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We know that lending staff, IT or expertise to the mid-tier still leaves the size issue. Joint audits 
do not work that well – duplication and different cultures lead to higher costs and not 
necessarily any improvement in quality. The conflict of interest waiver, even if on a case by 
case basis (perhaps assessed by the FRC), only postpones the ‘insufficient numbers’ issue but 
does not solve it. We tried to model this with a subset of banks even though there were too 
many unknowns. One FT article indicated that Deloitte and KPMG would have to be ruled out 
for US banks switching to rotate in Europe: 

US banks and insurers that decide to appoint a second auditor for their European 
business will face the additional problem of not being able to use two of the “big four” 
firms — which also include Deloitte and KPMG — for non-audit services such as 
consulting and tax advice because of independence concerns1. 

We were not able to establish exactly why these two companies are marked out as being 
excluded from the tendering list.  Staff were reluctant to talk about anything connected with 
tendering.  

Box 10.1 shows the current situation for a sub-set of banks. 

1 Marriage, M, McLannahan, B., and Gray, A., 2018, ‘EU rules force US banks to overhaul ties with auditors: 
Goldman, Citi, and Morgan Stanley among lenders that will need to alter arrangements’, Financial Times, 16 
October 2017. 
Available at: 
https://www.ft.com/content/e66db868-aff6-11e7-beba-5521c713abf4 
Accessed June 2018. 
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Box 10.1 Selected Banks, Auditors and Rotation 
Bank Audit 

firm 
Comment 

Morgan Stanley Deloitte Rotating 
Société Générale Deloitte Joint 
Close Brothers Deloitte Past 
RBS EY  
Nationwide Building Society EY  
Schroders EY  
UBS EY  
Société Générale EY Joint 
Barclays KPMG  
Standard Chartered KPMG  
Deutsche Bank KPMG  
Credit Suisse KPMG  
CitiGroup KPMG Rotating 
HSBC PwC  
Lloyds PwC  
Santander UK PwC  
Close Brothers PwC Switching to 
Goldman Sachs PwC Rotating 
Bank of America PwC Rotating 

 
 
Whilst the norm for rotation in the EU is 10 years, three EU countries have 8 or 9 years as the 
rotation period2. A further complication for US banks is that Poland’s rotation requirement is 
5 years and Bulgaria’s is 7 years. So if you operate in Poland you will need to rotate every 5 
years. There are also associated time limits on the audit team. 
 
Waiving the conflict of interest rules also depends on what the conflict is. As can be seen from 
Box 10.1, each of the Big Four have multiple audits of the largest banks. So there is already a 
conflict of interest, but as yet no one is objecting.  
 
The Vodafone case which we’ve mentioned earlier has a more significant conflict of interest. 
We know that Vodafone has asked three of the Big Four (excluding its auditor PwC) to free 
themselves from potential conflicts that would prevent them pitching for the audit tender 
sometime next year. The reason is that  PwC is the administrator for the UK mobile phone 
retailer Phones 4U. In this capacity, PwC has been drawing up plans to sue Vodafone and other 
                                                 
2 See the most helpful information provided on Mazars site: 
Available at: 
https://www.mazars.com/Home/Our-expertise/Financial-reporting-audit-advisory/The-EU-Audit-
Reform/About-the-reform/Implementing-the-EAR-at-Member-State-level 
Accessed July 2018. 
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mobile phone operators over their decision to stop supplying Phones 4U prior to its collapse, 
which may indeed have precipitated that collapse3. 
 
In our modelling of the audit market, relaxing the blacklist was much more successful than just 
using the waiver of conflict of interest (in a range of scenarios). If all of the blacklist items 
were to be allowed, then it could provide a near permanent solution to choice. Dissolution of 
the blacklisted work (as some countries have done as it is optional [EU left this as a choice for 
each member state]) would lead to a greater degree of freedom. As the previously blacklisted 
work could now be performed by the Big Four acting as auditor as long as it was within the 
70% non-audit cap. However, extending the non-audit workload weaken the lack of 
independence argument as the more profitable ex-backlisted work usually has a much higher 
profit margin than audit work. So this diminution of independence from undertaking profitable 
blacklist work will weaken audit quality – backwards step.  Also relaxing the blacklist work, 
still leaves the residual problem of ‘insufficient numbers’ argument. 
 

                                                 
3 See for example: Op. Cit. Financial Times, 2018. 
Available at: 
https://www.ft.com/content/e66db868-aff6-11e7-beba-5521c713abf4 


