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accouh ncy ,:firm, hag’;
resigne g
Manchéster hip C

it v
more than £1m 1n damages
related to_tax advice given ) !
the company. PR A

Y.
as"{o. prevent d’

restgnation v
confliét of intérest ds a result’ g
of the legal action' against the"

firm’s tax department and had™
nothing to do. ‘Wwith its audit,
But, the dction .leaves.. ;ne
“ rcompaniv,{vith little time to’,

appoint“a¥ replacement “fir
‘and;eompléte tmndfit wit

bleaction" last" April,” and"’)
issued a writ in October. The :
firm hinted that it might '
resign on December 13 to pre- !
vent any compromise of the -
gudit and did so on Christmas
ve, " :
MSC is one of the few com- : . °
panles constituted under the,.
1845 Companies Clauses Con- -
solidation Act, rather than the;i
Companies’ Act. It is obliged to"
hold its annual general meet-::
ing within’two’ months from
its year end.of December, 31, :
and any change of ‘auditors’ <.
who must, be appointed’ indi- -
vidually rather than as'a firm
-’ needs to be approved by the :
shareholders
-The; company 8 convening ,
xtraordinary , general |

9 tojre ’mmend the ;.
ﬂppblntmeni:of twq! partners *
in bthe ‘Manchester_; ffice of :

] Cethe

; . VR
ary. 27, and shareholders must :
recelve the accounts at least”
two weeks before_: that date.

I TS

Lisa Buckingham

MANCHESTER Ship Canal
has joined the ranks of
companies suing : their
auditors for neghgence or
breach of contract with a
£1.2 million legal action
against KPMG Peat Marwick.
The proceedings arise out
of a delay in MSC's ability to
claim enterprise tax relief on
the buxldmg of Quaywest in
Salford in 1988 and Peat Mar-
wick said it would “strongly

Manchestef Ship sues-KPM_é;Peat v

contest” the lawsuit. The ac-
countancy firm has resigned
as auditor to “maintain its
independence’’. Robson

-Rhodes is expected to take

over. MSC’s audited results
for 1991 are due in less than
six weeks,

It is the latest in a growing
wave ' of negligence claims
against auditing groups, the
biggest a £550 million suit by
Ferranti against Peat Mar-
wick that was settled out of
court last summer for
£40 million.

rwick for £1.2
Cn~e~daoiat

{

recent months, a £7
lion suit has been filed
Gomba Holdings agai
Price Waterhouse, dam
have been threatened agai
Stoy Haward over Po
Peck, a £6 million writ
served on Price Waterho
by three former directo
Caledonian Produce
£70 million is sought
America’s General Elect
from Bankers Trust a
Arthur Young (now Ems*
Young) over the Magt
buyout.




Court c¢ase prompts
Peat to quit MSCC

PEAT MARWICK has resigned
as auditor to Manchester Ship Ca-
nal Company because of a conflict
of interest over an unprecedented
court case the company has
faunched against it, for negligence

{ and breach of contract.

MSCC is suing the accountancy
firm for more than £1m damages
over tax advice given in 1988. The

dispute, which is not related to the -

audit, was about an Enterprise
Zone tax allowance on -an £8m
property development in Salford.

The company claims it was ad-
vised. by Peat that the tax allow-
ances would be available immedi-

| ately, but instead it found it was’
" faced with a long delay. The claim

is for the cost of the delayed relief,
calculated in ‘termis of its dis-
counted value. MSCC alleges that

£2.5m of relief has been delayeda

number of years.
" Robert Hough; MSCC chair-

man, said yésterday, “The deal .

would have been restructured if
we had known the position at the

-beginning.” A spokesman for Peat

By Peter Rodgers
Financial Editor

M

said the lawsuit would be strongly M ANCHESTER Ship Canal
contested. . . 'is suing KPMG Peat Mar-
MSCC also complained in a | ; ‘wick McLintock, the account-

statement that, though it first no-

p—— PP, -

ant, for:more than £1- million

Sdwes; i Ja) 12

anchester Ship
~ Canal sues KPMG

BY NEIL BENNE’[T BANKING CORRESPONDENT

e

ed that it would receive i !
relief, worth around €2.6 mil-
lion, almost immediately. In-
.stead it will not be paid for up
to four years. and the com-
pany is suing for the addition-
al interest charges it will
~incur. The claim is unlikely to
reach court until next year.
‘Mr Hough' stressed that
the company had had a good
relatxonshxp -with KPMG in
previous years, and that the
firm had not resigned for any
other reasons. The account-
-.ant'was first:told ‘of the claim

-resig 23
A spokesman for KPMG
‘said ‘the lawsuit: ‘would . be

-in-April ‘but waited for- eight |
mmomhs efore- dec:dmg to

contested strongly. -

tified its claim last April and is- | ¢ igent
sued the writ in October, Peat did | ¢ {g;:‘éi%g‘i‘y giving neglig
not say it saw a conflict of interest Ex Hugh Thompson and John
until 13 December. - | € 'Dixon,two'of KPMG's part-
This left it with little time to ap- ix‘ ners. restgned as auditors to
point a new auditor, whichistobe | fi " company on Christmas
Robson Rhodes, for the year to Eve; dué'to the case. Robson.
the end of DCCCmbCI' MSCC said l'(. thdes,’almdy appoln‘ed as
that as a_statutory company .it tr the’ $hrp canal's new auditor,
must hold its AGM within two T s alfeady-working to produce
months of the year-end which b; the arifitial report by the mxd-
meant that the new auditor had to dle‘ﬁf Febraaty. =
complete the job before the sec- | 14 “Robért Hough, the compa-
ond week of February. An ex- | f ny’s:chalrman saidithe: case
traordinary general meeting is'to | ¢ " litesto advu;e that KPMG :
be held on 29 January to appoint | £ allegedly gave over tax relief .
: R‘;‘E’ISS“ Rhodes as auditor. . oman:£8 million construction
CC said the sole reason for | o
Peat’s resignation was the litiga- | di project. The company expect-
tion, and not the company’s own. |
policies or conducts. pe
— ¢’

Peat to contest &Hﬂ
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PEAT Marwnck Mchtock
says it will “strongly contest”’

legal action by former client
Manchester Ship Canal Com-
pany, which is seeking dam-
ages of more than £lm for

alleged negligence in relation”

to tax advice. -

Corncerned the action

may, or may appear to
impair their independence”,
Peat partners Hubert Thomp-
son and John Dixon resigned
as auditors of the northern
port operator and its subsid-

; 1aries on Christmas Eve.

The company, which is 66

By Karen Cooper

p.ccowned by John Whitta-
ker’s property developer Peel
Holdings, said their resigna-
tion arose solely out of the
legal action and was not
prompted by ‘“‘any policy or
conduct of the... company
itself™.

Rival firm Robson Rhodes
has been chosen to replace
Peat and has begun work on
the company’s audit. Its
appointment will be soughtat
an extraordinary meeting
later this month.

Robert Hough, chairman of
Manchester Ship Canal, said
the claim against Peat

stemmed from 1988 and_

related to the deferral of tax
benefits arising from ' enter-
prise zone allowances. “We
are satisfied that a loss has
been suffered and feel it
should be recovered,”” he
said. T

The proceedings against
Peat are the latest 1n an
apparently growing trend
towards litigation against

advisets a d audltors
advice has allegedly p
incorrect. Last August
agreed to pay Ferraati
i settlement of a £530n
ligence claim by the ele
ics group over its purch
International * Sign:
Control.

Ironically Robson R
itself lost an audit last
when shareholders in
Foster approved the ma
ment’s decision to chang
cheaper firm, despite
resistance from Rec
Rhodes itself.
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Jim Cousng

The: audit report 15 ong of
the few regular means of
communication between an
auditor and shareholders. In
the late 1970s, the department
of trade and industry inspec-
tors’ report drew attention to
the confusing nature of audt
teports. But they have con-
tinued to mislead,

Inthis context, the auditing

- practices board’s consultative
. paper on audit reports i not
the answer. It is a matter

A clearer understancing ofte

of concern that the work-
in% patty peeparing the con-
sultative paper was led by
a partner from an_ auditing
firm which has . itelf been
critised by the DTI inspec-
tors, The main issue- i the
lack of auditor independence.
But - this. has not- been ad-
dressed, The poverty of the
major frms’ audit standards s
all too visble in the DTl
repotts. But this also has not
beenaddressed. Instead, what
we fave 15 an audt report
prorolsql which 15 good at
enplaining director respon-
sthilties and has ltle to say
about auditor obfigations. As
usual, such matters continue
to be obfuscated.

To date, no evidence has
been provided to show that a
standardised audit report
s an effective medium
of communication, Indeed,
the profession’s Srescrip-
tion of standardised reports

does not enable auditors to
report according to the
citcumstances, As profes-
sionals, auditors are en-
couraged to make judgments,
only to find that this i stifled
by the insistence on using a
standard report,

The proposed report eads
like & disclaimer of respon-
sihility desifned o protect
major firms trom litigation, It
makes 1o effort to inform
anyone of the make up of the
audit téam and the time spent
on an audit, On the crciel
issues of auditor duty for
detecting fraud, comment-
ing on the Lkelihood of
bankruptey and company
efficiency, it is strangely

slent, No doudt, statutory

enactment of these duties
would help so that the public
would clearly know what the
auditor's duties are,

If the APB wishes to go
ahead. with its proposals,

then 1t should ensure that
the readers receive infor-
mation which is true. and
far. The audit report should
give details of the auditors’
actual and potential con-
flcts of interest, It should
give the amounts which the
auditors have first created and
then audited, such as tax
and other figures. Where the
anditors, under the guise of
non-Auditing services, have
sugplied creative accounting
schemes, off-balance sheet
financing schemes, have ad-
vised on or set up internal
control systems or recruited
directoss, then that should be
stated.,

If audit has been used a5 a
loss-eader andlor the firm
earned less than 0% of ther
profis or fees from audit
ing, then the readers should
be told. They must have
the necessary informtion to
judge whether a frm who does

not regard auditin%asitsmain
business, is capadle of per-
forming effective audits, If
the auditing firm has been
criticised within the previous
five years by the DTI or
the joint disciplinary schemes,
then that must aso be stated,

Should the consultative
document ever become an
auditing standard, then all
audit reforts ought to stafe
that the format was developed
by the auditing practiees
board which is under the
control of accountancy trade
asoctations,

The auditing industry i not
the victim of an expectations
gap. Itis resFonsible forit.Tn

ursuance of it sel-nterests,
it continues to ridieule the
public for expecting auditors
to be effective watchdogs. In
return for huge audt fees,
shareholders and the invest-
ing. public is entitled to ex-
pect value for money from

‘Ol"s mle

auditors, The mere revision of
an audit seport format i ot
going to deal with the major
problemms in audifing, It seeks..,
to deflect attention from the
poor standards of major irms
and their lack of account-
abilty.

Such issues are clearly not
going to be dealt with unti
We have independent regula-
tion of auditors, Witll agencies
independent of the auditing
industry seting, monitoring
and enforcing standards, As
long 26 auditing standard set-
ting remains under the control
of the accountancy trade as-
sociation, the value of audits
would continue to b¢ eroded.
And an essential part of our
tiew Wider-owning, investing
democtacy will be missing.

Jim Couging is o Labour MP
for Neweastle Central and o
member of the trade and in-
dustry select commitee

T ——




