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Impact of the UK 
governance and audit 
reform proposals
Following a series of corporate collapses 
in the recent past, there have been 
several reviews focusing on governance 
and audit reform in the United Kingdom, 
including Sir John Kingman’s Independent 
review of the Financial Reporting Council, 
the Competition and Market Authority’s 
statutory audit market study and Sir 
Donald Brydon’s independent review of the 
quality and effectiveness of audit. 

The UK government is currently considering 
the recommendations and findings from 
these reviews. The current developments 
on audit and governance reform within the 
UK are pertinent internationally, as they 
may have ripple effects across Africa and 
other geographies.

In this fireside chat, Sir Jon Thompson, 
CEO of the UK Financial Reporting Council 
(FRC), shared his perspectives on the 
governance and audit reform proposals in 
the UK, including the role of the regulator. 
Included below are key takeaways from 
the conversation.
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 • In considering the roles and expectations 
of company boards, Sir Jon emphasised 
that the primary responsibility for 
running a company lies with the board 
of the company and that setting quality 
standards within a company will then flow 
through into the audit process. Efforts 
by the UK government underscoring the 
crucial role of the board include:

 – increasing transparency through the 
introduction of a Resilience Statement 
that provides a longer-term risk analysis 
of the company,

 – increasing assurance through an 
emphasis on internal controls and risk 
management within a company, and 

 – increasing accountability by honing 
focus on audit committees including 
minimum standards for the role of 
audit committees and audit  
committee chairs.

 • Sir Jon emphasised the importance of 
internal controls with regard to the role 
of management. Mandating Sarbanes-
Oxley type measures in the UK is still 
under discussion due to a concern of the 
cost of implementation.

 • Sir Jon acknowledged that the proposed 
UK reforms would increase public 
accountability for non-executive 
directors (NEDs), particularly audit 
committee members. This may make 
the roles less attractive, however, he 
believes that the remuneration for these 
roles should adequately compensate 
individuals for the time and effort 
required. Furthermore, he shared the 
view that individuals should be wary 
of the number of NED positions held, 
ensuring they are able to properly 
discharge the duties required of each 
position. Sir Jon also suggested that in the 
UK environment, individuals should hold 
no more than 3 NED positions at large 
listed entities. 

 • Regarding reforms for auditors, Sir Jon 
highlighted that earlier proposals of 
structural splits of multidisciplinary firms 
into separate audit and advisory arms 
had fallen away in favour of operational 
splits with a range of measures to ensure 
auditor independence and audit quality. 

The FRC oversees auditors primarily 
through reviews of audit quality and has 
more recently updated its methodology 
to also include review of the firms. 

Proposed reforms in the UK also include 
extending the scope of audits with 
regard to fraud, imposing a greater 
responsibility on both management 
and auditors to do more work on fraud. 
Sir Jon also indicated a need for clearer 
and less complicated reporting from 
auditors to allow for more effective 
communication with stakeholders.

 • From the perspective of a regulator 
within the ecosystem, there are a number 
of levers that can be pulled to achieve 
positive change within the system e.g., 
changing legislation, increasing the level 
of supervision over parties, introducing 
voluntary codes or standards, reaching 
agreement with key players. In choosing 
which lever is optimal, pragmatism 
should prevail (e.g., where a backlog of 
legislative changes may delay change and 
frustrate the system, consider if there are 
other levers which may achieve a positive 
outcome more efficiently).

 • In closing, Sir Jon shared that as 
policymakers and regulators effect 
change, systems should not be designed 
around failures. If a system is designed 
around the failure of a few, it often 
skews the whole system towards failure, 
penalising the vast majority who may 
already be on the right track. To move the 
system forward, Sir Jon suggests that a 
more appropriate alternative would be 
proportionate interventions targeted at  
the few.

 “If you design the whole 
system around the 
failures in that system, 
the system is skewed 
towards the failures and 
not towards success.“

Sir Jon Thompson

 • The FRC takes a holistic approach to 
regulating the UK financial reporting 
ecosystem by acknowledging the 
inextricable links across the different 
players therein. The FRC’s remit 
spans across investors, companies, 
auditors, institutes who train individuals 
to become qualified accountants, 
and actuaries. It also sets the UK’s 
Corporate Governance and Stewardship 
Codes. In line with recommendations 
from recent reviews, the FRC will soon 
be replaced by the Audit, Reporting and 
Governance Authority which will have 
broader powers. 

 • With regard to investors, Sir Jon believes 
that the passivity of investors in the 
UK environment needs to change. The 
UK Stewardship Code aims to achieve 
this by setting expectations for the 
role of investors. The FRC encourages 
adherence to the Code and transparency 
by publishing a list of investors who are 
signatories to the Code. Co-operation 
with the Financial Conduct Authority 
enhances the regulatory power of the 
FRC over investors.

Fireside chat with Sir Jon Thompson | Impact of the UK governance and audit reform proposals 



03

This summary is based on a virtual event with the same title that was 
hosted by Deloitte Africa on 14 March 2022. Speakers included:

 • Lwazi Bam: Chief Executive, Deloitte Africa

 • Sir Jon Thompson: Chief Executive Officer, Financial Reporting Council 
(United Kingdom)

 • Anne Muraya: Managing Partner, Responsible Business and Public Policy, 
Deloitte Africa

Anne Muraya
Managing Partner: Responsible Business and Public Policy
Deloitte Africa
Email: amuraya@deloitte.co.ke

Dr. Johan Erasmus
Regulatory and Public Policy Leader
Deloitte Africa
Email: jerasmus@deloitte.co.za
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