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Four (4) stand out megatrends likely to inform the public policy landscape throughout the remainder of the year
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Looking forward: 2019 public policy landscape continued
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Four (4) stand out megatrends likely to inform the public policy landscape throughout the remainder of the year

1. Rise in Stakeholder 
capitalism
The focus on how businesses 
consider and engage with 
stakeholders continues to 
develop. 
Businesses’ human capital are 
receiving a high level of 
attention, following the initial 
round of gender pay gap 
reporting, the government’s 
consultation on ethnicity 
reporting and the growing 
interest in company culture.

Megatrend Public Policy Undercurrents Business implications



Looking forward: 2019 public policy landscape continued
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Four (4) stand out megatrends likely to inform the public policy landscape throughout the remainder of the year

2. Fourth industrial revolution
As emerging technologies integrate into 
businesses, the ethical and labour force 
implications continue to raise concerns. 
Regulators have sharpened their focus on the 
use of Artificial Intelligence and have begun to 
examine corporate behaviours and human 
capital more closely.
Increased accessibility of personal data is 
resulting in greater cybersecurity and data 
privacy concerns. Heightened activity from the 
Information Commissioner’s Office (ICO) is to be 
expected. 

Megatrend Public Policy Undercurrents Business implications



Looking forward: 2019 public policy landscape continued
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Four (4) stand out megatrends likely to inform the public policy landscape throughout the remainder of the year

3. Geopolitical shifts
Brexit remains the primary focus on the UK’s political 
agenda. Conflicting views amongst key stakeholders 
have increased the already high levels of uncertainty, 
heightening the need for businesses to prepare for 
multiple potential outcomes. 
A rise in populist sentiment has contributed to the 
uncertain geopolitical landscape. International 
relationships are rapidly evolving, in some cases with 
an impact on trade agreements. Trade agreements are 
also influenced by a rise in populism and 
protectionism. 

Megatrend Public Policy Undercurrents Business implications



Looking forward: 2019 public policy landscape continued
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Four (4) stand out megatrends likely to inform the public policy landscape throughout the remainder of the year

4. Enhanced governance and stewardship
Further developments in corporate governance and 
reporting will continue to be seen. The Shareholder Rights 
Directive II (SRD II) has been reflected by the Pensions 
Regulator (TPR), Financial Conduct Authority (FCA) and the 
Financial Reporting Council (FRC). The changes imply 
increased reporting for institutional investors and 
encourage an increase in investor stewardship activities.
Public interest in and changing expectations of the audit 
have led to a series of government and regulatory reviews 
on audit reform. Outcomes of the reviews are expected to 
include strengthening of regulatory frameworks impacting 
the corporate and auditing ecosystem. 

Megatrend Public Policy Undercurrents Business implications



Regulatory Outlook Timeline — 2019 onwards
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Later half of 2019
► The FRC’s project on the Future of Corporate Reporting will consider the need for improved non-

financial/sustainability information from companies report due in late 2019.
► The Pensions Regulator is expected to consult on TCFD guidance for pension schemes with a view to 

putting it on a statutory footing during 2020 as part of the Governance Code required by the Occupational 
Pension Schemes (Governance) (Amendment) Regulations 2019.

► The EU e-Privacy Directive is expected to be released in the later half of 2019.
► Sir Donald Brydon’s review into the Quality and Effectiveness of Audit: a report is expected late 2019. 

2020 onwards
► 31 January 2020: End of Brexit extension
► March 2020: recommendations made to government 

further to CDEI consultation on Bias in Algorithmic 
Decision making 

► 03 September 2020: Shareholder’s Rights Directive II 
Chapter 1A transposition deadline

► Regulation on the free flow of non-personal data: Member 
states must review their existing laws by May 2021

20-21 June
European Council Meeting
27 June 2019
Revisions to the Climate Change 
Act 2008 passed; 
The EU Cybersecurity Act comes 
into force

2 July 2019
First sitting of new EU 
Parliament

December 2019
CDEI consultation on online targeting 
approaches. Final report due.

June July August September October November December

Summer 2019
Centre for Data Ethics and Innovation (CDEI) 
consultation Bias in Algorithmic Decision 
making interim report due

5 August 2019
Corporate Transparency and Register 
Reform consultation closed
30 August 2019
FCA cross-sector sandbox call for input 
closes

1 September 2019
Prompt Payment Practices new 
rules come into force
13 September 2019
responses due on BEIS initial 
consultation on CMA 
recommendations 

Autumn 2019
BEIS second consultation on Sir John 
Kingman’s recommendations, specifically 
on SOX, PIE definition and corporate 
failure

Further details can be found in the full Regulatory Outlook — Mid Year Update report 

24 October 2019
FRC publishes new UK 
Stewardship Code

https://www.ey.com/Publication/vwLUAssets/ey-2019-uk-strategic-regulatory-outlook-mid-year-update/$FILE/ey-2019-uk-strategic-regulatory-outlook-web.pdf


Potential outcomes from key UK regulatory and independent reviews
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Update on key UK regulatory and independent reviews
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Brydon Review

► Responses to an initial Call for Views were due in June 2019
► The Review is expected to take nine to 12 months; a report is expected the week of 

13 January 2020
► Sir Donald Brydon spoke at the ICAEW on 4 October 2019, stating he is ‘troubled by 

the current mood that reaches for a shotgun aimed at auditors every time there’s a 
corporate problem’

CMA Market Study and BEIS Consultation

► The CMA published its Final Report on 18 April 2019; it sets out four 
recommendations which the CMA considers would require legislation to implement 
and enforce

► The Government responded in the form of a consultation on 18 July 2019; responses 
were due by 13 September 2019

► A policy paper is expected from Government in early 2020, with a further 
consultation to follow; Autumn 2020 is the earliest date for legislation

Kingman Review and BEIS Consultation

► The Government responded to the Kingman Review recommendations via a 
consultation; responses were due in June 2019

► The Government response signalled that further consultations may also be on the way
► A consultation on Sarbanes-Oxley regulation, the PIE definition and corporate failure 

is expected in early 2020

2016 Ethical and Auditing Standards — Review

► In July, the FRC issued an exposure draft for consultation on Revised Ethical and 
Auditing Standards; responses are due by 27 September 2019

► The proposed changes are intended to restore confidence in audit by strengthening 
auditor independence and reducing conflicts of interest; they also reflect legislation 
passed by UK Parliament in anticipation of Brexit

► The Revised Ethical and Auditing Standards are expected to be issued in November 
2019

Druckman Review

► In October 2018 the FRC launched a review of the future of corporate reporting 
► In October 2019 the FRC opened a survey on stakeholder views of corporate 

reporting
► The Review is set to conclude in 2020 with the FRC’s publication of thought 

leadership and feed into the Brydon Review

BEIS Select Committee Review

► Following evidence hearings, a final report setting with recommendations was issued 
in April 2019

► The Government responded in June 2019, indicating that many of the issues raised 
are the subject of consultations or under consideration by ongoing reviews; the Select 
Committee published a reactionary press release urging the Government to act 
quickly

► On 4 November 2019, the Select Committee issues a letter urging the Government to 
act on its recommendations, stating that reform of the sector is ‘urgently needed’



Review of 2016 Ethical and Auditing Standards: Overview
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On 15 July 2019 the UK Financial Reporting Council (FRC) issued an Exposure Draft of its 
Revised Ethical Standard 2019 (ES) for comment. This follows the FRC’s Call for 
Feedback where the FRC sought views from stakeholders on the effectiveness of the ES 
since they were last revised in 2016. 

As a result, a key objective of the proposed changes for the FRC is to restore confidence 
in audit by strengthening auditor independence and reducing conflicts of interest. In 
addition, the proposed revisions also reflect the legislation that has been passed by the 
UK parliament in anticipation of the UK leaving the EU.

The FRC is proposing changes for the following reasons: 

► Increased public press and political interest in audit leading to multiple reviews of 
the UK audit profession (Kingman, CMA, Brydon)

► Changing expectations of users of financial information following several recent 
audit and corporate failures

► A decline in the quality of audit in several UK firms inspected by the FRC

► Perceptions that the partnership profit pooling model for auditors in relation to fees 
earned by firms providing NAS to audit clients drives commercial considerations 
rather than challenging management

The proposed changes and restrictions include:

► A general prohibition on non-audit services (NAS)

► A narrow list of permitted services that are closely related to the audit and/or 
required by UK law/regulation

► The NAS prohibition will apply to UK companies listed on the London Stock 
Exchange, UK banks, insurance companies and a new category called Other Entities 
of Public Interest (OEPI).

► Also applies to subsidiaries and, if applicable, any parent worldwide

► Other restrictions are also being introduced including a prohibition on appointing an 
auditor where a firm has performed internal audit services in a prior year

September October

27 Sept 2019 Exposure document 
comment period to the FRC ends

Oct/Nov 2019 Expected release 
date of updated independence 

standard

20
19

20
20

November December

15 Dec 2019 Financial periods 
commencing on/after 15 Dec have to 
comply with these independence rules

31 Dec 2019 All companies need to 
stop non-audit services impacted by 

the rules for 31 Dec year ends



Review of 2016 Ethical and Auditing Standards: Q&A
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Is your business impacted?

Yes if you are a UK company listed on the London Stock Exchange or a UK 
bank/insurance company. In addition the FRC is proposing to extend the independence 
restrictions to companies that are considered ‘Other Entity of Public Interest’ (OEPI) 
entities.

The scope of the FRC’s AQR presently includes:
► AIM or NEX quoted companies incorporated in the UK with a market capitalisation of 

more than €200mn
► Lloyd’s syndicates
It is also expected that this category will be expanded to large UK private companies. 
[A number of OEPIs definitions are being considered, one of which is the criteria used 
under the Wates corporate governance principles, i.e., companies that have turnover of 
greater than £200mn and more than 2,000 employees]. 

Which of your services are impacted?

Only NAS that are closely related to the audit and/or required by UK 
law/regulation will be permitted. For UK PIE companies this will further extend 
the type of non-audit services which are prohibited including: 
► transaction support, e.g., due diligence services
► generic advice on accounting standards
► management consulting services
► service organisation reports on internal controls
For OEPI companies all tax services will also become prohibited. 
In addition, for companies that are UK PIEs the current cooling in restrictions 
on certain services such as financial system design/implementation will be 
extended to internal audit services when tendering their external audit. These 
services should not have been provided in the year prior to appointment. For 
OEPI companies these cooling-in restrictions will be applicable for the first time. 

Q Q

This is defined as:

An entity which does not meet the definition of a Public Interest Entity, but 
nevertheless is of significant public interest to stakeholders. Entities included 
within the scope of the FRC’s Audit Quality Review (AQR), which are not public 
interest entities, are other entities of public interest. 

When do you need to be ready by?

Based on the current proposals, the new standard will be applicable for accounting 
periods commencing on/after 15 Dec 2019; i.e., 1 Jan 2020 for 31 December year 
end companies. Currently there are no grandfathering arrangements planned. 

Q

What could the impact be if your company fails to comply with the rules?

If the auditor considered that their independence was compromised, they 
would need to consider their ability to undertake your audit and may need to 
resign. Disclosure in the external audit opinion will be required on any 
prohibited NAS provided by the audit firm for the period and an explanation as 
to why the auditor remains independent. This could lead to potential for 
questions on whether the audit firm is independent. 

Q



Review of 2016 Ethical and Auditing Standards: Next steps
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Exposure Document (ED) comment period ends on 27 Sept 2019. Companies can respond with their 
view on the ED on the FRC website

Companies planning to appoint a new external auditor should consider the impact on choice 
especially where internal audit services are being performed by a potential auditor 

Companies need to develop a contingency plan for prohibited NAS services performed by their 
auditor which are likely to continue beyond the companies relevant implementation date

1

2

3



CMA recommendations: Potential implications for business
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► Introduction of mandatory minimum 
standards for auditor appointment and 
oversight

► Audit committee time required to produce 
reports to regulator during tendering and 
throughout the audit

► Potential observer from Regulator at audit 
committee meetings

► Greater accountability and transparency 
potentially leading to enhancements in 
auditor selection and oversight

► Opportunity for increased engagement with 
shareholders

► More board, audit committee and 
management time required to appoint, 
oversee and coordinate two auditors

► New audit committee reporting 
requirements doubled

► Greater pressure for audit committees and 
finance functions in meeting already 
challenging reporting cycles

► Audit quality reduction due to 
capability/capacity gap and joint audit 
programme complexities

► Management's ability to “opinion shop” 
between firms

► Reduces choice, esp. when coupled with 
mandatory rotation and non-audit services 
ban

► Resource scarcity 

► Greater pressure on audit committees and 
finance functions due to restricted or 
delayed access to specialists

► Access to specialists may be restricted or 
delayed

► Profession’s attractiveness to recruit and 
retain high calibre talent and people with 
required skills/experience will likely 
diminish

► Reduced financial resilience may impact on 
acceptance and continuation

► Continued uncertainty created by more 
reviews and changes

► Further audit committee and management 
time

► Reduced choice due to some audit firms 
declining to participate in frequent, costly 
tenders and/or loss of control of which 
auditors to appoint

► Benefit of ‘fresh eyes’ outweighed by loss 
of deep auditor understanding derived from 
longer term tenure

► Increased internal costs, including senior 
management time, to meet regulatory 
requirements

► Increase in audit fees has been estimated 
at between 10-70% without a clear benefit

► Transfer pricing for internal specialists at 
market rates will increase cost of audit

► Costs of separation will increase the cost of 
audit

► Wage inflation

► Increased internal costs, including senior 
management time

► Increased audit cost if rotation period 
shortened 

Greater scrutiny of audit 
committees

Mandatory joint audit or peer 
review for FTSE 350

Operational split between Big 
Four audit and non-audit

A five-year implementation 
review, incl. changes to 

tendering period and 
independent appointment of 

auditors

Impact

Business 
process

Quality and 
choice

Cost



Brydon Review — Call for Views: Six key messages
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1. Purpose and User

► Two fundamental questions must be answered: 
What is the purpose of audit? Who are its users?

► This needs to be resolved to better serve the 
public interest as a whole

2. Audit Quality

► Audit quality is comprised of two essential 
elements: the audit process and the audit product

► The debate on audit quality has been skewed 
towards the process, without enough attention 
given to whether the product is delivering value to 
its intended users

► This Review will look at both elements

3. Expectation Gap

► Public interest has extended to many behavioural 
aspects of companies; the expectation gap 
suggests a misalignment between the audit and 
societal needs

► There are opportunities to provide further 
assurance either as part of the audit (e.g., going 
concern, fraud detection) or as a part of an 
alternative assurance model 

► Broadening the scope of the audit and/or adopting 
other assurance models requires re-examining 
auditor liability

4. Law and Standards

► Misalignment between UK legislation and auditing 
standards must be resolved

► There are significant implications to society (e.g., 
discrepancies around capital maintenance affect 
whether companies are properly capitalised and 
dividends appropriately paid) 

5. Transparency

► Greater transparency, engagement and 
communication between auditors, audit 
committees and shareholders may help drive 
higher audit quality

► Suggestions include the use of ‘graduated 
findings’ in audit reports, annual assurance 
meetings for all stakeholders and audit 
committees reporting on their mediation between 
management and auditors

6. Open Approach

► The Review will adopt an open and collaborative 
approach, without making pre-judgements

► It recognises strengths in the existing model, and 
does not seek to discard ‘what is good in the 
search for what is better’

► The Review invites all stakeholders to offer 
comments and views on the future of audit



Kingman Review recommendations — BEIS consultation issued 11 March: 
Summary of the Kingman Review recommendations
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The FRC should be replaced as soon as possible with a new independent 
regulator with clear statutory powers and objectives with a new name: 
Audit, Reporting and Governance Authority. 

The new regulator should be accountable to Parliament and BEIS.

The new regulator should have an overarching duty to promote the interests 
of consumers of financial information, not producers. It should also have a 
duty to promote competition; a duty to promote innovation; and a duty to 
apply proportionality to all its work. 

A new board should be appointed. This should have some, but limited, 
continuity with the existing board. It should be significantly smaller than the 
FRC’s. It should not seek to be ‘representative’ of stakeholder interests. All 
appointments to the new board should be public appointments.

The board of the new regulator should exercise significantly stronger 
ownership and oversight of the regulator’s investigation and enforcement 
functions. 

A new regulator to 
replace the FRC

Accountability over all directors, 
including:

► BEIS should consider adopting a 
strengthened framework around 
internal controls in the UK, 
learning any relevant lessons 
from the operation of the 
Sarbanes-Oxley (SOX) regime in 
the US 

Other recommendations

► Corporate reporting
► ‘Red flag’ and noisy withdrawal
► Investors
► The future of audit
► Operational matters
► Quality audit reviews
► Enforcement
► Regulatory guidance



Review timeline
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CMA Market Study —
BEIS Consultation

Brydon Review

Kingman Review — BEIS 
Consultation

BEIS Select Committee —
Future of Audit

FRC Review of 2016 
Ethical and Auditing 

Standards

Druckman Review —
Future of Corporate 

Reporting

FRC Review of UK 
Stewardship Code

Q1 2019 Q2 2019 Q3 2019 Q4 2019

13 Jan 2020
Report to be 
published this week

Beginning of 2020
Consultation expected on SOX, 
PIE definition and corporate 
failure

13 Sep 2019
BEIS consultation
responses are due

24 Oct 2019
2020 UK Stewardship 
Code published

Beginning of 2020
Government expected to issue a 
policy paper, with a consultation to 
follow

31 Jan 2020
UK to exit the EU by 
this date

Q1 2020

30 Jan 2019
Consultation issued

29 Mar 2019
Consultation 
responses due

12 Dec 2019
UK general 
election

25 Jan 2019
Responses are due to 
CMA Update Paper

18 Jul 2019
BEIS issues consultation 
on CMA 
recommendations

18 Apr 2019
CMA issues Final 
Report with 
recommendations

15 Feb 2019
Terms of 
Reference 
are issued

7 Jun 2019
Responses due for 
initial call for views

10 Apr 2019
Initial call for 
views is published

11 Mar 2019
BEIS issues consultation on 
Kingman recommendations

11 Jun 2019
BEIS consultation 
responses are due

15 Feb 2019
Responses due to 
FRC call for 
feedback

15 Jul 2019
FRC issues exposure 
draft and consultation

27 Sep 2019
FRC consultation 
responses are due

Nov 2019
New Ethical and Auditing 
Standards to be issued

During 2020
Review to conclude with 
FRC publishing thought 
leadership

Review ongoing

30 Jan 2019
Audit firms appear 
before Select 
Committee

6 Jun 2019
BEIS issues response to 
Future of Audit Report

2 Apr 2019
Select Committee 
issues Future of Audit 
Report

4 Nov 2019
Select Committee issues letter 
urging Government to act on its 
recommendations

18 Oct 2019
Sir John Kingman writes to BEIS 
Select Committee, urging legislation 
for ARGA powers

17 Oct 2019
FRC opens survey on 
stakeholder views of 
corporate reporting



Contact the UK regulatory and public policy team
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Loree M. Gourley
Director of Regulatory & Public 
Policy
lgourley@uk.ey.com

David Parrish
Associate Director of 
Regulatory & Public Policy
dparrish@uk.ey.com

Brandon Perlberg
Associate Director of 
Regulatory & Public Policy
bperlberg@uk.ey.com

Nina Emordi
Assistant Director of 
Regulatory & Public Policy
nemordi@uk.ey.com

James King
Assistant Director of 
Regulatory & Public Policy
james.king3@uk.ey.com

Christabel Cowling
Audit Partner, UK Head of 
Regulatory & Pubic Policy
ccowling@uk.ey.com

Peter Flynn
Senior Associate
Regulatory & Public Policy
peter.flynn@uk.ey.com

Margaret Cassidy
Director of Regulatory & Public 
Policy
margaret.cassidy@uk.ey.com

Ilaria Lavalle Miller
Associate Director of 
Regulatory & Public Policy
ilaria.lavalle.miller@uk.ey.com



Thank you
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