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Many thanks for your invitation to respond to the note on the "Role and
responsibilities of auditors". I am sorry that pressure of work meant that I was
not able to do so earlier.

First I should say that I am in agreement with the spirit of the paper, much of
the detail and its conclusions. As a set of benchmarks for the Committee, the
paper sets out the basis of the agenda very well for this part of our brief. 1
assume that some of the statements are intended to stimulate discussion rather
than define answers and below I have listed a number of the areas where i
believe the Committee still has to take a view.

1. Page 1, para 4 ("The basic....")

Despite the first paragraph on page 1, many auditors would question the
reference to the decline in standards. They would see the current controversy
as a manifestation of the expectations gap based on unrealistic public perceptions
(as you point out on page 3, para 3). We will need to establish our position on
the expectations gap in relation to the evidence that standards have declined.
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2, Page 2, para 1 ("...is required...")

It could be argued that there is indeed an "accepted logic" but not (that dread
phrase) an underlying conceptual framework. The ASB has said that it is
determined to provide one. We will have to take a view on how far the existence
of such a conceptual framework will solve or mitigate some of the problems and
how far rules within the framework can be made to stick. If the view is that they
can, some of the other problems should disappear.

3. Page 2, para 3 ("This is....")

We have to make up our minds about whether we believe that analysts do see
through the figures (in which case "smoothing" is of much less concern).

4, Page 2, para 4 ("This still...")

If we are to include this element, we need to set out a comprehensive set of
reasons for such behaviour.

S. Page 7, para 1 (...usually assumes...)

The avoidance of surprises may be tackled internally while the decision on what
can be reported to the world brings with it a different set of considerations. We
will need to discuss how far interests of the various actors in the corporate
governance play are common or diverge.

6. Page 7, para 2 ("Finance directors...)

This didn’t get much mileage at the last meeting but I am still concerned at the
effects of the more powerful pull on the finance directors in their role as
employees compared to their role as professionals. The rock on which the
auditors are to stand will also need some standing room for finance directors.

£ 7. Page 7, point 4 ("Putting the..") and page 8, point 6 ("Encouraging
shareholders....")

In the section on "Role for the Committee" these two items are less specific than
the others. Everyone will agree in principle, but we need to establish what is
required for them to carry conviction.

8. Page 8, last para, lines 4-7"...will require..." to "...so much")

The accounting profession and boards may see themselves as benefitting from the
present position in the short run and at the moment individual (as opposed to
institutional) shareholders do not have the means to take any effective action.
A recommendation to take action in either area is unlikely to command support
from all parties and if any action is to be effective it will need to take account
of how behaviour is to be changed.
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Finally, two points of detail:

a. Page 2, para 2, line 4. Perfect markets depend on adequate rather than
perfect information (which could be argued to be an impossible ideal).

b. I am not clear about the distinction at the end of page 3, para 3
between "professionally objective” and "independent". It may be worth
clarifying this.
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