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Appendix 3.07.5 The question of proportionality 

One again we quote the President of the ICAEW (Fiona Williams): 
In making changes, though, we must not lose sight of proportionality. Let us not forget 
that as well as those PIE audits, there are several thousand more being successfully 
carried out for small and medium-sized businesses. Regulation must always be  risk-
based and closely aligned to the nature of a business. So a small business that chooses 
to have an audit should not have to face the same hurdles as a bank .There is recognition 
now internationally that auditing standards are not fit for purpose for less complex 
entities and I welcome the International Auditing and Assurance Standards Board's 
discussion paper on the matter. They are asking for input from a wide range of people 
ICAEW will certainly be responding and I would urge all auditors of SMEs and not-
for-profit entities to do the same. 

Where we differ from Fiona Wilkinson is that even at the large PIEs end of the company scale 
there may be differences. There is also a difference between private companies and listed 
companies.  

Listed versus private 
With listed companies there is always the temptation for management to meet analysts 
expectations. However with private companies, employees and government may be left without 
pension cover and holding the cost of closure, so even with private companies we would argue 
that risk are inherent. This is magnified by private equity companies loading their companies 
with additional debt and repaying their purchase price before they sell on or float. 

Size, complexity and risk 
Obviously the size of the business as measured by assets, revenue, employees and other factors 
are all important. The degree of gearing is also important as a risk factor, as is exposure to 
currency fluctuations, the spread of customers and suppliers. The balance sheet entries for 
intangible assets may also require additional work – the larger the sum the greater the work. 
On the other hand Alphabet/Google have enormous profits – reported as $31 billion in 2018. 
The odd $100m or so might be noticeable in many companies but for Alphabet it probably 
amounts to little more than petty cash. That may be an over-statement but the same sentiment 
could be applied for UK companies such as British Land and BP.  

However, the larger question for risk is the sector in which the firm operates in. For example 
all bricks and mortar retail outlets are under pressure from online vendors. Carillion pointed 
the lower margins for all outsourcing and public sector building groups.  

Equalising audit fees 
Audit fee is based partly on the degree of riskiness and uncertainty, especially with regard to 
going-concern and the longer-term viability analyses. That means that the firms with smaller 
and at risk margins might be lumbered with unwelcome higher audit fees. To smooth and 
spread this element, there might be some sort of audit fee equalisation process. Either run by 
ARGA or the Government. One could argue that the Government might pick up a small part 
of this additional audit fee as they would be left with additional unemployment costs if closure 
occurred. Companies with less risk might end up subsidising the audit fees of the more risky. 
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It would not be appropriate to ask the audit firms to equalise audit fees as the level of work 
required for more risky firms would be large and audit firms need to be motivated to undertake 
this work properly in the future. 


