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Dear Mr Smi h

Auditor Regulation: Discussion document on the implications of the EU and wider reforms
We welcome this opportun ty to set out our views on the BIS's D scu sion document.

The consultation document sets out a number of matt rs of import nce to RBS both as a preparer and user
of ccouns. RBS ha , n the course of 2014, undertaken an audit ender process, which prov des 1t with
particular insight on he challenges of undergo ng auditor change.

In many cases, the proposed changes f Il n Ine with existing corporate governance practic in the UK,
and represent sound principles for govern nce. How ver, here are certain proposals tha RB does no
cons der result in improvements to corporat governance.

Overall changes

+ We are supportive of the FRC being the competent supervisory body, and the changes that would
follow from the need for this to be legally underpinned

» RBS, as a user of accounts and key stakeholder in many maller organisations, support
proportionate application and simplificat on of the requirements for maller companies

s We are not wholly persuaded of some of the options with respect to auditor rotation, and non-audit
services where this creates undue complexity in application, or creates an unduly restrictive
commerc al choice for organisations resulting sub-optimal outcome  for stakeholders

+ We note that there are some operational complexities, based on our recent experience of auditor
change in the execution of the proposals. We are particularly concerned about that as a large
banking group, a 2-year time frame is necessary to effect a change of auditor

» We are not persuaded of he benefits of the auditor making reports submitted to regulatory
supervisors available to the FRC as the competent supervisory body

Auditor rotation
RBS undertook a competitive tender process in 2014 tha resulted in a decision to ch nge external audi or.
This change will take effect in 2016.

In deciding to change auditor, we recognised that:

e A change of audtor would result in busine s loss, snce each o the chall nger fims ¢ i d
significant banking arrangements with R S that would require to be ext d under uditor
independence rules. The frm selected mu t exit firm bank ng relationships in 7 coun res, and
hundreds of their staff must change their banking arrangements;

« Each of the challenger firms were engaged n sign icant services across RBS, many involving
intnicate and mult-year programmes tha would have to be xit and transitioned to new
provide s;
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« As a consequence we expec the appoint d firm to be formally independen only in the second
half of 2015, some @ months af r the r se ection.

We do not con ider ours to be a unigue s tuation i is one that any large bank would face n undergoing a
change of auditor. We have particular concern about how this 2-year change proce s would st with h
regulation as drafted, which appears 0 a sume that a Year 10 tender would enabl a new appointment to
take place In Year 11.

We support the good corporate governance practice of 10-year tenders, bu there should be due regard o
the complexity of managing a change of auditor. A 10-year cycle of tendering fits wi h a change of lead
partner. As such, we would support an approach that allowed for any of:

{(a) A Year 9 tender and a subsequent Year 11 change of auditor (as relevant)

(b)Y AY ar 10 tender and a subsequent Year 12 change of auditor (i relevan )

{(c) Where relevant, a Year 19 tender with a Year 21 change of audi or

The RBS tender process specifically aimed to ensure that the Board couid appoint the audit firm that wa
best equipped to undertake its audit and would deliver he best aud qualiy to the organisat on. We are
concerned that the changes proposed could limit our ability to select the best auditor. Our 2014 process
took six months to complete, and each of the participa ing firms indicated that the process we undertook
was a model approach o the selection of an auditor. We do not believe t 1s possible for a large bank n
group to achiev achan e of audi or in a period less than 2 years — follow ng a thorough process of audi or
assessment and a subsequen period to enable the appoint d irm to take the necessary steps to acheve
independence.

Legislative versus non-legislative implementation
Queston 1 In relation to th measures discussed we would welcome comments on the balance between
legisiat ve and non-legislativ implementation of the requirements of the new Directive and Regulation.

We consider the simplifcation and codificatron of the proposed requirements to be largely beneficial.
However, we do note that the matters to wh ch the Directive and Regulation refer are subject to a chan ng
market place, ma ers of judgment and creae commercial impacts. Therefore while legislative
implementat on of the framework is appropria e, we would prefer non-legislative approaches taken to some
of the specific matt rs; this would help promote some flexibility and not prevent good commercial practice.
This 1s specifically the case in for the determination of acceptable non-audit services and application wi hin
large groups.

We also not that sanct ons and/or the consequences for non-compl ance has not been addressed and his
would need to be under tood in light of the use of legisla ion to implemen the requirements.

Non-audit services

Question 18: Do you agree that the provisions of Article 4 of the Regul tion on the cap on non-audit
servic s should be included in amendments to the FRC's etfuc 1stand rds for auditors?

Question 22: Do you agree that the subject matter of Article 5 of the Regul tion on the blacklis of non-audi
servic , including the possibility of setting more stnngent requirements, should be included n
amendments to the FRC's ethical standards for auditors?

Question 23: What issues, if any, do you consider arise from the appli  tion of the provisions on the
blackiis of non-audit services? If there are any, how do you consider these should be addressed?

Much o the proposals from the Regulation are already covered by FRC eth cal standards. As such, we
believe these are a suitable source o this guidance.

The assessment of independence is a matter of judgmen , and we believe tha the principle involved are
better tackled through ethic | tandards rather than direct legislation since this makes bro der applica 1on
(especially relevant for con olida d groups o companies and global networks of audt irms) easier o
implement and manage, r ther than specific legislation which cannot be applied on an extra-terntorial
basis.

Wse consider that the audit committee represents the best and most appropriate governance forum to
manage the use of the auditor outs de the core audit process. A ‘blackhst’ pproach is the most appropr at

mech nism to highlight areas where conflict 1s most likely, and to promot consistent market practce A
‘whitelist’ approach, suggested by the FRC, removes the flexibility o he o ganisation to procure the bes
comm rcial outcome, and is less likely to reflect emerging market rend nd issues. Ei her approach is
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likely to create areas of uncert inty th require judgment. As such, we believe tha the 'blacklist’ approach
represents the best mechanism to guide the Aud Commi e .

To provide su table transparency, we would con ider it appropria  ha an organisation be required o
disclose its policy on procuring additional services from i s aud tor, uch as through inclus on of the policy
on ts website or within its annual report. RBS already includes comment on its non-aud t serv ces policy
wthn the Report of the Audt Committee within our annual report as well as explain ng procedures in
relation to the ad hoc use of the auditor.

* RBS’s practice regarding non-audit services is restrictive. The bank procures few service oth r
than activities where th nvolvement of the auditor is most relevant (notably priv t reportng on
quarterly reporting, deb issuance reporting account nt work and regula ory reporting includ ng
5166 work)

*» As a bank, there is a wde rang of activity where the involvement of the auditor is he best
commercial outcome in  rms of efficiency and effectiveness. We are concerned that the use of a
“whtel t' approach, which s kely o focus on activities common across |l corpor te ent es
would be unduly re trictive to RBS as a regulated f nancial services organisation and would not b
sufficiently flexible o recognise changes that occur in the roles tha auditors and accoun ng irms
take, or indeed n bus ness pr ctices.

* As a banking provider, RBS make significant use of accounting firms to support restructuring
activities with customer Woe are concerned abou he consequen es of limi ing the choice of firm
selection and the nisk o creatng ub-optimal outcomes for cu tomers where a bank is prevented in
appointing the accounting prov der wth the best skillset and xperence. Indeed for syndicated
lend ng arrangements, it is possible hat all of the major account ng f rms could act as auditors for
the lenders.

As a provider of finance, RBS is also a key user o the reports of auditors from its client and sees how
smaller businesses util se auditors in their wider business. While for larger organisa ions typically have a
wide-level of access to multiple accoun ng firms, making their engagement more straightforward this is not
true for smaller entities. We do no consider it appropnate to require the ame restrictions on non-aud t
services for such smaller entities. We do recognise that rotation is relevant for smaller entities given he
poss b [ty of this grea er reliance.

Consolidated Groups

Question 6: What issues, if any, do you consider arise from the application of the provisions of the
Regulation to audits of PIEs as defined in th Directive? How do you consider these should be addressed?
Question 7: What 1ssues do you consider rise from the need to broaden the application of th
implementation of the 2006 Directive to include [other organisations]? How do you consider these should
be addressed?

We are concerned about how the Audit Regula ion and Audit Directive would apply with n a consolidated
group.

We believe hat both the assessment of independence and the assessment of the scale of non-audit
services are best assessed once within the ontext of a consolida ed group, at the “topco” level. RBS is a
complex group with 15 separate regulated entities that could potentially fall into he scope of the Regulation
and Direc ive.

As drafted, the proposals would require appl cation individually by each of these entities:

+ Woe believe that conceptually it is preferable for the assessment of fees to be made once on a
group-wide basis. This avoids any mbiguity over which entity sources a piece of work, and
ensures a consistent approach with n a consolidated group

e This approach also mames with the best approach to ndependence, which is for a consolida d
view, made by the audit committee of the group and not individually made at sach entity level

» Ata group level, all aspects can be properly considered

While we recogruse that the Directive and Regulation only have legal forc within the EU, we believe that
as a principle ba ed pproach, this single group-wide application i appropriate on a global basis. We
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beleve tha an EU only approach would cre te pot ntial anomalies that do not sit comfortably with the
abil ty to support the perception and principle of independence.

S milarly, we believe that the audit firm responsible for the aud of the parent company and consolidat d
group should take account of the act vities of ts fellow member firms (across its global network) in making
its assessment.

Question 19: Wha issues do you consider arise from the applic tion of the provisions on the cap on non-
audit services? How do you consider these should be addressed?

Question 21: Do you agree that the FRC should have the ability to exempt an audit firm from the cap for up
to two financial years on an exceptional basis and on applica ion by the firm?

We believe that the 70% cap is appropr ate and generally sufficient to llow commercial flexibility, but th ta
process should exist to manage exceptions o tha policy. Since we believe a cap is a blunt mechanism that
could re trict the u e of the auditor, even where hey are most exper enced and skilled provider, we do not
support a further res riction.

While we accept that exceptions could be provided by he relevant supervisory authority, this is not the
s mplest approach tha could be applied. An audit committ e s best placed to ensure that independence s
maintained 1n such a si uation, which should be disclosed. Such situa lons might anse due to significan
changes in the size and s ructure of a group (arising through acquisitions and disposals), or as a result o
capital raising or listings {especially if thase are significant).

Disclosure within annual reporting
Question 30: We are considering whether provision should be made so that, where a PIE has stated in it
annual report it will appoint n auditor based on a t nder process before the expiry of the maximum
duration of 10 year , it should still be able to take advant ge of an extension of the maximum duration
beyond ten years, following that t nder. Do you agree?
Question 31: We are seeking views on the proposal that for companies that are PIEs the company's plans
on retendenng should be part 0 a new element of the annual report se ing out key matters for the aud t
commuttee on the appointment of auditors. Do you agree that the report should include:
a) when the current auditor took up the audit engagement at that company? (Yes / No)
b) when the audit engagement was last retendered? (Yes / No)
c) the start of the next accounting year in rela ion fo which the company expects that the auditor
appointment will be based on a tender? (Yes / No)
d) the directors’ reasons for considering that the proposed year is in the b st nerests of the
company's members? (Yes / No)
Do you consider that any other information should be included in  ddition the above?
Question 32: We are considering whether, where the stat ment under point (c) above is included in the
company's annual report and the incumbent auditor is reappoint d on the basis of the planned t nder
process before the expiry of the 10 year maximum duration (eg at 7 years), the next tender process should
be expected to take effect. :
(a) after the same period has expired again (ie year 14 in this example);
(b) after a further 10 years has expired (ie year 17 in this example); or
(c) after the s me period has expired agan though with the potential to extend it by he full 10
years via further notice from the audit committee in the annual report (le in this example at year 14
though this could be extended fo year 17)?
Which option would you prefer? Please provide further information in support of your nswer.

The BIS document indicates the proposal to creat a new element of he Directors’ report to cover off th se
matters. We would no that mo  PIEs have extensive reporting on the activities of he govern nce and
reports from each committee including the Aud t Committee. We bel eve tha addition |1 ms of disclo ure
should be inciuded within the report of the audi committ e wher appropria e r ther than requir ng this o
be within the direc ors report.

We support disclosure o (a) when the current auditor took up the udit engagement, nd (b) when the
audit was las retendered. We do not support (c) stating when he company nex nends to nder, nor (d)
the reasons for the proposed ye r. We do support in lieu of (c) and (d), the company disclos ng its policy
and approach to tendering.

This is because, while the comp ny should have a broader policy h  ndicates its approach to tender ng,
other factors may be r lev nt to he consideration of he oard and Audit Committee, and forcng an
approach, and applying add tional disclosure requiremen does not allow the company to apply
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appropriate commercial and corporate governance considerations s to how the best in rest of the
company and its st keholders are served.,

Equally, we are not supportiv of an approach (such as set out in Q32 a) that limits the period for which an
auditor can hold of 1ce purely by virtue of when the period s nce the las tender process. We would support
the application of a max mum period o 10 year between tenders (as set out in Q32b) and a maximum
appointment per od of 20 years.

As we set out above, more complex organisations need to arrange a longer window to manage aud tor
transition. The proposal to limit a tender penod to the length of the previous period would lock a company
nto a permanent shorter cycle, notw thstanding the reasons for the individual decision to choose a shorter
window. For inst nce, a step change in the size of an entity may lead to the conclusion that a change of
auditor is appropriate (eg the incumbent firm no longer holds the required geographic coverage for a
growing organisation). If this happened 7 years into an appointment, the firm would be subsequently stuck
with a 7-year tender cycle notwithstanding the clear and ppropria e reasons to hold an “off 10 year” tender
process.

Reporting to the reguilator
Question 51: Do you consider that the single compet nt authority with re ponsibility for regulation of udit
should be designated to rece ve the inform ion required o be provided to supervisors of PFIEs when i s
provided to:
(a) the PRA for banks, building ocieties and insurers?
(b) the FCA for other Pl ? or
{c) both?
Question 52: For the purpose of our impact assessment on these changes we should be grateful for any
estimates you can provide of.
( ) the costs of the audit r providing thi information to supervisors of PIES?
(b) the frequency wi h whi h the PRA 1 provided with this information for banks build ng socie ies
and insurers under existing r quirement
(c) the frequency with which the FCA is provided with this information for other Pl s in pr clice
already

We do not support the proposal th t FRC receiv s reporting submitted by the external auditor to relevant
supervisors of Pl s. Supervisors ( he PRA and FCA) have speci ¢ r sponsibilities, to wh ch s342 reportin
under FSMA has specific elevance in how they di charge these respons bil tes. It 1s not clear to us that
these issues would be of sim lar relev nce to the FRC in the context of aud t regulation.

The FRC has no responsibil ties with respect o non-compl ance of a PIE with a separa e supervisor's
regulatory regime. We al o note hat there is no expectation that an aud tor should report to he FRC
similar issues in relation to other PIEs {legal non-compliance or he issue of a qualified report). | seems
that applying th s solely w h respect to regulated entities is therefore unwarranted.

We would also note that future developments concerning the PRA and FCA include the potential o require
add tonal reporting from the ext rn | auditors of regulated entit es, and as proposed this would also require
that these reports are submitted o the FRC. We do not believe that the provis on of these reports to the
FRC is relevant to the regulation and supervision of audit quality.

Sanctions

Question 3: In relation to the measures discussed what issues do you think arise that have not been
considered as part of the discussion? If there are any how do you think these should b addr sed?
Question 33: What issues, if any do you consider anise from the UK's obligation to apply effective,
proportionate and dissuasive sanctions for failure to comply with the UK's implementation of the fr mework
on mandatory rotation and retendernng? If there are any such issu s, how do should they be addressed?

The proposals do not cover what the consequences/sanctions would be for a failure to comply with ma ers
under the Directive or tha are written into regulat on by the competent supervisory body.

Since, as we set out above, we believe a two-year window 1s necessary to effec a change of audt r for
banks, we do not believe sanction o disqualifying an auditor from acting on a particular en ity 1s
appropnate as it would create a situation where the organisation was unable to comply wi h other legal
requirements (eg the requirement to have an audit). We wouid be interested to understand what propo als
for dealng wth non-compl ance with regulation would be, and would note our concern that there is a
significant risk of hmiting the choice of auditor available to a large banking group.
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We have separately responded to the questions raised by the FRC, which cover some of the same items,
and have attached a copy to this letter.

We would be happy o meet to discuss our comments in more detail if this was considered helpful.

Yours sincerely

o —

Rajan Kapoor
Financial Controller

Enc
Letter to Mr Billing on Auditor Regulation
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Responses to other questions

Q1 — dealt with in main rasponse

Q2: in relation to all th Member St te options in the Directive and the Regulation, we would welcome comment to
inform our thinkmg on whether and how these houldbe t kenup. Thou hm ny rediscu edin h document and in
specific question , all the aptions in the Directive and Regul tion are cons'dered in the options tables that are being
made available separat ly.

RBS is supportive of the proposals for deroga ion as | id ou in the discus on paper.
Q3 - dealt with in main response

Q4. In relation to the measures discussed in both this and the next chapt r, we would welcome commen on any
burdens apphed to small and micro si ed companies nd audit firms in particular by the proposed implementation
which you consider are disproportionate to the wider benefits?

Yes, we belisve simplification should be offered. |n particular, we believe tha .

1. Greater lexibi ty should be offered int rms of the provi on of services by the aud orto sm ller client ,
wher here is a nsk of higherco s from not being able to use the auditor

2. Modiic on of the audit fee cap be pplied, recognising the smaller underlying fees received by the auditor
make the cap mora onerous in companson to larger organisations. This should also reflect that in the context
of a smaller absolu e {ee lavel, there is less impediment to the independence of an auditor by virtue of the
guantum of fee

3. A prohibited service should be, in gener |, consi tently applied to all organisations since 1t is the nature of the
service rather than he quan um of the fee level th cre te the conflict of interest. However, we would note
that tax compliance work is an important service for many smaller organisations, and where this dosas not
stray nto tax advi ory or planning work we do not see this as a conflict — since th s is more akin to account
preparation and not  dvisory or record-keeping

Q5. Do you agree that the Government should not expand the definition of a PIE beyond the EU minimum requir men
- that is listed companies banks, bu lding societies and insurers? Please provide further inform tion in support of your
answer?

Consistent with the rea oning in Que fion 4 above, we are not persuaded that there is clear bene it in extend ng the
requirement beyond PIE a se outin the Directive. We believe that the pnnciples of audi or ro  1on should be
addressed for wider ent ties through good/be t practice guidel nes or corporate govern nce, and ha auditor
independence is effectively addressed through ethical guidance rather than formal extension 0  his legislation,

Q6 - dealt with in main response
Q7 —deal withinm inr sponse

Q8. What do you think are likely to be the familianis tion cosis to auditor of Pl s arising from all the changes aff cting
them. In particular
( ) how many person hours likely to be invoived in an individual statutory auditor and their team
understanding and preparing for the changes?
(b) what are the costs to audit firms of updaling intem | m nagement systems to reflect the changes?

(c) How this Is likely to vary by size of audit firm?
We are concemed that the costs are likely to be substantial for large banking groups.

Q9. Do you agree the FRC should be the single competent authority with ultim e responsibility for the audit regulatory
tasks and for oversight under the 2006 Direct ve as mended by the new Directive and under the Regulation?

We are supportive of he FRC becoming the single competent authori y.

Q10. What issue , if any, do you consider anse from the need to implement a new st tutory framework f rthe elting
of auditing st ndards and for audit inspections, investigations and di ciphne by the ingle compet nfaut ony to
replace the current framework that requires the bodies’ rules to provide for this? If there are any, how should they be
addressed?

No comment.

Q11. What 1ssues, if any, do you think mi ht arise for the current Investigation and disciplinary rrangement belween

the prof  ional supervisory bodi  andth  RC that apply to  ccount nis generally as opposed to only audito
given the changes in relation to udit? If there are any, how should they be addressed?
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We note (see re pons o Que on 3) that little det il has been e tabli hed as o how non-compl ance would be
addressed, and it would be relevant o this refationship.

Q12. In relation to each of the tasks provided for in the Directive and Regulation do you consider that re ponsibilty
should be lloc t d to the single competent authon y, for it to delegate to the prof  onal up rvisory bodie as
appropnate and ta the extent permitted in the Directive and Regulation? Plea e provide further information in support
of your answer.

We believe hat his proposal is appropri te, since it would avoid undue dditional cost as a result of the changes, nd
llow the ex ng processes to be bu It upon ra her than need ng the FRC to replica e existing capab i es within he
professional sup rvisory bod es,

{Q13. For any tasks where responsibility is allocated to the single competent authortty for it to delegate, what limitations,
ifany, doy u on derwould needed to ensure that authority only ret ined r sponsi flities or reclaimed delegaled
respon ibili ies in appropriate circumstances? What do you consider these circums ances should be?

No comment

Q14 In refat on to each of the tasks provided for in the Directive and R gulation, r there any tasks, orany pect o
those task that youcon erit: important should continue to be ov r dby prav ons in legisiation on the cont nt of
the rules of the supervi ory bodies? Please provide further informat on in support of your answer.

No comment.

Q185. Do you consider that both the registration of statutory udit rs and their r moval from the regist r hould be
covered by regulations under the Companies Act? If so, which body or bodies do you think should have t tutory
powers for the removal of statutory auditors from the register?

No commeant,

Q16. Do youconsderth |, forconsi t ncy with  fr m work of ulimat r  ponsibility, single competent author ty
approval hould be requir d for the rul  of t e supervi ory bodies?

No comm nt.

Q17 What do you con ider ar the costs and beneft in monetary terms and n term  of the effectiveness of audit
regulat on of the propo  Is in this chapter and of your pref rred approach to implem ntation of these pravisions?

No comment.

Q18 - dealt with in main response.
Q19 - dealt with in ma n respons .

Q20. Do you agree that the Member State options in Article 4, to set more s r ngent requirements on the cap and on
the auditor’s independence where their total fee income from a PIE exceed 1 o of their total fee income overall,
should be capable of being applied by the FRC in its ethical standards for auditors? Please provide information to
support your answer.

No comment.

Q21 — dealt w th in main response.
Q22 —de | wi h in main response.
Q23 - de It wi h in main response

Q24. Do you agree that implementation of the revised requirem nt on ensunng and documenting uditor
independence in the 2006 Directive should be implemen d primn nly via the ethical st ndards, w th amendments to the
existing legislation as nece s ry only o

(a) underpin the standards? And,

(b) introduce simplifications for audit o small non-PIE ?

Please provide further information to support your answer,

Yes, for the rea on given for questions 18, 22 and 23 we believe mplementation via the ethcalst nd dsi mo 1
appropriate and would support relevan simplifications for small non-PIEs.

Q25. Do you agree th | the existing framework on disclosure by PIEs in noles o their account of the audi  nd non-
audit fee they p id th ir auditor should be adapted, to ensure public disciosure of the information the auditor i

requ red to provide to the competent authordy under Article 14 of the Regulation? Ple se provide informati n to support
your n wer.

Ths s considered to be ppropriate.

Page 8o 11



Q28. For our impact assessment on the changes we would welcom any estimat  that could be provided on:
{a) the percentage of non-audit services that are likely no longer to be prov ded by auditors due to their
inclusion on the blacklist?
(b) the additional cosis associated with re llocating some of the non-audit servicas that would otherwise have
been provided by the same statutory auditor?
{ } the extent o which these additional co ts vary by the size of PIEs?
{d) the person hours likely to be involved in a non-audit teamn at an audit firm understanding and preparing for
the changes given that they will not be able to provide certain non-audit services to the firm’s audit client ?

Please see respon e lo questions 18, 22 and 23.

Q27 Audit Committees must submit a recommendation to the bo rd for the appoiniment of an auditor. However, under
Article 16(1) sub-paragraph (2) of the Regulation, this does not apply where the Member State has provided an
alternative system for the appointment of the auditor. The current altemative systems set out in the Companies Act
2008 are where

« the directors appoint the auditor before the company's fi st accounts meeting;

« the direclors appoint the auditor to fill a casual vac ncy in the offic of audi or and where,

* the Secretary of State appoints the auditor because a public company f iled to do so.
Do you consider that all of these alternative systems for the ppointment of an auditor should con nue to operate in the
UK as th y do al present? Are there any other systems that hould also be provided for on the grounds that a
competitive tender process is not appropnate? Please provide further information to support your answer.

Yes, we hel eve the existing framework should be maintained.

Q28. Where the PIE Is exsmpted from having an audit committee (eg because it is an unhsted bank), there i no
provi on as to whi h body should fulfil the audit committee’s role. Do you agree that in this s tu tion the directors
should det rmine the recommendations that should be put to shareholders of the audited entity? Please provide
information i support of your answer.

Yes, we suppori the company's directors determining he approach and would support th s be ng set ou and explained,
as relevant, in annual report disclosures.

Q29. The Government does not intend to take up the option to provide for an exten ion of the maximum duration of the
engagement beyond 10 years where a joint auditor is engaged. Do you agree that the replacement of a ingle auditor
with two joint auditors, one of whom was the original auditor, should be made on the basis of a relender? Please
pravide lurther inform tion in support of your answer.

No comment.

Q30 ~ dealt with in main response.
Q31 - dealt w th in main response.
Q32 — de It with in main response.
Q33 - dealt with In main response.

Q34. For our impact assessment on the changes we would welcome any estimate th t could be provided on:
{ ) resources that are likely to be deployed by PIEs to tender aud t appoinm nt ?
( ) resources that are deployed by auditors to tender for  udit work?
( ) additional familiarisation costs that anise for both auditors and the audit client when a new auditor t k s up
an audit engagement?
(d) the exient to which this vanes by the size of the PIE?

While ovar time, costs may fall the RBS audit tender process ran from May-October 2014 (represent’ng six months)
and we understand that the bidding firms had full-time teams of upwards of 30 staff as well as committ d t me from
approximately 20 partners over this period, no doubt impacting wider numbers of the firms behind the scenes. As such,
we anticipate that each firm committed over £1m to the proce . For RBS, we held over 100 meetings w th senior
management, committing ther time, as well as ded cat ng a s ngle point of contact fullime to the process. A senior
panel of 8 senior management and the 5 members of the RBS Audit Committee also had to invest consider ble t me to
consider the proposals, hear presentations and provide a recommendation on selection to the full Board for approval

Q35. What issues, if any, do you consider arise from the Inclusion in legislation on audit reporting of a requirement for
the audi rto include a statement in the audit report where there is a matenal uncertainty relating to events or
conditions that may cast significant doubt about the entity’s ability to continue as a going concern? How do you
consider these should be addressed? :

Thisi already con 1s ent with current UK practice.
Q36. Do you agree that the provisions of Arlicle 10 of the Regulation on the audit report should be i clud din

amendment toth FRAC's International Standards for Auditing (UK nd Irel nd)? Please provide inform tion to support
your answer.
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This 15 already cons’  ent with current UK practice for listed entit es.

Q37. What issues if any, do you con ider r e from the application of the provisions of the Regulat on on the audit
repont? If there are any, how do you consider they should be addressed?

No comment.

Q38. Do you agree that the provi ions in Articl 11 of the Reguilation on the addition | report to the udit commil e
should be included in amendmen  to the FRC s International Standards for Aud ting (UK and Ir | nd)? Pl se pro de
information to support yotr answer.

This is already consis ent with curren UK practice. We do not antic pate significant mpact, though we would not tha
over-prescr ption of report forma nsks incr - s ng boiler-plate submission and may reduce the benefito  uch report,
by prevent ng s gni cant ssues recesving due prominence by forcing a more templat d report o the Audi Commitiee.

Q39. What issues if any, do you consider i e from the appiication of the provi ions of Arti le 11 of the Regtilation on
the additional report to the audit commutt e? If there are any how should they be addressed?

See response to Ques ion 38.

Q40. For our impact asse sment on the changes we should particularly welcome data on:
(a) additional resources are likely to be neaded by the auditor to produce the additional r port for the auodit
commitiee?
{b) the additional annual cost of the udit commiltee considering the additional report?
{c) how these cost vary by size of Pl ?

No comment.

Q41. Do you consider that the small companies audit exemption thresholds should:
(a) remain aligned with those for the sm Il companies accounting regime, so thal he number of udit exempt
small companie w I ncre e in fine with the increase in the small compani s account ng thre hold -
(b) remain unchanged so that the turnover and balance sheet thresholds are con iderably lower than the
thresholds for acce s to the small companies accounting regime, or
(c) be amended in some other w y (ple se set this out)?

Flease provide further information in support of your answer.

We would support opton { ) hatinc ease the numbers of small companies that are able o take advantage of
exemptions. We would al o note (per op ion (c)) that there are some en ities (no ably sp ¢ al purposes ent ies) and
some wholly-owned subsidiaries w thin consolida ed groups would not recewve signi ic nt benefit from applying the iull
range of audit committee, aud t reporting and audit committee reporting requirement , ince relevanti  ues would be
duly considered in alternative contexis (such as group-wide audit committees and govemance proces es).

Q42. What issues, if any, do you consider anse from the measures considered in this chapt r? If there are ny, how do
you consider these should be addressed?

No comment.

Q43. For the purpose of our impact assessment, we would welcom any information you can provide on the expected
costs and benefit of the measures considered in this chapter, particularly any estima s of cosls or benefils that you
con d ritwould be possible to quantify?

In addition we r mind you that the general questions asked al the siart of chapter 4 also apply to the measures
discussed in thi chapter.

No commen .

Q44. Do you agree that the implem ntation of EL requirements on t chnical st ndard should be priman y through
changes to the FRC's ISAs (UK and Ireland)

Yes.

Q45. For the purpose of our impact assessment on the ch nges we would w | ome any estimate you could provid of
the percentage of FIE audits for which the quality control r view will now h v io be undert kenby nindwvidu | uditor
from outside the appointed audit irm (where there is a lack of det chment from th  udit or knowledge of the ch nt
sector) where this was not previously required?

No comment.

(46. Wha i sue doyvou onsid r rise fromth implement tion f U dopted! Asin the UK that UK
represenialiv. houldr i e w h the European Commis ion?
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No commeni.

Q47. Do you agree that following any adoption of ISAs by the European Commission, the FRC should have the

di cretion to.
{(a) apply standards wher the Commu sion has not adopted an ISA covering the same subject-matter (Yes /
No) and,
(b} impose procedures or requirement n ddi on lo adopled ISAs if these national procedur s or
requiremenis ar nece sarytogivee tto nationall gal requirements or to add to the quality of financial
st t ments? (Yes /No}

Please provide further information in support of your answer.

Yes - it 1s most appropriate that ISAs are applied in their entirety, and it would b  appropr ate tha he UK maint ined
the discretion to apply ISA in full. Following expenence on the adoption wi hin he EU o Inema onal Accoun ng
Requirementis, we bel eve it is helpiul that options exist that enabl firm to ensure compliance with the full rang of
ISAs even where the U does not require this (or would otherw se preven his). Thi can have pa Icular relevance in
be ng able to main ain compliance with listing agencies in some {non-EU) countries.

Q48. What issues, Iif any, do you consider arise from the implementation of the new requir ment on audit commiftees
via amendments to the existing DTR 7.1 in the FCA Handbook (for companies with securities admitted to trading on a
regulated market)?

No commen .

Q49. What i sues, if ny, would you consider arise from the implernentation wia provisions in PRA rules of he new
req I m nt onaudr ommilt esfortho b nk building societies and insurers that are not required to have an
udit comm ttee under DTR 7,17

No comment

Q50. For our impact assessment on the changes, we would welcome dala on
(a} the numbers of non-li ted PIEs that currently do not h ve an audit committee?
{b) the cost of recruiting members to be part of an audit commiltee?
{ ) the annual cost of attendance of a member?
{d} the auditor's fees for attending audit committee meetings?
{e} how these costs vary by size of PIE?

No comment.

Q51 - dealt with iIn main response.
Q52 - dealt with in main response.

Q53. Do you agree that we should enable the single competent author ty to exerci e the choices of ptitude t t andfor
adaptation penod for the approval in the UK of individual statutory auditors from other Member States? Please provide
further information in support of your answer.

No comment.

Q54. Were the single competent au horily to have this role, wh t do you consid r would be the implications for the
operational provision (currently by the professional supervisory bodie } of:

{ ) aptitude tests; and

{b) adaptation penods {if these were to be provided for}?
How would this be affected by the CEAOB progre ing discussions “with a view to achieving a convergence of the
requirements of the adapt tion peniod and the aptitude lest' across the EU?

No comment.
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