be applied across the Aldlit firms should be
allowed to choose the governance structures tisitnbeet stakeholder needs at
local, regional or international level. For examplee benefits of NED
appointments could be obtained without a requirdrteeappoint NEDs in every
Member State.

Concerns about independence arising from NED appeints to audit firm
managing boards must be addressed but they ar@sotable.

Question 23: Should alternative structures be enguldo allow audit firms to
raise capital from external sources?

Grant Thornton response: We welcome proposalsptmexalternative audit firm
control structures and allow audit firms to rais@ital from sources external to
the firm.

The current rules on audit firm ownership have sérheir purpose but now
unnecessarily restrict the options available toonal audit firms and to
international audit organisations. We believe tlké&xation of the rules relating
to control structures of audit firms, which is aitiative focused on the strategy
of audit firms and the supply of audits, might helpeduce the excessive market
concentration over the long term by providing alegive sources of funding to
finance growth. As the world's capital markets expand as national
boundaries become increasingly irrelevant to mapsketicipants, audit firms
should be able to seek outside capital to finamoevtp. If audit firm growth is
impeded by rules which have no reference to auditity then ultimately the
capital markets will suffer.

A more immediate benefit of a change in audit fownership rules would be to
enhance cross border integration of audit firms$lakbe audit organisations
strive for greater global consistency in deliveraglits, and to deliver a more
cohesive client service. In addition to liabilityrecerns, global audit firm
integration is artificially impeded by national bars such as those related to
firm ownership.

However, changes to ownership rules will have rartdierm impact on the key
iIssue of excessive concentration. If the unsustégnmarket concentration is to
be reduced in an orderly manner then there mushéeges to audit buying
patterns by companies and audit committees.
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Question 24: Do you support the suggestions regar@roup Auditors? Do you
have any further ideas on the matter?

Grant Thornton response: All barriers to accesthbygroup auditor to working
papers and reports of third country subsidiary musliwhich derive from local
law should be removed.

On occasion access might be restricted by the gditor or by management.
ISA 600,Special Considerations - Audits of Group FinanS&htements
(Including the Work of Component Auditocentains important guidance for
auditors in the event that the group engagement'sesccess to information of a
component of the group is restricted by circumsgaribat cannot be overcome
and alternative sufficient appropriate audit evigers not available.

We agree that the group auditor should take redipiitysfor the audit of the
group financial statements, as required by ISA 688.600 does not require the
parent company to appoint audit firms from the saetgvork throughout the
group.Where there are challenges with other firms, itdgo the group auditor to
determine what work the group auditor does onsglkats of the group.

4 Supervision
Question 25: Which measures should be envisageaipimve further the
integration and cooperation on audit firm supereisiat EU level?

Grant Thornton response: We believe that the cuBE&AOB should be
upgraded to a "level 3" committee and, ideally,dmee a statutory authority in
the European legal framework.

The EU needs a strong, well resourced, pan-Eurofaditor Oversight Body in
order to engage on an equal footing with its nonddunterparts, notably the US
PCAOB. This will further reinforce cooperation bdibtween Member States and
with third countries. Over time this should leadhe alignment of national
oversight systems and a consistent approach todoo$is-border supervision of
audit firms as well as local supervision of audik whose activities are
primarily domestic.

There should be alignment of inspection procedooeserning EU supervision
of non-EU audit firms. The work of the Europeanigardoversight institution
should be coordinated with the work of the Inteioval Forum of Independent
Audit Regulators (IFIAR).

Question 26: How could increased consultation amchmunication between the
auditor of large listed companies and the reguldierachieved?

Grant Thornton response: We agree that there éed to reinforce the dialogue
between regulators and auditors. We also agreetisadialogue should be a two
way process so that regulators also alert audiegarding particular areas of
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concern. Trilateral discussions between the regul#tte regulated entity and the
auditor would also benefit audit quality.

In Germany, regulators are invited to attend peciotketings of a listed
company's Audit Committee together with the exteanaitor. This has had the
advantage of exposing the regulator in Germanwitceat audit issues before
they are resolved, rather than have them only parfospections and identify
potential issues after the audit has been complé&tad concept could be
explored at EU level. Industry fora could also beauraged where firms and the
local professional body could engage with regukatordiscuss industry specific
concerns.

In answering question 12 we outline positive depelents in the specific case of
discussions between financial institutions, thamlitors and their regulators.

5 Concentration and market structure

Investors and regulators have consistently identithe risks associated with
concentration in the large corporate audit markieéy seek a larger pool of
quality audit providers with meaningful share o targe corporate audit market
to address the issues of concentration risk, matkéility and innovation. We
are willing participants in that evolution.

The solution to the concerns of investors and &g of excess market
concentration is for more audit firms to have meghil market share. Grant
Thornton recommends three specific actions to @itwincentration in Europe:

1. greater investor and other stakeholder involvermethe auditor selection
decision

2. companies use of more than one firm to provie# audit and non audit
services, and

3. removal by regulators of market practices anspbericeptions which bias audit
firm appointment and serve to direct large corpoeatdits towards a few large
firms.

The powers and communication channels are alreaphace for these
suggestions to be implemented. However, those oared communication
channels are not currently being used by invesioregulators. If the market
participants alone fail to deliver an acceptabletsan in terms of market
stability, resilience and choice then it likelyl§aio the regulators to act on the
market's behalf. European regulators could, fongta, guide investors to apply
restrictions on market share, measured by numbaudits, over time in
concentrated sectors of the market.

While we support the operation of market forcesséhforces left unfettered have
brought the large company audit market to its prestate. Audit market
concentration is a problem because the potentlarézof a major audit firm
(warranted or not) poses a threat to market conéidelf a major audit firm did

fail it would mean significant disruption, with theands of companies needing to
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find a replacement audit firm, and would leave Hueopean market consisting of
too few major firms with the attendant long ternzésals of reduced price
competition and reduced incentives to maintain tagaality. If this is accepted
as a premise then the only viable solution is toibby drive change in market
structure as a medium term contingency plan.

In market sectors around the world concentratiayeiting worse as large
company audits gravitate towards a few firms. Afidih appointment is often
biased by market practices or misperceptions wheckie to direct large
corporate audits towards a few large firms. Remgese influences is a
critical first step in addressing market structiearket practices which direct the
flow of large corporate audits towards a few finmslude unwarranted
restrictions on appointment of the audifamwarranted bias towards a few firms,
and unlimited liability where the audit buyer vieth® volume of the auditor's
resources as a form of insurance against lossyestment value. Regulators
could foster greater understanding of firms' commeitt to audit quality by
publishing results of independent audit inspectimm$ndividual audit firms.

We propose two solutions to remove the unwarraetitts of restrictive
covenants:

e the European Commission, securities regulatorsaadd regulators should
support the OECD position and prohibit or discoeragwarranted
restrictions, and

» if restrictions are not prohibited then restricBamn appointment must be in
the public domain (we recommend on a national @etabsuch as EDGAR
which is used in the US).

However, while removing influences unrelated toibgdality on the audit

buying decision may help to slow the current trehdudits gravitating to a few
firms, it is unlikely to reverse that trend. If tharrent trend of audits gravitating
to a few firms is to be halted and then reversezhilorderly manner then there
must be a change in audit buying patterns by corepamnd audit committees.
The nature of the intervention to bring about cleaimgaudit buying patterns will
derive from the rate of change in market structhas is needed by investors and
regulators. We believe that improvement in marketcsure will require some
form of intervention led by investors, and possibigluding other stakeholders,
in the auditor selection decision.

Our suggestions for gradual improvement in market structure

A gradual improvement in European market structoight be achieved by an
investor group having influence over the compaayditor selection decision
and encouraging greater use of consortia (moredharfirm to provide the
service, including non big four firms) in the premn of audit and non audit
services. This would make large companies lessgpi@uisruption in the event
of unplanned exit from the audit market by theidigar.

5 . . . ..
Appendix Il summarises Grant Thornton's evidence of restrictive covenants.
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Greater investor influence on company auditor selection decisions

There should be a regulatory code of conduct armsguivocal statement from
investors promoting the wider use of firms outdiue four largest firms. In the
first instance the statement might be to appoimeiotirms as auditors of
subsidiaries of large public companies. The allotinoé more services to more
firms will help to dilute concentration. Involventesf owners in the selection
process should encourage greater use of more tieautlit network in a group
situation, and could help to ensure that audit &8escommensurate with the level
of resources required to conduct a high qualityitatghareholder involvement in
the process is critical because the current pediiceeking shareholder
approval at the AGM is usually too late to havdisignt influence on the
decision.

Consortia and the provision of audit and non audit services

The main benefit of consortia is that more firms able to directly demonstrate
high quality in a range of services to a wider en§companies which in turn
bolsters the firms' credibility. Greater undersiagdf more firms delivering
high quality services becomes a virtuous circlelileg over time to more firms
with a meaningful share of the large company auditket.

A specific form of audit consortium is joint audi. France it has been
mandatory for public companies to have joint auftitasnore than 40 years. In
Denmark joint audit was compulsory for public comigg but this requirement
was lifted five years ago. Nevertheless 16 of Dakin®4 largest public
companies still use joint audit voluntarily. Bothrjt audit positions are held by
the largest four firms at 22% of companies.

Supporters of joint audits assert that a wider eaofgaudit firms are consequently
engaged by public companies than elsewhere. Gtasmnion in France has
increased its share of public company audits t8 BB 250 assignments (2009:
16) of which 6 are on the SBF 120. Grant Thornt@amer firms in France,
Denmark, Cyprus and Belgium have gained imporiint pudit assignments
where they believe they would otherwise have hadtéd chance of winning the
sole audit. We believe that there could be beme&ncouraging wider use of
joint audit on a permissive basis in certain sectdrthe public company audit
market. There would need to be attendant featw&s &s involvement of firms
like Grant Thornton to ensure that joint auditsradd the problem of
concentration. However, we do not believe that natony joint audit would
enjoy widespread support from investors or comseisewhere in Europe.

A sector-based approach to concentration

In the UK there are helpful lessons on auditor appwent processes which could
be learned from the public sector audit market,reliieere is less institutional
prejudice, audit quality is high and there is aegjpread view that audited entities
receive value for money. In this market, indepen@g@pointment bodies

® Source: Hemscott as at 1 July 2010: There were 407 public companies in France and Denmark
which used joint audits and had market capitalisation in excess of €60m. Both joint audit
positions were held by the largest four firms at 90 of those 407 companies.
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representing the "owners" monitor audit appointreeatdit quality, value for
money and tenders.

When taking the discussion forward, the EC andstors should clarify the
sectors of the market where they wish to reduceaatnation and the timescale
for achieving that goal. Once an appropriate masketcture is built in some
sectors, then successful policies could be appiiedher sectors of the market.
Sectors might be defined by reference to one oerfemtors such as geography,
industry, and company size/market capitalisatian.éxample Grant Thornton
UK, in its September 2010 submission to the Hoddeals Select Committee
on Economic Affairs, raised the possibility of shi@rm intervention in certain
sectors of the UK market and, in giving evidencéheoHouse of Lords enquiry,
suggested that initiatives to reduce concentratarid be targeted at FTSE 250
companies (companies ranked 101-350 measured ketrcapitalization).
Similar sectors could be studied elsewhere in Eeirop

Our suggestions for faster improvement in market structure

A faster improvement in market structure would ngezhter intervention in the
company's auditor appointment process, which im taay bring greater risk of
unintended consequences such as increasing rahtreraducing concentration.
However, it may be that the risk of unintended egpu®nces is mitigated when
major interventions are applied over time and aalgertain sectors of the public
company market. Therefore it is likely that an @ will be required of the
benefits of faster improvement versus the great&raf unintended
consequences.

A form of greater intervention could be to mandasther than encourage) use of
consortia requiring that at most one of the comsmrimnembers is one of the
largest four firms.

A major intervention could be to impose restricia@n market share, by number
of audits, over time in concentrated sectors offheopean market. A monitoring
group comprised primarily of investors, and possiegulators, could place
tapered limits on the absolute number of auditsdhg one firm can carry out for
defined sectors of the market over say a five peaiod. The sectors would be
defined by reference to market capitalisation, lamds could be flexed for each
sector. Market shares would be monitored by a pafirepresentatives from
regulators and investors. The market share monggranel might also work
over time towards aggregate limits for the lardest firms in certain sectors
such as 80% (by number) of the largest 100 compaaitked by market
capitalisation, 60% (by number) of the largest @88 no more than 50% (by
number) of the largest 500.

Question 27: Could the current configuration of thedit market present a
systemic risk?
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Grant Thornton response: As stated by the Londam&mics study for the
European Commission, the failure of one or mortheflargest audit firms could
cause disruption in the global capital markets.

Companies in certain jurisdictions and/or marketas already face a
concentrated market and the potential failure wiagor audit firm (warranted or
not) poses a threat to market confidence. If a meajdit firm did fail it would
mean significant short term disruption and leaweEnropean market consisting
of too few major firms with the attendant long telarzards of reduced price
competition and reduced incentives to maintain taquatality.

If this is accepted as a premise then the solusiom drive change in market
structure as a medium term contingency plan.widely acknowledged by
investors, regulators and companies that the soliti excess market
concentration is a sustainable net increase indingber of audit firms with
meaningful market share.

While there would be significant disruption for cpamies if a major audit firm
failed, no firm is too big to fail. Migration to ather audit firm would be
manageable and, in economic terms, failure of onewould be unlikely to
trigger cascading audit firm failures or an econoorisis requiring government
intervention to preserve confidence in the markeds.these reasons the largest
four audit firms should not be viewed as beingyatesnically important as
multi-national financial institutions, and do noamsant protective measures
which would benefit only those firms.

Question 28: Do you believe that the mandatory &irom of an audit firm
consortium with the inclusion of at least one serathon systemic audit firm
could act as a catalyst for dynamising the auditkeaand allowing small and
medium-sized firms to participate more substantiadlthe segment of larger
audits?

Grant Thornton response: There should be a regylatale of conduct or an
unequivocal statement from investors promotingvifdeer use of firms outside
the four largest firms. However we do not beligvatt at this time, mandatory
consortia would enjoy widespread support from itmesor companies in
countries other than France.

The main benefit of consortia is that more firms able to directly demonstrate
high quality in a range of services to a wider en§companies which in turn
bolsters the firms' credibility. Greater understagdf more firms delivering
high quality services becomes a virtuous circlelileg over time to more firms
with a meaningful share of the large company amditket. Greater use of audit
consortia would make large companies less pronéstaption in the event of
unplanned exit from the audit market by their aodit

There should be a regulatory code of conduct armsguivocal statement from
investors promoting the wider use of firms outdiue four largest firms. In the
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first instance the statement might be to appoimeiotirms as auditors of
subsidiaries of large public companies. The allothod more services to more
firms will help to dilute concentration. Involvemntesf owners in the selection
process should encourage greater use of more tieauslit network in a group
situation, and could help to ensure that audit &#escommensurate with the level
of resources required to conduct a high qualityita&thareholder involvement in
the auditor appointment process is critical, beedhs current practice of seeking
shareholder approval at the AGM occurs too lateetee sufficient influence in
the decision.

We believe that there could be benefit in encounggrider use of consortia on a
permissive basis in certain sectors of the puldimgany audit market. There
would need to be attendant features to ensuretimsortia address the problem
of concentration.

Question 29: From the viewpoint of enhancing thecsture of audit markets, do
you agree to mandatory rotation and tendering aftéixed period? What should
be the length of such a period?

Grant Thornton response: The timing and reguladfitgn audit tender should
generally be a decision for the audit committeevaluate, and for the audit
committee to seek affirmation from the company'siens.

In some sectors of the market audits are put otgrtder infrequently, which
serves to restrict opportunities for other firmg#n market share. However
mandatory rotation/tendering of itself will not tem concentration and because
of the bias towards the four largest firms thera isk that it will increase
concentration. Therefore we support more regulaig¢ang but only at the behest
of the company having taken advice from the comjsamwners.

Another barrier to a company changing its audgdhe complexity of the
company's business operations, which means thabtheany is concerned
about the disruption caused by a new auditor mgldis understanding of the
business, systems and controls. We believe theréfat there could be a
mechanism to make orderly transition to a new audiasier. For example, the
company could use joint audit or consortia in tia@sitional period.

Question 30: How should the 'Big Four bias' be abded?
Grant Thornton response: The "big four bias" shdndcdddressed by:

* a prohibition on restrictive covenants (see appehli

e greater investor influence over the auditor appoerit decision which is
subject to the bias

* implementing an appropriate liability limitationgiene, to remove the bias of
investors who treat the audit opinion as a fornrmsfirance against loss in
value of their investment, and
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» auditor oversight bodies giving clear positive nagges on audit quality, to
remove the misperception that bigger firms prownd#er audits.

The bias towards the largest four firms derivestfianumber of sources, and
influences the company's auditor selection decidiorestors need to have
greater input to the audit tender process andubéa selection decision.
Investors should therefore have sound knowledgridit firm capabilities, and
understand the risks posed by the audit markettsirlin the relevant sector.

The incentive on company owners to appoint oné@fdrgest four firms, where
owners treat the audit opinion as a form of insaeasgainst loss in value of their
investment and the largest four firms have greasources to settle larger
claims, will be diluted by appropriate liabilityritation regimes which are fair
on all market participants.

We recognise and appreciate that the EC has neategh accidental inferences in
past consultation papers that firm size equatesidiit quality. We encourage the
EC to work with oversight bodies to ensure thaacjgositive messages on audit
quality are given to the market. For example theibdépendent audit inspection
reports in November and December 2009 demonstthéédsrant Thornton and
BDO were the only major firms with no audits requgr "significant
improvement”.

During the course of discussions with other pariasut the Green Paper we
have encountered unsubstantiated assertions thiatgality is lower when
conducted by firms outside the largest firms. Weehalso encountered
statements which infer that the bigger the firmlb#er the quality. Such
statements are untrue, and they are damaging let@isserve to reinforce the
bias.

Question 31: Do you agree that contingency plamduding living wills, could
be key in addressing systemic risks of firm faffure

Grant Thornton response: We support discussiorsnegulators on possible
contingency plans, aimed at helping to prevent uramed failure of an audit
firm or dealing with an unplanned demise of an &fidn, with a view to rapidly
resolving any significant disruptions in the praersof audit services. Living
wills will not prevent unwarranted failure of andatfirm.

72008/9 Audit Inspection Unit reports for Baker Tilly, BDO Stoy Hayward, Deloitte, Ernst &
Young, Grant Thornton, Horwarth Clark Whitehill, KPMG, PricewaterhouseCoopers. The AlU
describes the meaning of significant improvement as follows: "Where an audit is assessed as
requiring significant improvement, this may indicate that the AlU had significant concerns in
relation to the sufficiency or quality of audit evidence or the appropriateness of judgments in
relation to key aspects of an audit, either individually or collectively, or alternatively very
significant concerns in relation to other aspects of an audit. This assessment however does not
necessarily imply that an inappropriate audit opinion was issued."
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We believe that lessons can be learned from therexe in Japan. In
particular, all firms that wish to do so shouldaise to participate from the outset
in arrangements for orderly migration of audit gasients from the failed firm.

It is essential that the process to be followed bggulator in the event of failure
of a large audit firm should be fully transparempteserve trust and confidence
of the capital markets. The process of changingt@aushould be applicable to all
audit firms that audit public interest entities.eldontingency plans should be
adaptable to the specific context, size and intevnal impact of any disruption.

Question 32: Is the broader rationale for consotida of large audit firms over
the past two decades (i.e. global offer, synerg@hi)valid? In which
circumstances could a reversal be envisaged?

Grant Thornton response: We do not support a hupak the largest four firms,
whether effected by reversal of past consolidatmmsy other means.

A tiny proportion of the very largest global pubtiompanies needs an audit on a
scale provided by the four largest firms. Howegeifficient resources to audit
the very largest companies does not require dorhmalic company market
share. France has some of the largest companile world, and audit quality is
generally held to be high. The four largest firm$rance provide audits to these
companies from a base of approximately 50% coltecthare of the audit
positions at France's 400 largest public compaifies.most 50% is sufficient
collective market share in France then 80% and a6éohigher need not be
necessary in other jurisdictions.

Therefore, meaningful growth in public company nedarghare by other firms,
which generally equates to minimal reduction inkeashare for the largest four
firms, will not put at risk the ability of the laggt four firms to audit the largest
public companies.

All accounting organisations search for new membeenhance their service
offering which reflects market forces. However, wioe of the largest four
networks acquires a firm from outside the four tti@s inevitably serves to
increase concentration. These national firms magnta|! in the context of global
revenues, but they are sometimes significant imgesf regional service offering
in an environment where perception of insufficigabgraphical reach is often
cited by companies as a reason for appointing &roigover a smaller firm.
Concentration is a cross-border issue and it reguggulatory coordination and
cooperation to manage the problem. While we dasapport reversal of past
global consolidations, national regulators will d¢e cooperate and take account
of the global impact on concentration before thggrave large four acquisitions
of a national firm. In the interests of preventingreased concentration we
advocate a global requirement for prior approvamficquisition by a large four
firm by the relevant national body (competitiontaarity or audit regulator) in
consultation with their international counterparts.
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6 Creation of a European market
Question 33: What in your view is the best manoemnhance cross border
mobility of audit professionals?

Grant Thornton response: We welcome Commissiongni&as new initiative to
bring forward the internal market. More mobility péople is in the interest of
internationally active audit firm networks. Incredsnobility helps to engage
auditors with specific expertise to work directlitimclients in different EU
countries and to give audit opinions if this reftetheir role in the audit.

Greater mobility will be facilitated where there ¢doser alignment of the
syllabuses that underpin professional examinatiadsption of international
standards (eg IFRS, ISA, IESBA Code of Ethics) Wwhigll remove national
differences between the Member States; and haratnsof company law
across Member States.

Language will remain a barrier but we believe faatlitating greater mobility by
embedding ISAs and allowing mobility of practitioaecross borders will be
extremely helpful, especially in specialist sectors

Question 34: Do you agree with "maximum harmongsdtcombined with a
single European passport for auditors and audinBf? Do you believe this
should also apply for smaller firms?

Grant Thornton response: The "single passporthépmractical area where the
EC could facilitate and accelerate closer integraéind greater mobility. The
single passport should be available to all firms,ibshould not be mandatory
because it will be of benefit only to those firrhattwish to operate across
borders.

We note that the 8th Audit Directive is a minimuarinonisation Directive and
the challenge with any scheme such as this istaksh appropriate levels of
minimum harmonisation on issues such as qualifioatind audit quality.

7 Simplification: Small and Medium Sized Enterprises and Practitioners

Private companies are a driving force behind the@pgean economy and they

will be one of the key sectors which lead the ecoptowards sustained growth.
To finance growth, companies need ready acceszpitatat a reasonable cost,
and obtaining appropriate assurance on financiatnmation makes a vital
contribution to the finance process. Grant Thorrgopports a framework for
assurance in the EU which is tailored for compaagssirance needs, comprising:

» audits in accordance with international standal8ag), together with
independent oversight, for those companies that aaeaudit

» adifferent form of assurance for small and medantities (SMEs), and

» acompilation report for micro entities.
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Such a framework would enable accounting firmsse their skills to provide
business advice to private companies and theretyueage growth. A
mandatory EU framework is unlikely to be appromigiven the diversity of
maturity of EU economies and we recommend thatdJrketain flexibility to
allow Member States to implement EU law in accoogawith local needs.

We support initiatives to reduce the administrabueden for companies which
do not impair the efficient operation of the EU momy, but only where removal
of those burdens would not increase costs or adimative burden for other
sectors of the economy. All proposed changes tpatate law must be tested
against user needs, which will almost certainlyyJatween Member States, not
least because of the differing maturity of thespective economies.

Therefore conclusions in this area are best drdten ieference to a robust
Regulatory Impact Assessment determined at a MeSia¢e level.

In considering the structure of European compawyifethe medium term, the
debate would benefit from consideration of factffecting corporate profile
other than size. For example, breadth of ownershquld be a factor when
considering the appropriate levels and form of aotability of companies.

Throughout Europe, privately held companies ar& ¥ar economic growth and
stability. The EC has a difficult task in seekingdalance appropriate EU-wide
legislation for corporate Europe, while encouragimg growth of European
business and the European economy.

There are many factors to consider in designing@pjfate assurance
requirements, especially in the current financialinment, where there are
reports that credit insurance premiums are riderglers appear reluctant to enter
into new facilities that are affordable to SMEsg daax revenues are under
pressure prompting fears of an increased numb@spéctions by tax authorities.
Companies often use audited financial informatmnestrict these administrative
costs. For example, a Danish tax return asks thmpaay whether it has had an
audit/review/nothing. In Finland and Sweden it haen reported that 85% of lost
tax revenue derives from companies that do not hawaeudit. If a service which
provides users with a lower level of assurance #raaudit is accepted by these
third parties then there is a chance of lower clustSMES.

Question 35: Would you favour a lower level of ggrthan an audit, a so called
"limited audit" or "statutory review" for the finamal statements of SMEs instead
of a statutory audit? Should such a service be ttmmél depending on whether
a suitably qualified (internal or external) accoant prepared the accounts?

Grant Thornton response: We believe that a limateslirance review service
should be allowed provided it meets the assuraaedsof users.

The amount of costs saved by a limited assuranceweompared to a statutory
audit would depend on the scope of the review wOrk. initial view is that
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potential cost savings would be maximised if theew procedures did not have
to consider internal controls, such as controlsitiigate fraud, or be subject to
external oversight.

As a first step we would support research into Wwhetisers in the EU would
accept negative assurance opinions based on waoducted in accordance with
International Standard on Review Engagements Zd@fagements to review
financial statementOne of many implementation issues to consider is
involvement of qualified accountants. A review gtardance with ISRE 2400 is
conducted by a practitioner who complies with tB8BA Code of Ethics for
Professional Accountants. The review is plannedpertbrmed with an attitude
of professional scepticism and evidence is obtapredarily through inquiry and
analytical procedures.

Question 36: Should there be a "safe harbour"” régay any potential future
prohibition of non-audit services when servicingESdients?

Grant Thornton response: Assurance opinions sHmiiddependent, but we
agree that independence requirements should benmelaxed for auditors of
SMEs than for auditors of public companies, as idesd in the IESBA Code of
Ethics for Professional Accountants. The assurane@der working for SMESs is
able to add value through provision of businesscadihat would be
inappropriate (and largely unnecessary) for putdimpanies.

As explained earlier, we would oppose a prohibiborprovision of all non audit
services by the auditor to companies, whether #neySMEs or public
companies.

Question 37: Should a "limited audit" or "statutawview" be accompanied by
less burdensome internal quality control rules awersight by supervisors?
Could you suggest examples of how this could be dopractice?

Grant Thornton response: Oversight of auditorfis $egment of the market
could be performed by local professional bodieighter approach to oversight
is warranted because the degree of public interdstancial statements of
private smaller companies is lower than in thospuliflic companies.

Every company regardless of size should have amsyst internal control but
this should not be mandated by law. For private games the active
involvement of owners often reduces the need fabbaate internal control
systems and the small number of personnel oftesherersuch systems
impractical. This comment applies equally to smradiadit firms.

8 International co-operation
Question 38: What measures could in your view eoidme quality of the
oversight of global audit players through intermatal co-operation?
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Grant Thornton response: The focus of improvediatonal cooperation
between regulators on oversight of global audméirshould concentrate on the
audits of multi-national, public companies.

To bring about more consistency and quality in sigit, auditor oversight
bodies need to agree common oversight frameworksetéullest extent possible
and with a particular view to mutual reliance. Tbiscerns, inter alia:

e agreed sets of (updated) registration information

e common inspection mechanisms and reporting theiguh,

» adequate mechanisms for exchange of informati@hyding in the event of
cross-border audit failures.

Results of independent audit inspections shouletperted publicly, for
individual firms, in a balanced and constructivenmer. Balanced public
reporting on named firms will help to inform investunderstanding of audit
guality across a broad range of firms, and sugpedstor confidence in the
probity of published financial information.
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Appendix Il - evidence of restrictive covenants

In the covering letter we highlight the existenéenarket practices which direct
the flow of large corporate audits towards a fevwm#i. Such market practices
include unwarranted restrictions on appointmerthefauditor, which are often
referred to as restrictive covenants.

The European Commission is mandated to act asWeedompetition authority
and its job is to ensure that competition in thegi& Market is free and fair.
Restrictive covenants contravene the EC's goad foee market for services and
impair a company's auditor selection decision, thedeby act to compound audit
market concentration.

Grant Thornton member firms have obtained evid@ficestrictive covenants:

« member firms in Finland, Germany, Ireland, Spaid tre UK possess
written evidence of restrictions

* member firms have encountered restrictions but havéad access to the
restricting document in these five countries andddition in Armenia,
Belgium, Denmark, France, Georgia, Greece, Isketakhstan, Macedonia,
Malta, Poland, Portugal, Russia, Turkey and Ukraine

We know that restrictions cross borders. In thenwgShave identified that at least
10% of the Russell 2000 companies are subjectrtedorm of restriction on
appointment of auditor or accounting adviser. Ti®itJone of the few
jurisdictions which require documents such as legdigreements to be placed in
the public domain, via the EDGAR database.

The Organisation for Economic Co-operation and Dmpreent (OECD)
acknowledged that restrictions are undesirabletlaaidunwarranted restrictions
should be removed. The OECD Competition Committgent on competition
and regulation in the auditing and related protessithe Report) was published
in May 2016.

The Report concluded that "Promoting entry of neigrnational accountancy
networks and expansion of existing...networks shbelé&ncouraged, by:
preventing unnecessary restrictions being imposetbmpanies by third parties
(such as lenders) regarding the choice of statw#odjt firm..."

The Report stated that "If regulators and competitiuthorities take the lack of
competition in the accountancy services markebssly, therefore, regulatory
and market barriers impeding such expansion [shioejéddressed.” The Report
also noted that "Where a company wishes to usendg@Four auditor certain
market practices may prevent or discourage it fdming so. Market practice has
emerged in some jurisdictions including the US, @ty and the UK, whereby
third parties such as lenders, impose covenantseocompany which restrict the

8 OECD Competition Committee Report: Competition and Regulation in the Auditing and Related
Professions; http://www.oecd.org/dataoecd/8/8/44762253.pdf
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company's choice of auditor to a Big Four firm pply more punitive terms and
conditions to loan finance where a non-Big Founfis appointed. Such
restrictions are not based on a qualitative assassof the pool of audit firms
available and prevent excluded audit firms from peting with the Big Four
firms and thus entering or expanding further im® &audit market for large or
guoted companies. The positive impact of otheratmtes which aim to increase
the number of suppliers of large international i thus impaired by
unnecessary buy-side restrictions."

We propose two solutions:

« the European Commission, securities regulatorsaadd regulators should
support the OECD position and prohibit or discoeragwarranted
restrictions, and

» if restrictions are not prohibited then restricBamn appointment must be in
the public domain (we recommend on a national @etabsuch as EDGAR
which is used in the US).



