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Abstract

Purpose — The purpose of this study is to investigate the effect of non-audit
services on auditor independence, and the importance of non-audit services as a

source of income for audit firms in the United Kingdom.

Design/method/approach — This study will examine 11 companies in the
food retail- and wholesale industry during 2007 - 2014. Five indicators have
been used; (1) Appointed auditor and provision of non-audit services to audit
clients; (2) Auditor tenure; (3) Non-audit services in relation to total services;
(4) Tax-services in relation to non-audit services, (5) Big Four’s revenue.
Information has been collected using the quantitative approach through annual-
and transparency reports. The threshold used to measure possible
independence threats (self-review-, self-interest- and familiarity threat) has

been set at 18,5 %.

Findings — This study concludes that the jointly provision of audit- and non-
audit services possibly causes impairment of auditor independence, and that
non-audit services is an important source of income for audit firms. The
findings showed that in 99 %, companies purchased non-audit services from
their statutory auditor. Non-audit services in relation to total services surpassed
the threshold in 78 % of all financial years. Likewise, tax-services in comparison
to non-audit services exceeded the threshold in 65 % of all financial years. The
Big Four’s revenue from non-audit services to audit clients in relation to total
revenue is almost constantly below the threshold. However, in all financial years
except from one, total revenue from non-audit services surpassed revenue from

audit services by far.

Contribution — The study contributes to the ongoing discussion about non-

audit services effect on auditor independence.

Originality/value — This study is one of few that provide detailed information
about non-audit services in the food retail- and wholesale industry. It highlights

social and ethical issues with regard to agency relationships.
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1. Introduction

1.1 Background

The large supermarket-chain, Tesco, in the United Kingdom (UK) was in 2014
accused for fraud after overstating profit of £ 250m in the first half of the year,
which later turned out to be an overstatement of £ 263m. PwC was Tesco’s audit
firm at the time and had been since 1983 (Harriet, 2014). As a result of the
accounting faults, Tesco switched audit firm to Deloitte after having PwC for 32
years (FT, 2015). It was found that methods used for recognizing discounts were
breaching Tesco’s accounting policies. Furthermore, accounting had been done
in wrong (previous) reporting periods, and the amounts grew larger for each
period. This highlighted inquiries regarding the role of Tesco’s auditor. PwC
were signing off accounts only months prior to the recognition of the errors,
without observing the risk of manipulation covered by the assessments of
profitable income, which is a large element of profit. According to the writer,
Tesco’s audit committee seemingly convinced PwC that everything was fine. As
of 2013, Tesco paid PwC about £ 10 million in audit fees and £ 3,6 million in

non-audit fees (Financial Times, 2014).

Non-audit services (NAS) have for several decades been a popular topic for
investigation by researches (Schneider, Church, & Ely, 2006). Advocators for
NAS argue that it improves auditors’ expertise of the client, hence contributes to
a more professional and efficient audit (Simunic, 1984). Other proponents
imply that limiting NAS may constrain the auditors’ expertise, resulting in lower
auditor competency and audit quality (Maines, o0.a., 2001). Critics, on the other
hand, claim that a high level of non-audit services can severely jeopardize
auditors’ independence, knowledge and ability to establish a true and fair view

of companies (Sikka, 2009).

Followed by the financial crisis, there have been discussions in the European
Union about how to avoid comprehensive crunches. The European Commission
issued a Green Paper in 2010, where one attempt aimed to re-establish the

financial stability and investors trust. The paper concluded that the “reasonable



assurance” about what is relevant in audit opinions is now more pointed
towards safeguarding that the financial statements are prepared according to
the appropriate financial reporting framework, instead of giving a fair and true
view of the statements. It further raised issues concerning the role of the auditor
and market concentration! (European Commission, 2010). As a result from the
Green Paper, with the contribution of numerous of stakeholders’ inputs such as
investors, audit firms, public authorities and academics, a new audit framework
was conducted within the European Union. The main objects of the new
framework is to clarify the role of statutory auditor, strengthen independence,
create a more dynamic audit market and enhance supervision of auditors. The
framework covers all statutory auditors and audit firms, however there are
stricter regulations for auditors and audit firms for public interest entities
(PIE’s) (European Commission, 2014). PIE’s are described as listed companies,
credit institutions and insurance undertakings. The new audit framework
includes a prohibition of certain NAS by statutory auditors and audit firms for
audit clients in PIE’s. Additionally, the new framework requires a mandatory
rotation of statutory auditors every 10-year. The regulation was established in
2014 but will be applicable in mid-June 2016 for all European Member States

(European Commission, 2014).

The legislators’ aim is that auditors’ independence will be enhanced; however
there are speculations about how this will affect the audit market. The
prohibition of non-audit services may e.g. have an effect on the concentration

level in the European audit market (Le Vourc’h & Morand, 2011).

1.2 Problem

The core problem associated to non-audit services is its effect on auditors’
independence. For instance, many researchers argue that independence can be
threatened by the relationship between the auditor and the audited client when
providing non-audit services (Schneider, Church, & Ely, 2006 etc). This
reasoning is convincing when considering the Tesco scandal, since the amount

of NAS provided to the company, in exchange with high non-audit fees (NAF) to

1 The market concentration level explains the market shares owned by the Big Four audit firms’
expressed in revenues and fees received. (Le Vourc’h & Morand, 2011).



the auditor, probably had an impact on the extensive auditor tenure.
Consequently, this raised awareness to issues regarding auditors’ independence
and their capability to encounter long-lasting clients, from which they incur
significant amount of income (Harriet, 2014). Furthermore, both independence
and non-audit services are defined differently among EU Member States, and

therefore the way to assess these concepts causes a gap within EU.

The current situation concerning NAS in the European Member States accounts
for a high market share as compared to share of audit firms’ fees. The average
provision of NAS in EU amounted up to 19 % in year 2010. The lowest share of
non-audit fees as of 2010 was found in France (5,3 %), whereas the highest
amount was found in the UK (28,0 %). The UK had the highest amount of non-
audit- and non-accounting services in Europe (64 %) and from 2005 to 2009
these services increased with 3 %-units. These statistics are due to different law
settings, where France has a total ban of dual provision of audit- and non-audit
services, while the UK has a very loosely set of regulations regarding NAS (Le
Vourc’h & Morand, 2011). The contemporary large amount of NAS provided by
audit firms in the UK could be viewed as rather problematic with respect to

auditor independence.

Regarding the audit market, most European Member States have high
concentration levels even though it has decreased since 2004. Studies calculated
on concentration levels of the European statutory audit markets for firms listed
on regulated national stock exchange, by turnover, showed that 19 out of 21
Member States are highly concentrated. The UK was one of the highly
concentrated countries; only Greece and France were moderately concentrated.
Further, the average market share for the Big Fourz exceeded 90,0 % in 2010,
which can create a barrier for audit firms to enter the audit market, and also a
barrier for already existing mid-tier firms to expand. Large companies may
choose one of the Big Four as auditor due to their reputation, even though

smaller audit firms’ can be cheaper. Signing a contract with one of the Big Four

2 The Big Four are the largest international audit firms, they consist of PwC, KPMG, Deloitte &
Ernst & Young



seems to make the audit more reliable even though this is not always accurate
(Le Vourc’h & Morand, 2011).

1.3 Purpose

The purpose of this study is to investigate the effect of non-audit services on
auditor independence, and the importance of non-audit services as a source of

income for audit firms in the UK.

The sample will consist of 11 UK- companiess in the food retail- and wholesale
industry listed on the Financial Times Stock Exchange (FTSE). The assessments

will be done over a timespan from 2007 to 2014.
Research questions

*  How do NAS affect auditor independence?
* In what way do different NAS affect auditor independence?
* How has the Big Four’s audit revenue respectively non-audit revenue

appeared?
2 Literature Review

2.1 Non-Audit Services

Audit firms can offer more than audit revision for their clients, these kinds of
services are so called non-audit services. The provision of such services may be a
threat for auditors’ independence that can increase the risk of conflicts for
statutory auditors and audit firms. As a consequence, the new audit framework
presents a black list of non-audit services that audit firms’ cannot provide to the
audited PIE, to its parent undertaking and to its controlled undertakings within

the Union (European Commission, 2014).

The main services in the black list include accounting and bookkeeping- and

taxation and legal services, corporate finance and business recovery and

3 Companies are: Booker Group PLC, Convivality PLC, Crawshaw Group PLC, Greggs, McColl’s
Retail Group PLC, Sainsbury, Snacktime PLC, SSP Group PLC, Tesco, Ocado Group PLC,
Morrison (WM.) Supermarkets



business and management consultancy4 (European Parliament & the Council,
2014). It is however possible for Member States to refrain from the black list to
provide specific tax and valuation services, the criteria is that these must be
irrelevant and have no direct impact on the audited financial statements.
Member States can also prohibit more non-audit services than the ones

presented in the list (European Commission, 2014).

Non-audit services is defined by the Financial Reporting Council (FRC) as "Any
engagement in which an audit firm provides professional services to an
audited entity, its affiliates or another entity in respect of the audited entity,
other than the audit of financial statements” (FRC, 2010, p 6). A partner or an
employee that has participated in the audit of a listed firm for over seven years
must assess the protective procedures to decrease potential familiarity, self-

interest and self-review threat (FRC, 2009).

2.2 Auditor independence

The definition of auditor independence is rather complicated to define. The
European Commission provides guidelines to measure auditors’ independence;
the auditor shall not participate in decision-making nor be a member of the
governing body. Neither should the auditor, in the course of the three previous
years have carried out audits, held voting rights within the audit client, been a
member of any decision-making board within the audit client or been a partner,
employee or somehow contracted by the firm (European Parliament & the

Council, 2014).

However, the European Commission leaves room for each Member State to
outline more specific details for independence (European Commission, 2014).
Therefore it may be difficult to measure independence as it can be viewed
differently by every member state. An often-used interpretation of
independence is the ability to avoid biases and incentives to report a reliable
opinion of the annual reports (DeAngelo, 1981). This author states the level of
auditor independence as the; “conditional probability that, given a breach has

been discovered, the auditor will report the breach” (DeAngelo, 1981, p. 116). It

4 See more detailed information of prohibited non-audit services in Appendix A



is also argued that it is improbable that auditors are perfectly independent from

their clients (Watts & Zimmerman, 1980).

According to FRC’s APB Ethical Standard 1 (2011, p 4), independence is in short
defined as; “Independence is freedom from situations and relationships which
make it probable that a reasonable and informed third party would conclude
that objectivity either is impaired or could be impaired”. In other words,
auditors independence should not be tested on the auditor’s reflection on his or
hers objectivity, but rather if a rational third party would determine the

auditor’s independence is or can be impaired.

There are several factors that may impair auditors’ independence through non-
audit services. Possible threats are self-interest, self-review, familiarity,

advocacy and intimidation.

The self-interest threat points to situations where the auditor or audit firm gains
from a financial interest in the audited entity. This may be due to anxiety of
losing the client. As an overall explanation, self-interest threats may occur when
work performed creates a financial relationship between the client and the
auditor. This is especially the case when providing non-audit services, which is
connected to the service fees. Generally, higher non-audit fees results in higher

risk for threat of independence (FRC, 2011).

The self-review threat is associated with the complexity of continuing a neutral
position when auditors’ assess their own work. It can be difficult to be critical
toward one-self in situations when, for example, former work needs to be

opposed (FRC, 2011).

As an auditor, one must get to know the audit client in order to detect risks.
However there is also a risk where the auditor builds a closer relationship with
the audit client, this is called the familiarity threat. For instance, having a too
long or close relationship the audit clients’ directors may influence their

decisions or the auditor might fail to give an objective opinion (FRC, 2011).



2.3 NAS Effect on Auditor Independence

Investigations on auditor independence are numerous, and many of them
include an extensive range of non-audit services. Generally, studies from both
previous and after the Enron scandal imply that perceptions of independence
can differ due to the extent of non-audit service bond between auditor and audit
client, and also the kind of NAS offered (Schneider et al., 2006). Furthermore,
there is lack of reassuring confirmation that implies that NAS has an effect on
independence. Practically, NAS can harm the “perception” of auditors’
independence (Bogle, 2005). Other investigations have tested the connection
between non-audit services and the opinion in audits. The studies have shown
both positive relationship (Wines, 1994; Sharma & Sidhu, 2001) and no
indications of connection (Craswell A. T., 1999; Craswell, Stokes, & Laughton,

2002).

2.3.1 Negative effect

Many studies that examined the interrelation between non-audit services and
auditors’ independence have shown negative influence (Quick & Warming-
Rasmussen, 2009; Beattie et al., 1999; Krishnan, Sami, & Zhang, 2005). For
example, Sikka (2009) questioned auditors’ independence based on the fact that
many financial businesses received unqualified audit opinions just before going
into bankruptcy. The main contributor to the independence threat, expressed by
Sikka, is the high level of NAF received by the audit firms from their clients.
Another study pointed to similar conclusion, it stated that audit firms are
capitalist businesses that rely upon companies in order to obtain income

(Powers, Troubh & Winokur, 2002).

Several studies have indicated that NAS contributes to an economic relationship
between the client and the auditor, which may reduce auditors’ objectivity in a
negative way (Schneider, Church, & Ely, 2006). For instance, Beck, Frecka and
Solomon (1988) examined auditor independence by looking at repetitive and
non-repetitive provision of NAS. Their results showed that auditor tenure for
organizations with great repetitive NAS is commonly higher when comparing to

audit tenure of organizations that receive sporadic NAS. Based on these facts,



there is an enhanced relation among auditors and their clients with respect to
the offering of non-audit services. Parkas and Venable (1993) also claimed that
repetitive NAS is expected to affect auditor independence in a negative way.
They classified tax, information systems and pensions and planning as recurring
NAS. Non-recurrent NAS, which is services not provided on a yearly basis, were
estimated to lead to a minimal economic relationship. Such services included,
among others, mergers and acquisitions. Moreover, Doyle, Hughes and Glaister
(2009) asserted that tax work is, in general, a recurrent NAS. Further they
stated that tax practice is a hazardous environment to operate in. Yancey (1996)
had similar reasoning by claiming that tax involvements generate roughly 50 %
of all defaults claims by auditors. Risky factors connected to tax engagements
were also emphasized by Shaefer and Zimmer (1998). Their report showed that

48 % of new default claims were due to tax commitments during 1987 - 1993.

Furthermore Frankel, Johnson and Nelson (2002) reported that high levels of
NAS in relation to total audit fees (AF) is linked to a propensity to give partial
financial reports. Therefore, according to the authors, purchasing a high amount
of NAS is associated with auditor independence threat. Similar conclusion was
found by Ianniello (2010), who claimed that unqualified audit opinions are
comparatively more common in situations where high amount of NAS is
obtained from audit clients. Additional research supports the hypothesis that
providing NAS to audit clients weakens the quality of financial reporting
(Frankel et al., 2002; Ferguson, Seow, & Young, 2004; Larcker & Richardson,
2004; Iyengar, Zampelli, & Cohen, 2007). Other investigations in non-audit fees
indicated that the disclosure of NAF might have negative results, which in turn
cause incorrect assessment by investors with regard to auditor independence

(Dopuch, King, & Schwartz, 2003).

There have also been studies on the Big Four’s perception on auditor
independence. Calculations have shown that the provision of NAS has a
negative effect on auditors’ acuity of independence (Shockley, 1981; Beattie et
al.,1999; Lindberg & Beck, 2004; Gendron & Suddaby, 2004; Alleyne,
Devonish, & Alleyne, 2006; Law, 2008; Davis et al, 1993). It has also been

shown that auditors’ perception of the impact of non-audit services on



independence is reliant on auditors’ diverse positions (Law, 2008). Auditors’
acuity of independence is negative when there is high competition in the audit
market (Shockley, 1981; Farmer, Rittenberg, & Trompeter, 1987; Beattie et al.,
1999; Shafer, Morris, & Ketchand, 2001; Sucher & Bychkova, 2001; Umar &
Anandarajan; MacLullich & Sucher, 2005; Law, 2008).

2.3.2 Positive or No effect

On the other hand, many studies could not find indication of any correlation on
non-audit services and independence (Frankel Johnson & Nelson, 2002). For
example, one investigation showed that non-audit services do not impair
independence when taking into account the audit fees and auditor tenure (Wang
& Hay, 2013). There are also studies that indicated that tax consultancy might
boost the quality of the audits (Kinney Jr., Palmrose, & Scholz, 2004). This
argument was grounded on the idea that offering non-audit services permits
auditors to better understand their clients, resulting in an enhancement in the
financial audit (Simunic, 1984). Research made by Davis, Ricchiute and
Trompeter (1993) indicated that companies buying NAS from their auditors pay
a larger amount of audit fees in comparison to companies that do not buy such
services from their auditors. However, their result also inferred that larger fees
are positively related to a greater quantity of audit exertion, meaning that

auditors do not have inducements to jeopardize their impartiality (Davis et al.,

1993).

Quick and Warming-Rasmussen (2015) investigated whether different types of
non-audit services have various effects on perceived auditor independence. The
different types of threats examined were the self-review, advocacy, self-interest
and familiarity threat and indicators were used to measure the threats. The
familiarity threat was assessed by looking at the duration of the consultative
relationship, which was defined by the International Federation of Accountants
(IFAC)5 Code of Ethics (7 years). Further they measured the self-interest threat
by comparing consulting fees with audit fees; if the consulting fees turned out to

be at least 75 % of audit fees, it was classified as a self-interest threat; if the

5 International Federation of Accountants

10



consulting fees were lower than 18,5 % of the audit fees, no indication of self-

interest threat was prevalent.

From the results, it was suggested that higher amounts of NAF implied a more
noticeable self-interest threat. Also, findings indicated a familiarity and self-
interest threat for independence perception whereas threat of self-review and
advocacy could not be confirmed. Bringing together these different threats, the
authors suggested that an overall ban of non-audit services was not needed;
however a cap on NAS could be rational (Quick and Warming-Rasmussen

2015).

2.3.3 Market Concentration

Large amounts of studies have been done to investigate whether non-audit
services effect the market concentration. One study implied that the prohibition
of NAS might lead to a decrease in the symmetry of amount of audit firms; e.g. it
may result in a rise in market concentration. It was shown that the quantity of
audit firms is bigger when there is an opportunity to gain profitable non-audit
capital. The reasoning behind this is that the prohibition of non-audit services
provided to audit clients would reduce the amount of audit firms, which would

result in a higher level of market concentration (Bleibtreu & Stefani, 2012).

An examination made consisting of cross-country studies over the period 2001-
2010, showed the opposite result compared to Bleibtreu & Stefani, namely that
there is a positive correlation between non-audit services and market
concentration. It showed that the market concentration decreased considerably

by banning non-audit services (Hess & Stefani, 2012).

Beattie, Goodacre and Fearnley (2003) conducted a study on the UK audit
market concentration. Their findings showed that the extent of market
concentration is notably higher in leading market sectors than in special
industry segments. The effect between NAF for audit clients and AF is most
prominent between the FTSE 100 corporations in special industry segments.
Further the authors concluded that small proof indicated that increases in

concentration levels have decreased the audit market competition.

11



2.3.4 Non-Audit Services in Relation to Audit-Services

According to a research made by accounting professors Abbott, Parker, Peters
and Rama, 96 % of public listed firms purchased NAS from their auditing
company in 2000. The NAS was almost twice as high as audit services.
However, doubling the non-audit price may not seem like much when
comparing with these examples; Delphi Automotive Systems Corporation
compensated Deloitte and Touche in 2000 an amount of $6.6 million for audit
services, and a total of $50.8 million for NAS. FleetBoston Financial
Corporation paid PwC an amount of $8,6 million for audit services, and $33
million for NAS. Wells Fargo and Co., with KPMG as their audit firm, had an
amount of $4.2 million in audit fees and $37.5 million in NAS (Levinsohn,
2001). In 2001, about 1200 American listed firms paid $1.6 billion in audit fees
and $4 billion for NAS provided by their external auditor. 16 of these firms paid
more than 90 % of total fees to their auditor for NAS. Characteristically, larger
firms pay more in NAF compared to smaller companies (INFOLINE, 2002). In
other words, the NAF-ratio grows with company size (Abbott et al., 2007).

Similar evidence has been found by Firth (1997) who suggested that large
companies have comparatively high amount of NAS obtained from their
auditors, and also, hiring one of the then Big Six firms® was linked to purchasing
more NAS from that auditor. This was partly due to the broad spectrum of

services offered by them, which other auditing firms were not capable of.

2.4 Agency Theory

Most researchers in the area of NAS have applied the agency theory to outline
the foundation of their concept (Ashbaugh 2004; Sikka 2009; Parkash &
Venable 1993). The core of this theory, explained by Shleifer & Vishny, (1997), is
the separation of ownership and control. The agency theory represents the
relationship between the principal (e.g. shareholder) and the agent (e.g.
manager, auditor). The idea is that these two parties are presumed to be self-

regarding (Jensen & Meckling, 1976). Observed through the agency theory-lens,

6 Arthur Andersen, Coopers & Lybrand, Deloitte Touche Tohmatsu, Ernst & Young, KPMG, PwC

12



the degree of professional input from the agent is affected by the agent’s work,
knowledge, shrinking and rationality. Shrinking comprises neglecting and
selfishness and it is the predictable effect of constrained rationality within
agency relationships (Almer, Higgs, & Hooks, 2005). Information irregularity
occurs when the principal is not able to perceive the conduct of the agent
(Miller, 1992). Whereas agency cost is the effect of maximization of self-interest
by the agent at the expense of the principal (Jensen & Meckling, 1976). Partners
are the only auditors that are accountable for “signing off” audit reports for their
clients (Law, 2008). After the Enron breakdown, partners (auditors) tried to
evade risks associated to the audit firm’s reputation by exerting more judicious
audit opinions to avoid repetition of company failure and lawsuit. Auditors,
particularly partners, are more cautious and apprehensive with the audit
assurance level to protect the reputation and prevent trial (Lindberg & Beck,

2004; Asare, Cohen, & Trompeter, 2005).

Asbaught (2004) asserted the audit contract to be unique, implying that the
auditor is appointed by the firm to reassure an objective opinion concerning the
financial statement. Reasons for why auditors may violate their independence
and not offer objectivity in their judgments is, according to the author, due to
incentives to retain the economic relationship with the client. Jensen and
Meckling (1976) proposed that managers are aware of the perceptions of
diminishing independence as trustworthy auditors have a tendency to decrease
the principal-agent dilemma. It lies in the managers’ responsibility towards the
owners to reassure that the financial statements are free from material
misstatements and therefore auditor independence is crucial. In order to
enhance the perception of independence, the managers naturally control the

amount of non-audit and audit services (Jensen & Meckling, 1976).

2.5 Audit — United Kingdom

Non-audit services has for a long time been a major revenue-source for auditors
in the UK. By the early 1990s, all Big Six firms except from one, earned more
money from non-audit services than audit services (Gwilliam & Teng, 2014).
Between the years 1992-1994, NAS faced a significantly growth while the total

audit fees encountered a small drop. NAF by that time amounted up to roughly

13



78 % of AF, which implied an average of £ 326,300 per audit customer (Firth,
1997). In the subsequent years, the trend of NAS remained stable. As of the
years 2005 to 2009, UK experienced a 3 % rise in non-audit and non-
accounting services (from 61 % to 64 %) while audit and accounting, during the
same time, encountered a 3 % decrease (from 39 % to 36 %). By 2009, tax-
consulting services amounted to 26 % of total non-audit and non-accounting

services in the UK (Le Vourc’h & Morand, 2011).

The remarkable rise in provision of NAS, especially to audit clients, brought
concerns regarding auditor independence to the surface. As a consequence, a
proposal was set in 1986 suggesting a complete prohibition of NAS provided by
auditors (Gwilliam et al., 2014). However, the British Government rejected this
proposal. Instead, in 1989, the Companies Act in UK set a standard that
required companies to disclose the amount of NAF paid to their auditor (Firth,
1997). Today the information requirements of NAF are set under the 2011

Auditor Remuneration Disclosure (The Companies Regulations, 2011).

Even though some limitations of the provision of NAS have come into place
throughout the years, the restrictions of NAS have been, and are today,
negligible (Gwilliam et al., 2014). Indeed, additional attempts to the one in 1989
have been done to address the issue of NAS. An example is when the
Coordinating Group on Audit and Accountancy issues (CGAA) was established
by the UK government in 2002, as a result of major company failures in the
United States. The CGAA determined that there was poor evidence to conclude
that provision of combined audit- and non-audit services impaired auditors’
independence. The CGAA therefore recommended stronger protections to
assure that the dual provision of audit and NAS did not compromise auditors’
independence. Moreover, the FEuropean Commission published a
recommendation for auditors’ independence in 2002, and in the same year the
Institute of Chartered Accountants in England and Wales (ICAEW)
implemented policies aligned with the recommendation (Beattie, Fearnley, &
Hines, 2009). One regulation set by ICAEW implied that audit and NAS income
derived from one client couldn’t exceed 15 % of gross revenue (for listed and
public clients the limit was set to 10 %). Yet, the ICAEW code has only set few
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direct prohibitions and to a large degree this code is similar to the Ethical
Standard 5 (ES5) and Statement on Auditing Standards (SAS). According to
ES5, some types of NAS are able to compromise auditors” independence such
severe that these are completely prohibited for auditors to perform to their
clients. The prohibitions outlined by ES5 7 are fairly equable to the restrictions

established through the Sarbanes-Oxley Act in 2002 (Gwilliam et al., 2014).

The UK government decided to reinforce the regulatory system in 2004. The
Financial Reporting Council (FRC) took over the Accounting Standards Board’s
(ASB) role and became the only official regulator of the accounting and auditing
occupation, it also became accountable for issuing accounting standards and
handling its enforcement (ICAEW, 2016). FRC is documented for this
commitment under the Companies Act 1985 (FRC, 2016).

3 Method

3.1 Research Design

The quantitative approach was used to investigate the effect of NAS on auditors’
independence, and the importance of non-audit services as a source of income
for audit firms. The target was the food retail- and wholesale industry.
Additionally, the Big Four’s revenue from non-audit services was examined.
This study seeks to find independent results, which the quantitative data
permits as the findings are comparatively independent of the researcher. Also,
previous research made in the same field of study has been conducted with

quantitative data (Wang & Hay, 2013; Quick & Warming-Rasmussen, 2015).

To examine the effect of NAS on auditors’ independence, we used indicators
that would stand for the concept. These indicators permitted the effect of NAS
to be measured; the resulting quantitative data could then be viewed as if it was

a measure.

7 Detailed information about direct prohibition of NAS available in Appendix B
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3.2 Data Collection

The secondary data for the companies in the food retail- and wholesale sector
was collected through annual reports gathered from the companies’ websites.
The period analyzed was 2007 — 2014; the reasoning behind this timespan was
because the disclosure policy was applicable in April 2008 (The Companies
Regulations, 2011), and information before 2007 was not found. The
information used was collected from the consolidated financial statements,
more specifically the notes. The reports were found between 2016/03 and
2016/04. Data regarding the Big Four’s revenue was gathered from their
transparency reports. These reports were also collected from the audit firms’
websites and information needed was found under consolidated financial
information. Due to the policy disclosure applicable in 2008 (The Companies
Regulations, 2011), the transparency reports were only available from the

financial year 2008.

3.3 Sample Description

The sampling technique in this study is of the non-probability kind. It is a
purposive sample, or more specifically a homogenous sample, as the companies
share the same characteristics (Bryman, 2012). The main motivation for
targeting the food retail- and wholesale sector over other sectors lies in the
recently discovered Tesco scandal in UK, and therefore we argue that this
division deserves to be further analyzed. Additionally, lager companies have
shown to purchase more NAS (Abbott et al., 2007), and the selected companies
in this study falls into the category of large companies. The UK was chosen
because the country had the highest amount of non-audit- and non-accounting

services in Europe in 2010 (Le Vourc’h & Morand, 2011).

The sample was drawn from the London Stock Exchange as of 29th of February
2016. At that date, 21 of out the total 2339 listed companies operated in the
food- and drug retailers sector. From this sector, we chose to target the sub
sector, which was the food retail- and wholesale industry. Out of the 21

companies, two of them were excluded (marked in red)8, as they did not operate

8 See Appendix C
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in this sub sector. Of the remaining 19 companies, eight additional companies
were eliminated (marked in yellow)? due to other incorporation country than
the United Kingdom. The final sample for this study thereby consisted of 11
companies'© on the London Stock Exchange, all of them were established in the

UK and operated in the food retail- and wholesale industry.

3.4 Data Analysis

Five indicators were used to examine the effect of NAS on auditors’
independence, and the importance of non-audit services as a source of income
for audit firms.. The collected data was initially set-up with the use of Excel, and
then summarized in tables and diagrams. Indicator one and two are related and
were therefore presented together in the same table. The following indicators
were presented individually, also with the use of tables and diagrams. For
simplicity, the analysis had the same structure as the empirical findings. The

indicators are described in detail below.

3.4.1 Indicator 1 — Auditor and Provision of Non-Audit Services

The first indicator examined the appointed statutory auditor and whether the
audit firms provided non-audit services to their audit clients during 2007 -
2014. The latter served as an indicator for possible self-interest threat.
Additionally, this indicator was used as a hint to decide whether the prohibition
of NAS for audit clients in PIE’s would have any effect on the market

concentration in the UK.

3.4.2 Indicator 2 — Auditor Tenure

Indicator two observed the auditor tenure. This information functioned as a
familiarity and self-review threat. Based on the guidelines from APB Ethical
Standards Board 3, a familiarity threat is of risk if the jointly provision of audit
and non-audit services exceed seven years. In accordance to this information,

we asserted a familiarity and self-review threat to be prevailing if the auditor

9 See Appendix C

10 Companies are: Booker Group PLC, Convivality PLC, Crawshaw Group PLC, Greggs, McColl’s
Retail Group PLC, Sainsbury, Snacktime PLC, SSP Group PLC, Tesco, Ocado Group PLC,
Morrison (WM.) Supermarkets
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tenure was equal to or exceeded seven years. The second indicator was an
extension of the first indicator, and the findings were therefore shown on the
same table. However, for simplicity, there was a division of indicator one and

two.

3.4.3 Indicator 3 — Non-Audit Fees in Relation to Total Fees

The third indicator assessed non-audit fees in relation to total fees, to find out
what extent non-audit services comprised total services provided by auditors.
Correspondingly to Quick and Warming-Rasmussen, (2015), a high rate (>18,5
%) of NAF was classified as an apparent self-interest threat and a low rate (<

18,5 %) indicated the opposite.

3.4.4 Indicator 4 — Tax-consulting Services

The fourth indicator investigated whether the audit firms provided tax-
consulting services, and to what extent that constituted total non-audit services.
This indicator also served as a self-interest threat. We assumed that high tax-
services corresponded to a greater degree of independence threat based on
previous research (Parkash & Venable, 1993; Doyle et al., 2009). The same

threshold as in indicator 3 was used for high/low tax rates.

3.4.5 Indicator 5 — Big Fours’ Non-Audit Revenue in Relation to Total
Revenue

Indicator five compared the Big Fours revenue from non-audit services to audit

clients in relation to their total revenue in the United Kingdom. Also revenues

from clients they did not audit were compared to total revenue. High amounts

of non-audit services to audit clients (>18,5 %) were classified as self-interest

threats and a low rate (<18,5 %) indicated the reverse.

3.5 Strengths and Limitations

Focusing exclusively on the food retail- and wholesale sector was both an
advantage and limitation. It was an advantage in the way that the results
provided a credible depiction of the targeted sector. However, the disadvantage

of using this approach was the lack of generalization, meaning that conclusions
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could not be established in a broader context, i.e. representing the population.
Furthermore, the findings were only based on companies in the United
Kingdom, which affected the generalizability of the findings. Another limitation
was that several financial years were not available, which reduced the sample to

a smaller size than intended.
4 Empirical Findings

4.1 Indicator1 &2

Table 1 presents indicator one and two - the appointed auditor, auditor tenure
and the provision of non-audit services to audit clients throughout the years
2007 - 2014. Data for two companies, Conviviality PLC and McColl’s Retail
Group PLC, was only available as of the years 2013 and 2014. Out of the 761
financial years recorded, 75 provided non-audit services to their audit clients
between the years 2007 — 2014. These are marked in blue in Table 1. Thereby,
all companies purchased non-audit services for all financial years, except from
Ocado Group PLC, which did not acquire NAS in 2008. NAS to audit clients
were therefore present in 99 % of the total financial years. During 2007 - 2014
the appointed auditors consisted of one of the Big Four in 65 out of 76 financial
years. Only in 11 financial years, an audit firm except from Big Four was hired,
which equaled 14 %. Table 1 shows these firms, i.e. UHY Hacker Young, BDO
and Grant Thornton. Correspondingly, the Big Fours” market concentration

equaled 86 % during the targeted period.

11 11 companies * 8 years = 88 financial years
88 financial years - 12 financial years not available = 76 financial years
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4.1.1 Table 1

[Indicator 1 & 2 | = Non-audit service provided to audit clients
= No non-audit service provided to audit clients

Company 2014 2013 2012 2011 2010 2009 2008 2007
BOOKER GROUP PLC KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | Deloitte/KPMG
CONVIVIALITY PLC GT GT
CRAWSHAW GROUP PLC KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | UHY Hacker Young
GREGGS KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG KPMG
MCCOLL'S RETAIL GROUP PLC Deloitte | Deloitte
SAINSBURY PwC Pwc PwC PwC PwC PwC PwC PwC
SNACKTIME PLC BDO BDO BDO BDO GT GT GT GT
SSP GROUP PLC KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG KPMG
TESCO PwC PwC PwC PwC PwC PwC PwC PwC
OCADO GROUP PLC PwC PwC PwC PwC PwC PwC PwC PwC
MORRISON(WM.)SUPERMARKETS | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG | KPMG KPMG
BOOKER GROUP PLC Deloitte resigned in 2007, KPMG reappointed in 2015.
CONVIVIALITY PLC GT reappointed in 2015.
CRAWSHAW GROUP PLC KPMG reappointed 2015.
GREGGS KPMG PLC auditor for more than 20 years, KPMG LLP appointed in 2015.
MCCOLL'S RETAIL GROUP PLC Deloitte LLP auditor since 2006 (9 years), Deloitte LLP reappointed in 2015.
SAINSBURY PWC auditor since 1995 (20 years), EY appointed in 2015.
SNACKTIME PLC BDO reappointed in 2015.

KPMG auditor since 2006 (9 years), was reappointed in 2015. Deloitte is
SSP GROUP PLC

internal auditor.
TESCO PWC auditor since 1983 (32 years), Deloitte appointed in 2015.
OCADO GROUP PLC PW(; auditor since 2001(14 yefars),. Deloitte is remuneration comittee’s

advisers. Plans to change auditor in 2017.
MORRISON(WM.)SUPERMARKETS |KPMG auditor for a number of years, PWC appointed in 2015.

Table 1 further reveals the auditor tenure. No information about auditor tenure
was found for Morrison Supermarkets and Convivality PLC, and therefore only
nine companies were included. Three out of nine companies had changed
auditor the past seven years. These companies were Booker Group PLC,
Crawshaw Group PLC and Snacktime PLC. For the remaining six companies the

result showed that for three companies!?, the auditor had officiated between

12 McColl’s Retail Group PLC, SSP Group PLC, Ocado Group PLC
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nine to 14 years while in the other three companies!3, the same auditor had
served for at least 20 years. Tesco’s auditor PwC belongs to the latter,

representing the longest auditor tenure of this sample, i.e. 32 years.

Summing up, the auditor tenure exceeded the threshold of seven years in six out
of nine companies. Out of the six companies that exceeded the threshold, four4
of them announced to alter their auditor in 2015. According to the companies’
annual reports, the rotation process was partially due to the new regulatory
requirements in 2014. Companies that planned to switch auditor by 2015 either
declared that the new auditor would be one of the Big Four, or it had not
disclosed the new auditor. The other two companies that exceeded the threshold
but did still not switch auditor by 2015, SSP Group PLC and Ocado Group PLC,

operated on a dual audit basis, i.e. two audit firms were hired instead of one.

4.2 Indicator 3

Table 2 and 3 presents the percentage of non- audit fees (NAF) in relation to
total fees. In 16 financial years, the data was not available and was therefore not
included; these years are marked in black in Table 3. Table 2 shows that NAF
exceeded 18,5 % of total fees in 56 out of 72 financial years!¢ over the period
2007 - 2014. Out of these 56 financial years, 16 indicated that NAF were higher
than audit fees (AF). Comparing with all companies, McColl“s Retail Group PLC
was the only company obtaining a higher amount of NAF than AF over the
entire targeted period, which is displayed in Table 3. Findings further showed
that NAF was completely absent only in 1 out of 72 financial years; this was
Ocado Group PLC that did not purchase any NAS in 2008. Moreover, the results
showed that in 16 financial years, NAF amounted to 18,5 % or less. There was
however not a single company that obtained NAF, in relation to total fees, that
consisted of 18,5 % or less throughout the years 2007 - 2014, which is

demonstrated in Table 3. The mean of NAF for the entire period amounted up to

£ 549k.

13 Greggs, Sainsbury, Tesco

14 Greggs, Sainsbury, Tesco, Morrison Supermarkets

15 To see collected data, see Appendix D

16 ((8 years * 11 companies) — 16 where no information was found)) = 72 financial years
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4.2.1 Table 2

Non-Audit Fees / Total Fees

o 80 72
8 60
> 40
g 40
c
8 20 16 16
i 0
0
0-18,5% 18,6-49% 50-99% 100% Total
Percentage
4.2.2 Table 3
2014 2013| 2012| 2011( 2010| 2009| 2008|2007
Booker Group PLC NAF/TF 33%| 73%| 40%| 25%| 40%| 25%| 71%| 50%
Convivality PLC NAF/TF 78%| 13%
Crawshaw Group PLC NAF/TF 23%| 25%| 25%| 28%| 44% 21%
Greggs NAF/TF 26%| 24%| 37%| 31%| 42%| 34%| 25%| 27%
McColl's Retail Group PLC | NAF/TF 58%| 80%| 85%| 80%
Sainsbury NAF/TF 8%| 10%| 11%| 20%| 38%| 53%| 47%| 36%
Snacktime PLC NAF/TF 17%| 17%| 31%| 15%| 14%| 15%| 6S%| 4%
SSP Group PLC NAF/TF 74%| 22%| 38%| 38%
Tesco NAF/TF 46%| 359%| 35%| 27%| 21%| 42%| 36%| 45%
Ocado Group PLC NAF/TF 11%| 16%| 20% 8%| 96% 7% 0%| 15%
Morisson Supermarkets |NAF/TF 25%| 45%| 54%| 46%| 59%| 53%| 38%| 57%
Mean Non-Audit Fee 5435

The development of NAS provision to audit clients in the years 2007 - 2014 did

not follow any clear pattern in the sense that the amount fluctuated quite

rapidly from year to year. This is seen in Table 3. Not a single company

experienced a stable decrease of NAS in each and every financial year. However,

in six out of 11 companies?’, the aggregated provision of NAS during the years

2007 - 2014 decreased. The opposite situation was present in the remaining five

17 Booker Group PLC, Greggs, McColl’s Retail Group PLC, Sainsbury, Ocado Group PLC,

Morrison Supermarkets
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companies'8, where the companies” absolute NAS provision had increased on

an aggregated basis.

4.3 Indicator 49

Table 4 and 5 reveals the provision of tax-services in relation to non-audit
services. Tax-services were involved in the provision of NAS in 58 out of 72
financial years, as shown in Table 4. The total amount of tax-services in relation
to the total amount of NAS was 36 % as shown in Table 5. Table 5 further
presents that each of the 11 companies received NAS in form of tax-services at
least once during 2007 - 2014. Ocado Group was the only company that received
tax-services once during the targeted period (2007). Table 5 also displays that
tax-services were provided in most of the financial years, and in 10 financial
years tax-services constituted all of NAS. There was no visual pattern of
decreasing/increasing tax-services over the years among the companies except
from one. Tesco was the company that showed a decreasing amount of tax-
services received from its statutory auditor, from receiving an amount of 92 % of

NAS in 2007 to 13 % in 2014.

In 36 out of 72 financial years, the tax percentage of NAS was over 50 %. 25 out
of 72 financial years received a tax/NAS-ratio between 0 % and 18,5 %.

Summing up, the tax/NAS-ratio exceeded 18,5 % in 47 financial years.

18 Convivality PLC, Crawshaw Group PLC, Snacktime PLC, SSP Group PLC, Tesco
19 To see collected data, see Appendix E
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4.3.1 Table 4

Tax-Services / Non-Audit Services
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4.3.2 Table 5
2014| 2013 2012 2011 2010] 200S8| 2008| 2007
Booker Group PLC Tax/NAF 50%| 13%| 0%| 0%| 0%| 0%| 40%| 100%
Convivality PLC Tax/NAF 7%| 100%
Crawshaw Group PLC Tax/NAF 75%| 54%| 50%| 54%| 100% 50%
Greggs Tax/NAF | 90%| 88%| 93%| 92%| 97%| 94%| 94%| 77%
McColl's Retail Group PLC |Tax/NAF | 323%| 30%| 11%| 16%
Sainsbury Tax/NAF | 100%| 100%| 0%| 0%| 0%| 67%| 71%| 60%
Snacktime PLC Tax/NAF 70%| 70%| 40%| 100%| 100%| 100%| 5%| 11%
SSP Group PLC Tax/NAF 9%| 50%| 80%| 60%
Tesco Tax/NAF | 13%| 17%| 24%| 44%| 36%| 30%| 67%| 92%
Ocado Group PLC Tax/NAF 0%| 0%| 0%| 0% 0% 0% 0%|100%
Morisson Supermarkets Tax/NAF 50%| 20%| 259%| 17%| 10%| 38%| 100%| 85%
Tot tax/tot NAS 36%

4.4 Indicator 5 2°

Table 6 and 7 presents revenues from non-audit services to audit clients in
relation to total revenue. It also presents revenues from clients they do not

audit. Table 8 shows the division of the different revenue-sources. KPMG’s data

20 To see collected data, see Appendix F
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for non-audit revenue (NAS-revenue) between the years 2010 — 2014 was not

divided in terms of NAS from audited and non-audited clients and was therefore

not included.

441 Table 6
Ratios
30 27 28
S 19
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©
.g 15
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Tz ° 0 0 1 1 g
1-18,5% 18,6 -49 % 50-99 % Total
Percentage

Audit services/Total revenue
NAS-revenue from audited clients/Total Revenue

NAS-revenue from non-audited clients/Total Revenue

In 19 out of 23 financial years, NAS-revenue from audited clients was lower than
18,5 % as seen in Table 6. Respectively, NAS-revenue from audited clients
exceeded 18,5 % only in four financial years. NAS-revenue from audited clients
was never above 50 % of total revenue. On the contrary, NAS-revenue from non-
audited clients was in 23 out of 23 financial years higher than 18,5 % of total

revenue.
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44.2 Table7

2014 2013 2012 2011 2010 2009 2008

Audit Services/Total Revenue 22% 23% 23% 24% 24% 24% 59%

Deloitte NAS to audit clients/Total Revenue 7% 8% 8% 9% 10% 9% 17%
NAS to non audit clients/ Total Revenue 71% 69% 69% 67% 66% 67% 24%

Total NAS/Total Revenue 78% 77% 77% 76% 76% 76% 41%

2014 2013 2012 2011 2010 2009 2008

Audit Services/Total Revenue 26% 27% 26% 27% 29% 28% 26%)

KPMG

NAS to audit clients/Total Revenue N.A N.A N.A N.A N.A 17% 18%)

NAS to non audit clients/ Total Revenue |N.A N.A N.A N.A N.A 55% 57%|

Total NAS/Total Revenue 74% 73% 74% 73% 71% 72% 75%

2014 2013 2012 2011 2010 2009 2008

Audit Services/Total Revenue 23% 23% 29% 30% 30% 28% 29%)

Ernst & Young

NAS to audit clients/Total Revenue 25% 25% 12% 13% 13% 14% 19%)

NAS to non audit clients/ Total Revenue 52% 52% 59% 57% 57% 58% 52%|

Total NAS/Total Revenue 77% 77% 71% 70% 70% 72% 71%

2014 2013 2012 2011 2010 2009 2008

Audit Services/Total Revenue 22% 23% 24% 24% 25% 25% 26%

PwC

NAS to audit clients/Total Revenue 13% 14% 14% 16% 16% 18% 21%

NAS to non audit clients/ Total Revenue 64% 64% 62% 60% 59% 56% 54%

Total NAS/Total Revenue 77% 78% 76% 76% 75% 74% 75%

In 21 out of 23 financial years the Big Fours’ audit service revenue (AS-revenue)

was higher than NAS-revenue from audited clients, as shown in Table 7.

Correspondingly, only two out of 23 financial years had a NAS-revenue received

from audited clients that was higher than AS-revenue. This was Ernst & Young

in the financial years of 2013 and 2014. However, total NAS-revenue from both

audit- and non-audit clients were in 27 out of 28 financial years higher than the

total AS-revenue, as shown in Table 7. Deloitte was the only company that

showed higher AS-revenue than NAS-revenue in 2008.
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443 Table 8

AS-revenue
22%

NAS-revenue
from audited

13% clients

. NAS-revenue

from non-audited
clients

As NAS-revenue from both audit- and non-audit clients amounted up to £ 40
305m, and AS-revenue equaled £ 13 786m, NAS constituted 78 % of total

revenue from audit- and non-audit clients as seen Table 8.
5 Analysis

5.1 Indicator1 & 2

The results for indicator one showed that NAS were provided to audit clients in
99 % of the financial years, implying that a self-interest threat was present in
nearly 100 % of the financial years during 2007 - 2014. Hence, the first indicator
was linked to auditor independence threat. The pervading provision of NAS to
audit client was in no way surprising, but rather expected, due to the fact that
the sample consisted of Public Interest Entities. PIE’s are required to follow
certain laws and regulations that often are complex, which makes external
assistance in form of NAS necessary in order to cope with the requirements
correctly. The findings were consistent with the previous research made by
Quick et al. (2007) who reported that 96 % of public listed firms purchased NAS
in 2001. Moreover, the study aimed to examine the provision of NAS to audit
clients between the years 2007 - 2014; however, according to the findings and
Quick et al. (2007), the result strongly suggested that the provision of NAS to

audit clients was prominent even in years prior to 2007.

27



Indicator one further presented that the appointed auditor was one of the Big
Four in 65 out of 76 financial years. Therefore the market concentration for the
Big Four had a market share of 86 % during 2007 - 2014, entailing that hiring
one of the Big Four was in most cases preferable. This result was well consistent
with EU’s average market share of the Big Four in 2010, corresponding to 90 %
(Le Vourc’h & Morand, 2011). The high market concentration could be due to
the Big Fours” reputation. This because, according to Le Vourc’h & Morand
(2011), their reputation makes the audit more credible. Another reason for
making it advantageous to appoint one of the Big Four is that they, in opposite
to many other audit firms, offer a wide-range of non-audit services. This was
highlighted by Firth (1997) who concluded that hiring one of the Big Four was
linked to purchasing more NAS from that auditor as they offered services that
smaller audit firms were incapable of. The statement is highly concordant with
the findings in this study, again pointing to the NAS to audit clients-ratio of 99
%. However, something that speaks against the Big Four is the opinion that NAS
could harm the “perception” of auditors” independence, stressed by Bogle
(2005). The study also aimed to give a hint of whether the prohibition of NAS
to audit clients in PIE s would have any effect on the market concentration in
the UK. The result indicated that the companies in this sample were in favor of
appointing another one of the Big Four in 2015 and thereby, the market
concentration is likely to remain the same. Thus, the European Commission’s
(2010) purpose to flatten the audit market concentration among audit firms will
not be fulfilled seen from this perspective. This is because the concentration
problem may have been approached from a wrong angle; as long as companies
want the big audit firms as auditors, prohibiting NAS will not change the market
concentration. This is an indirect and uncertain approach to flatten the audit

market, whereas a direct approach is needed.

The results for indicator two showed that only three of nine companies had
switched audit firm the last seven years. Accordingly, the other six companies
exceeded the threshold of seven years, pointing to a familiarity and self-review
threat. Therefore, auditor independence was threatened in the majority of the
companies with respect to auditor tenure. The literature emphasized that NAS

contributes to an economic relationship between the client and the auditor,
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which may reduce auditors’ objectivity in a negative way (Schneider et al.,
2006). The Tesco-scandal can be used to demonstrate the severe familiarity-
and self-review threat risk that is associated to extensive auditor tenure. This is
due to the fact that PwC, which had been the Tesco’s appointed auditor for 32
years, failed to provide an objective opinion of Tesco’s financial statements in
several periods. With that scandal in mind, it falls naturally to speculate about
whether other companies in the food retail- and wholesale industry have,
anytime throughout the years, experienced anything similar. These questions
were particularly targeted at Sainsbury, given that the company hired PwC for

20 years before changing in 2015.

Overall, the companies seem to be well aware of, and ready to adapt to the
upcoming mandatory rotation rule that will be in force in the summer of 2016.
The four2! companies that announced to alter their auditor in 2015 referred to
the new audit framework as a reason for the rotation. However one of these
companies, Greggs, announced to change their current auditor KPMG PLC,
which had been appointed for over 20 years, to KPMG LLP. KPMG limited
liability partnership (KPMG LLP) is owned by KPMG Europe LLP, and KPMG
public limited company (PLC) is in turn owned by KPMG LLP. KPMG PLC is the
auditor of almost all PIE’s audited by KPMG in Great Britain (FRC, 2014).
Discussions may arise of whether this replacement can be classified as a fair and
acceptable rotation of statutory auditor, since the same head-audit firm, KPMG,
will still audit the client. SSP Group PLC and Ocado Group PLC exceeded the
threshold but did still not switch auditor by 2015. They operated on a dual basis
and were therefore not tied to the mandatory rotation rule of 10 years
(European Commission, 2014). Consequently, it is probable that these
companies will be least affected by the rule. For the remaining companies in this
sample, the legislation is likely to generate a comprehensive change when the
rotation rule comes into force. Noticeable is that several companies in the
sample have already been affected by the rule, given that three companies have

changed their statutory auditor the last seven years. This would probably not

21 Greggs, Sainsbury, Tesco, Morrison Supermarkets
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have been the scenario if the new regulation did not require it, considering the

long history of auditor tenure prevalent in this study.

During the years 2007 — 2014 the provision of NAS had not only been recurrent,
but also extensive. Based on this, the prohibition of certain NAS will most likely
have an impact on PIE’s in the near future. When in need of certain services
included in the black list for instance, companies must from 2016 and onwards
inquire another external party apart from their auditor. The high demand of
NAS means that companies will be forced to work parallel and cooperate with
both their statutory auditor and another external consultant (often another

audit firm) on a regular basis.

5.2 Indicator 3

The results for indicator three, non-audit fees in relation to total fees, showed
that the threshold of 18,5 % was exceeded in 56 out of 72 financial years. This
indicated a high self-interest threat and thereby auditor independence is of
great risk. Further the evidence showed that NAF was in fact higher that AF in
16 financial years. There was not a single company that obtained NAF, in
relation to total fees, that consisted of 18,5 % or less over all financial years. This
supported the expectation that non-audit services are probably an important
source of income for audit firms in the UK. The fact that 56 financial years
exceeded the threshold was not very astonishing, referring to the study made by
Firth (1997). He concluded that hiring one of the Big Six firms was linked to
purchasing more NAS, which partially was due to the broad range of services
offered by them. Several studies, including Quick et al. (2007), demonstrated
that NAS is often higher than audit services. Therefore it was not surprising that
in 16 out of 72 financial years, the companies received more non-audit services

than audit services.

For six22 companies, the findings showed a decrease in the aggregated amount

of NAS to audit clients during 2007 - 2014. For five2s companies the result

22 Booker Group PLC, Greggs, McColl’s Retail Group PLC, Sainsbury, Ocado Group PLC,
Morrison Supermarkets
23 Convivality PLC, Crawshaw Group PLC, Snacktime PLC, SSP Group PLC, Tesco
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indicated the opposite, i.e. the aggregated amount had instead increased. Given
that the provision of NAS had varied greatly from year to year, the result
suggests that the companies have not pursued in taking any active actions to
reduce the amount of NAS obtained from their auditors. Thus, this finding
contradicts with Bogle (2005) who argued that the provision of NAS had a
negative effect on auditors” perception of independence. It also opposes Jensen
and Meckling’s (1976) claim, demonstrating that managers would naturally
control the amount of non-audit services in order to enhance the perception of
independence. According to the findings of this study, neither the auditors nor
the companies seem to have taken any proactive actions in order to decrease the

amount of joint provision of NAS and audit services.

Furthermore, the findings presented that the mean of non-audit fees
corresponded to £ 549k between the years 2007 - 2014 compared with £ 326,3k
per audit customer in the early 1990s. Even though these numbers were not
completely comparable, it still showed that the demand for NAS was
significantly higher today than for two decades ago. One reason for this striking
development might be the comprehensive laws and regulations implemented by
EU, as well as U.S. through e.g. the Sarbanes-Oxley Act, the past 10-15 years as a
reaction to the financial crises. Thus the laws and requirements were often
complex, implying that companies demand for NAS had increased. These
requirements have mainly addressed the issue of NAS through the
implementation of disclosure policies. However, this has probably not been

enough considering the high amount of NAS to audit clients in this study.

5.3 Indicator 4

Tax-services were provided in form of NAS in 58 out of 72 financial year, which
implies that tax-services are an important part of NAS. Ocado Group PLC was
the only company that received tax-services from their statutory auditor only
once throughout 2007 - 2014. However, it received “other services/not specified
services” during 2009 - 2014, and as of 2008 no information was found. It is
possible to imagine that tax-related services could have been included in these

financial years; it depends on how companies choose to set up their accounts.
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As the Tesco-scandal raised questions about PwC’s independence, an interesting
observation was Tesco’s decreasing tax-services from 92 % in 2007 to 13 % in
2014. The difference in Tesco’s tax-service provision was large, however the
amount of NAS did almost remain the same over this period. Table 5 showed
that NAS was 45 % in 2007 and 46 % in 2014. This could have been a method to
beautify Tesco’s financial statements, where it looks like tax-services were
reduced. However, since the total amount of NAS did not decrease over the
period, it is reasonable to assume that tax-services were provided, only
accounted for in other terms. Doyle et al., (2009) stated that tax practice is a
hazardous environment to operate in. Yancey (1996) had similar reasoning
claiming that tax-service involvements generate roughly 50 % of all defaults
claims by auditors. Risky factors connected to tax engagements was also
emphasized by Shaefer and Zimmer (1998), who showed that 48 % of new
default claims were due to tax-service commitments. With this information at
hand combined with the Tesco-scandal and tax figures, tax-services may indeed
be a risky service (perhaps the most crucial one) for statutory auditors to
provide to their audit clients when it comes to jeopardizing auditor

independence.

The findings further indicated that tax-services probably affect independence.
Tax-services in particular are a discussed topic and there are studies showing
both positive (Kinney et al., 2004) and negative connections to auditor
independence (Doyle et al., 2009). 47 out of 72 financial years were provided
with tax-services equal to or above 18,5 %, implying a possible self-interest
threat and thereby a threat to independence. These numbers also concluded tax-
services as a direct important part of NAS and indirect important part of income

for audit firms.

Tax-services in the UK amounted to 26 % of total non-audit and non-accounting
services by 2009 (Le Vourch & Morand, 2011). In this study, tax-services
amount up to 36 % of total non-audit services indicating a high tax-service rate
for the food retail- and wholesale industry. Parkas and Venable (1993) classified
tax as recurring non-audit service. The results from the findings also indicated

tax as recurring since it was included in NAS 58 out of 72 financial years.
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Tax- and legal services are included in the black list (European Parliament & the
Council, 2014). Due to the high tax provision found in this study, the
prohibition of this type of NAS will cause a decrease in tax-services and thereby
NAS from statutory auditors. However, European Member States can refrain
from the black list to provide specific tax and valuation services, if these are
irrelevant and have no direct impact on the audited financial statements
(European Commission, 2014). Interesting is what “direct impact on the audited
financial statement” actually implies and in what way this impact will be
measured. History has proved that an impact is not recognized until there is a
crisis or scandal such as Enron or the Tesco scandal (Sikka 2009; Financial
Times 2014). As previous studies have shown, it is hard to confirm that NAS has
an impact on auditor independence (Schneider et al., 2006; Bogle 2005) and
different studies have shown different results. Imaginable is that tax-services
would still be a part of NAS provided by statutory auditors to audit clients.
Another aspect of the possibility of refraining some services from the black list
is that the degree of provision of tax- and valuation services are likely to vary

between Member States as they are probable to define the “impact” differently.

5.4 Indicator 5

The findings revealed that NAS-revenue from audited clients amounted to less
than 18,5 % in 19 out of 23 financial years. Hence, 19 financial years had no
indication of self-interest threat. However, the total NAS-revenue from both
audited and non-audited clients was higher than AS-revenue for the Big Four in
27 out of 28 financial years. This indicated that self-interest threat was

prevalent and that NAS is an important source of income.

By the early 1990s, all Big Six firms except from one, earned more money from
non-audit services than audit services (Gwilliam & Teng, 2014). The same
situation was present in this study. The Big Four earned more money from non-
audit services than they did from audit services. As of the year 2009, UK
experienced a 3 % rise in non-audit and non-accounting services, which
amounted up to 64 %. Accounting services encountered a 3 % decrease and were

36 % during the same period (Firth, 1997). NAS in this study equaled 78 % of
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total revenue and the audit service equaled only 22 % of total revenue. The
increasing trend of NAS and decreasing pattern in audit services in the United

Kingdom seems to have continued during 2007 - 2014 according to this study.

The findings showed that NAS-revenue from audit clients was smaller than AS-
revenue in 21 out of 23 financial years. This result did not necessarily indicate
much at all. The limitation in this observation lies within the difficulty of
knowing exactly how much NAS- and AS-revenue was received from each and
every audit client. Also, all audit-clients do not automatically buy NAS from
their auditors; these are only presumptions. The issue with NAS related to
independence is when it is too high, related to the audit services from the same

audit client, that it risks to impair independence.

Davis et al., (1993) conducted a study indicating that companies buying NAS
from their auditors pay a larger amount for audit services in comparison to
companies that do not buy NAS from their auditors. If this research is accurate,
independence will be harder to measure than it generally is. This is a way of
maximizing audit revenue compared to non-audit revenue in a way that
beautifies the figures in the financial statement. Charging more for audit
services when providing NAS will automatically look like less NAS have been
provided to the same audit client, because the difference between AS- and NAS-
revenue will be larger than what would be the case if audit fees would remain
stable. Audit firms are concerned about the firm’s reputation (Asare et al,,
2005), and charging more for audit service than normally when NAS is provided
is a way of protecting the reputation. As for the audit clients’ financial
consolidated statements, the auditors will again be protected because of the
same above mentioned reasons. This kind of behaviour gives rise to agency
costs, which is the effect of maximization of self-interest by the agent at the

expense of the principal (Jensen & Meckling, 1976).

The prohibition of NAS might result in a decrease in NAS-revenue from audit
clients; however there is a possibility that NAS-revenue from non-audit clients
among the Big Four will increase. There are therefore no expectations for a

decrease in total revenue as a result of the prohibition. For audit clients, it is
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conveniently to purchase NAS from their statutory auditor. If this possibility is
taken away, the probability of hiring another audit firm of the Big Four for non-
audit services is rather high when viewing the results from indicator one (most
companies appoint the Big Four). This may further lead to the market
concentration becoming even more concentrated among the Big Four. The
prohibition will probably not affect the Big Four’s revenue in a negative manner,
as they can increase the charge of both AF and NAF, and there is a probability
that they will be hired more for only NAS-work. This scenario might lead to that
some audit firms split into two firms where one becomes a pure audit firm,

while the other focuses solely on the provision of NAS.

5.5 Agency Theory & the Role of Auditors — Ethical and Social Issues

Within the agency theory, the audit client (principal) appoints the auditor
(agent) to express an opinion about the financial statements. The financial
statements are eventually prepared by the company’s chief manager, in which
the auditor will have an opinion on. It seems evident that the auditor would not
want to damage the relationship by criticizing the audit client who pays the
auditor (Ashbaugh , 2004). This is an ethical and social issue, which might
cause the auditor to impair independence and not give an objective opinion.
These issues arise when auditors want to gratify their clients in order to attain
the economic relationship (Ashbaugh, 2004). According to DeAngelo (1981),
when the economic relationship between the auditor and audit client grows, so

does the auditor’s inducements to jeopardize independence.

The benefits of the agency relationship are the legal procedures in which obliges
audit firms to disclose certain information. The audit clients on the other hand,
are also obligated to disclose information about their operation with the
auditors (Ianniello, 2010). The auditor is hired for the sake of the shareholders,
due to the information asymmetry between manager and owners. If there were
no agency costs in agency relationships or information asymmetry, there would

be no need for an auditor (Jensen & Meckling, 1976).
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6 Conclusion

This study has investigated the effect of non-audit services on auditor
independence, and the importance of non-audit services as a source of income
for audit firms in the UK. The findings showed that in 99 % of the financial
years, companies purchased non-audit services from their statutory auditor.
This concludes a high rate of self-interest threat. The appointed auditor was one
of the Big Four in 65 out of 76 financial years, which indicated that companies
tend to believe that hiring one of the Big Four will make the audit more reliable.
The results further implied that auditor tenure exceeded the threshold of seven
years in six out of nine companies. This concludes a high possibility of

familiarity- and self-review threat.

Non-audit fees in relation to total fees surpassed 18,5 % in more than half of all
financial years, pointing to a high self-interest threat. Likewise, tax-services in
comparison to non-audit services were higher than 18,5 % in the majority of the
financial years. This implies that tax-services are probably the most hazardous
kind of non-audit service. The Big Four’s NAS-revenue from audit clients in
relation to total revenue was almost constantly below the threshold of 18,5 %,
which indicated low degrees of self-review threats. However when considering
total NAS-revenue, the findings showed that in all financial years except from

one, NAS-revenue surpassed AS-revenue by far.

Summarizing, the findings reported high degrees of self-interest, self-review
and familiarity threats in all indicators. Therefore this study concludes that the
jointly provision of audit- and non-audit services potentially causes impairment
of auditor independence. However, it does not confirm that non-audit services
are associated with impairment of auditor independence. It also concludes that

non-audit services are an important source of income for audit firms.
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8 Appendences

8.1 Appendix A

1.

Article 5
Prohibition of the provision of non-audit services

A statutory auditor or an audit firm carrying out the statutory audit of a public-interest entity, or any member of the network to which

statutory auditor or the audit firm belongs, shall not directly or indirectly provide to the audited entity, to its parent undertaking or to its control
undertakings within the Union any prohibited non-audit services in:

(a)
®

the period between the beginning of the period audited and the issuing of the audit report; and

the financial year immediately preceding the period referred to in point (a) in relation to the services listed in point (g) of the seco
subparagraph.

For the purposes of this Article, prohibited non-audit services shall mean:

(a)

tax services relating to:
(i) preparation of tax forms;
(ii) payroll tax;
(iii) customs duties;

(iv) identification of public subsidies and tax incentives unless support from the statutory auditor or the audit firm in respect of su
services is required by law;

(v) support regarding tax inspections by tax authorities unless support from the statutory auditor or the audit firm in respect of su

(®)
(©
@
(e)

®
(®

(h)

inspections is required by law;
(vi) calculation of direct and indirect tax and deferred tax;
(vii) provision of tax advice;
services that involve playing any part in the management or decision-making of the audited entity;
bookkeeping and preparing accounting records and financial statements;
payroll services;

designing and implementing internal control or risk management procedures related to the preparation and/or control of financ
information or designing and implementing financial information technology systems;

valuation services, including valuations performed in connection with actuarial services or litigation support services;
legal services, with respect to:

(i) the provision of general counsel;

(ii) negotiating on behalf of the audited entity; and

(iii) acting in an advocacy role in the resolution of litigation;

services related to the audited entity's internal audit function;
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(i)  services linked to the financing, capital structure and allocation, and investment strategy of the audited entity, except providing assurance
services in relation to the financial statements, such as the issuing of comfort letters in connection with prospectuses issued by the audited
entity;

(j) promoting, dealing in, or underwriting shares in the audited entity;
(k) human resources services, with respect to:

(i) management in a position to exert significant influence over the preparation of the accounting records or financial statements which
are the subject of the statutory audit, where such services involve:

—  searching for or seeking out candidates for such position; or
— undertaking reference checks of candidates for such positions;
(ii) structuring the organisation design; and
(iii) cost control.

2. Member States may prohibit services other than those listed in paragraph 1 where they consider that those services represent a threat to
independence. Member States shall communicate to the Commission any additions to the list in paragraph 1.

3. By way of derogation from the second subparagraph of paragraph 1, Member States may allow the provision of the services referred to in
points (a) (i), (a) (iv) to (a) (vii) and (f), provided that the following requirements are complied with:

(a) they have no direct or have immaterial effect, separately or in the aggregate on the audited financial statements;

(b) the estimation of the effect on the audited financial statements is comprehensively documented and explained in the additional report to the
audit committee referred to in Article 11; and

(c) the principles of independence laid down in Directive 2006/43/EC are complied with by the statutory auditor or the audit firm.

4. A statutory auditor or an audit firm carrying out statutory audits of public-interest entities and, where the statutory auditor or the audit firm
belongs to a network, any member of such network, may provide to the audited entity, to its parent undertaking or to its controlled undertakings
non-audit services other than the prohibited non-audit services referred to in paragraphs 1 and 2 subject to the approval of the audit committee after
it has properly assessed threats to independence and the safeguards applied in accordance with Article 22b of Directive 2006/43/EC. The audit
committee shall, where applicable, issue guidelines with regard to the services referred to in paragraph 3.

Member States may establish stricter rules setting out the conditions under which a statutory auditor, an audit firm or a member of a network to
which the statutory auditor or audit firm belongs may provide to the audited entity, to its parent undertaking or to its controlled undertakings non-
audit services other than the prohibited non-audit services referred to in paragraph 1.

5. When a member of a network to which the statutory auditor or the audit firm carrying out a statutory audit of a public-interest entity belongs
provides any of the non-audit services, referred to in paragraphs 1 and 2 of this Article, to an undertaking incorporated in a third country which is
controlled by the audited public-interest entity, the statutory auditor or the audit firm concemned shall assess whether his, her or its independence
would be compromised by such provision of services by the member of the network.

If his, her or its independence is affected, the statutory auditor or the audit firm shall apply safeguards where applicable in order to mitigate the
threats caused by such provision of services in a third country. The statutory auditor or the audit firm may continue to carry out the statutory audit
of the public-interest entity only if he, she or it can justify, in accordance with Article 6 of this Regulation and Article 22b of Directive
2006/43/EC, that such provision of services does not affect his, her or its professional judgement and the audit report.

(European Parliament & the Council, 2014).
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8.2 Appendix B

Non-audit services Threats to iIndependence™

lmemdaucitservms,speudywlmﬂmelmolve

urcing substantially all of the internal audit function
mmeaudiﬁmamemcimmmnepeﬁommu v v
placing significant reliance on the internal audit work
performed.
Services involving the design, provision or implementation of
information technology systems which are important to any
significant part of the accounting system or preparation of the v v
financial statements.

Valuation (including actuanial) services where the resulting v N
valuations have a material effect on the financial statements.

Tax services in cases where the audit firm provides a significant

portion of the dient’s tax planning and compliance work, or

tax work that results in calculations likely to be used in the v v

preparation of accounting entries that are material to the

financial statements.

Tax services that result in the auditor (or firm) acting as an

advocate for the dlient in an appeals court or tribunal in

relation to a matter that is material to the financial statements v v
or an audit judgment.

Corporate finance services (including taking responsibility

for dealing in, underwriting or promoting shares) and

other transaction-related services (such as due diligence v v v
investigations and investigations of the tax affairs of possible

acquisitions or disposals).

Recruitment and remuneration where such services involve

the audit firm taking responsibility for appointing a director

or employee, for recruiting a person to a key management J

position, or providing advice on the remuneration of a

director or key management position of the client.

Litigation support services that involve the audit firm

estimating the likely outcome of a pending legal matter that N

could be material to an amount or other disclosure in the

financial statements.

Legal services that involve the audit firm acting as the client’s

solicitor, representing the client in the resolution of a dispute N 4
or litigation which is material to an amount or other disclosure

in the financial statements.

(Porter et al., 2014).
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8.3 Appendix C

Company

BOOKER GROUP
CONVIVIALITY PI
CRAWSHAW GRi
DAIRY FARM INT
GREGGS
JARDINE MATHE
LENTALTD
MAGNIT PJSC
MCCOLL'S RETAI
MORRISON(WM
OBTALA RESOUF
OCADO GROUP
O'KEY GROUP S#
SAINSBURY(J)
SNACKTIME PLC
SSP GROUP PLC

Group

Sector

5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers
5337 Food & Drug Retailers

Sub sector

Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers
Food Retailers & Wholesalers

Country of incorporation

GB
GB
GB
BM
GB
BM
VG
RU
GB
GB
GG
GB
LU
GB
GB
GB

TOTAL PRODUCE 5337 Food & Drug Retailers Food Retailers & Wholesalers |E

X5 RETAIL GROU 5337 Food & Drug Retailers Food Retailers & Wholesalers NL

8.4 Appendix D

Indicator 3

C £k 2014 2013 2012 2011 2010 2009 2008 2007
Audit Fees
For the company & consolidates statements 100 100 100 100 100 100 100 100
Audit of subsidary companies 400 200 200 200 200 200 100 200
Tot AF 500 300 300 300 300 300 200 300
Non-audit fees
Accounting and bookkeeping serv.

BOOKER GROUP PLC Taxation and legal services 100 100 200 300
Corporate finance and business recovery 700 300
Business and management consultancy
Other services/not spec. services 100 200 100 200 100
Tot NAF 200 800 200 100 200 100 500 300
TF 600 1100 500 400 500 400 700 600
NAF/TF 33% 73% 40% 25% 40% 25% 71% 50%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit Fees
For the company & consolidates statements 40 17|
Audit of subsidary companies 10
Audit related assurance service 4
Tot AF 44 27,
Non-audit fees
CONVIVIALITY PLC Accounting and bookkeeping serv.

Taxation and legal services 11 4
Corporate finance and business recovery 102
Business and management consultancy
Other services/not spec. services 41
Tot NAF 154 4
Total fees 198 31
NAF/TF 78% 13%
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£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit Fees
For the company & consolidates statements 15,15 14 13,6 12,5 12,5 23|
Audit of subsidary companies 20 20| 20 18,5 12,5
Audit related assurance service
Tot AF 35,15 34 33,6 31 25 23
Non-audit fees
CRAWSHAW GROUP PLC  |Accounting and bookkeeping serv.
Taxation and legal services 8,075 7,5 7 6,5 19,5 3
Corporate finance and business recovery
Business and mar 1t consultancy 2,625 6,3 7 5,5
Other services/not spec. services 3|
Tot NAF 10,7/ 13,8 14 12 19,5 6|
TF 45,85/ 47,8 47,6 43 44,5 29
NAF/Total fees 23%) 29%) 29% 28% 44% 21%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit Fees
For the company & consolidates statements 140 149 149 157 153 179 178 165
Audit of subsidary companies 5)
Audit related assurance service
Other services persuant to legislation 3] 3| 3| 3| 3| 3| 7|
Audit of pension schemes' accounts 7| 6) 7| 7| 7| 9 9 11|
Audit of previous year's accounts 30
Tot AF 147 158 159 167 193 191 190! 188
SREGGS Non-audit fees
Accounting and bookkeeping serv.
Taxation and legal services 46) 44 86 70 137 94 58 54
Corporate finance and business recovery
Business and management consultancy
Other services/not spec. services 5 6| 6| 6 4 6 4 16
Tot NAF 51 50 92 76] 141 100! 62 70
TF 198 208 251 243 334 291 252 258
NAF/TF 26% 24% 37% 31% 42% 34% 25% 27%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit Fees
For the company & consolidates statements 20 20 20 20
Audit of subsidary companies 154/ 130 125 120
Audit related assurance service 48
Other services persuant to legislation
Tot AF 222 150/ 145 140
MCCOLL'S RETAIL GROUP PLC|Non-audit fees
Accounting and bookkeeping serv.
Taxation and legal services 101 174, 92| 93|
Corporate finance and business recovery 175 384 722 442
Business and management consultancy
Other services/not spec. services 36 24 3 30
Tot NAF 312 582 817 565
TF 534/ 732 962 705
NAF/TF 58% 80% 85% 80%
Company £k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 300 200 200! 200! 200! 200! 300! 400
Audit of subsidary companies 600 500 500! 500! 500! 500 400 400
Audit related assurance services/pursuant tg 200 200 100 100 100 100 100 100
Total AF 1100 900 800 800 800 800 800 900!
Non-audit fees
SAINSBURY Accou_ming and bookke_eping serv.
Taxation and legal services 100 100 - 600 500! 300
Corporate finance and business recovery
Business and mar 1t consultancy
Other services/not spec. services 100 200 500! 300! 200! 200!
Total NAF 100! 100! 100 200 500 900! 700! 500!
TF 1200 1000 900 1000 1300 1700 1500 1400
NAF/TF 8% 10% 11% 20% 38% 53% 47% 36%
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£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 25 21 20 11 10,5 5 12,5 -
Audit of subsidary companies 76,6 73,5 53,5 71,5 17,75 12, 14,5 13,35
Total AF 101,6) 94,5 73,5 82,5 28,25 17| 27| 13,35
Non-audit fees
rETTTET Accounting and bookkeeping serv.
Taxation and legal services 14,42 14 13,25 15| 4,75 3] 3 0,056
Corporate finance and business recovery 50,885
Business and management consultancy
Other services/not spec. services 6,18 6 20 6,386 0,473
Total NAF 20,6 20 33,25 15 4,75 3| 60,271 0,529
TF 122,2 114,5 106,75, 97,5 33| 20 87,271 13,879
NAF/TF 17% 17% 31% 15% 14% 15% 69% 4%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 200 100 100 100
Audit of subsidary companies 600 600 700! 700
Total AF 800 700 800 800
Non-audit fees
e Accou'nting and bookke_eping serv. :
Taxation and legal services: tax compliance § 200 100! 400 300
Corporate finance and business recovery 2100 -
Business and management consultancy
Other services/not spec. services - 100 100 200
Total NAF 2300 200 500 500 0] 0
TF 3100 900 1300 1300
NAF/TF 74% 22% 38% 38%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 800 800 700 600 600 600 600 600
Audit of subsidary companies 3500 3800 3900 3700 3600 3200 2600 2500
Audit related assurance services 1200 - - - - - - -
Total AF 5500 4600 4600 4300 4200 3800 3200 3100
Non-audit fees
TESCO Accounting and bookkeeping serv.
Taxation and legal services: tax compliance g 600 500 600 700 400 800 1200 2300
Corporate finance and business recovery 100 1300 300 200
Business and management consultancy: IT 400 300
Other services/not spec. services 4100 2400 1500 600 600 600 300 -
Total NAF 4700 2900 2500 1600 1100 2700 1800 2500
TF 10200 7500 7100 5900 5300 6500 5000 5600
NAF/TF 46% 39% 35% 27% 21% 42% 36% 45%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 60) 48 45 47 40 90| 65 85
Audit of subsidary companies 212 162 153 162 - - - -
Total AF 272 210 198 209 40| 90 65 85
Non-audit fees
e T Accounting and bookkeeping serv.
Taxation and legal services - - 15
Corporate finance and business recovery 975 U
Business and management consultancy: IT
Other services: Advisory support 35 40 49 19| 108 -
Total NAF 35 40 49| 19 1083 7| - 15
TF 307 250 247 228 1123 97 65 100/
NAF/TF 11% 16% 20% 8% 96% 7% - 15%
£k 2014 2013 2012 2011 2010 2009 2008 2007
Audit fees
For the company & consolidates statements 400 400 400 500 400 400 400 600
Audit of subsidary companies 200 200! 200! 200 200 200 200 200
Audit related regulatory reporting 100 100 200 200
Total AF 600 600 600 700 700 700 800 1000
Non-audit fees
MORRISON(WM.) Aocotfn(ing and bookke.eping se.rv. i
Taxation and legal services: advisory service: 100 100 200 100] 100 300 500 1100
Corporate finance and business recovery
Business and management consultancy:
independent project assurance in respect of 100 200 400 500 900 500 - 200
Other services/not spec. services 200 100
Total NAF 200 500 700 600 1000 800 500 1300
TF 800 1100 1300 1300 1700 1500 1300 2300
NAF/TF 25% 45% 54% 46% 59% 53% 38% 57%
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8.5 Appendix E

Indicator 4

Company £k 2014 2013 2012 2011 2010 2009 2008 2007
Tax 100 100 200 300
BOOKER GROUP PLC Total NAF 200 800 200 100 200 100 500 300
Tax/NAF 50% 13% a0%|  100%
CONVIVIALITY PLC Tax 11,0 4.0
Total NAF 154 4
Tax/NAF 7% 100%
Tax 8,075 7.5 7 6.5 195 3
CRAWSHAW GROUP PLC Total NAE 10,7 338 1 12 195 5
Tax/NAF 75% 54% 50% 5a%| _ 100% 50%
Tax 6 & 86 70 137 34 58 54
GREGGS Total NAE 51 50 52 76 Tal 100 52 70
Tax/NAF 50% 88% 93% 92% 97% 94% 94% 77%
. Tax 101 174 32 33
MCCOLL'S RETAIL GROUP PLC Total NAE EFY) 582 820 565
Tax/NAF 32% 30% 11% 16%
Tax servicd 100) 100 0 of o 600 500 300
SAINSBURY Total NAF 100 100 100 200 500 300 700 500
Tax/NAF 100%]  100%|N.A. NA. 0 67% 71% 60%
Taxservicd 14,42 | 1325 15 4,75 3 3| 0036
R Total NAF 20,6 20 3325 15 4,75 3| e0271] 0529
Tax/NAF 70% 70% a0%|  100%| 100%|  100% 5% 11%
SSP GROUP PLC Tax servicq 200 100 400 300
Total NAF 2300 200 500 500
Tax/NAF 9% 50% 80% 50%
TESCO Tax servicd 500 500 500 700 400 800 1200 2300
Total NAF 7700 2900 2500 1600 1100 2700 1800 2500
Tax/NAF 13% 17% 24% 44% 36% 30% 67% 92%
Tax servicg 1] 1] 4] 1] 1] 1] 15
OCADO GROUP PLC Total NAF 35 40 49 19 1083 7 1
Tax/NAF |N.A. N.A. N.A. N.A. NA. N.A. 100%
MORRISON(WM.)SUPERMARKETS | 12x5ervicd 100 100 200 100 100 300 500 1100
Total NAF 200 500 700 500 1000 800 500 1300
Tax/NAF 50% 20% 29% 17% 10% 38%|  100% 85%
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8.6 Appendix F

Indicator 5
£m 2014 2013 % 2012 %
Revenue
Audit and directly related services 556 22% 576 23% 542 23%
Deloitte NAS to audited companies 182 7% 158 8% 177 8%
NAS to non-audited companies 1811 71% 1741 69% 1610 69%
Total 2543 100% 2515 100% 2328 100%
NAS to audited companies / AS 32% 35%) 35%
1993 78% 77% 77%
£m 2014 2013 % 2012 %
Revenue
Audit and directly related services 4395 26% 481 27% 469 26%
NAS (to both audited and non audited companies) 1379 74% 1301 73% 1305 74%
KPMG - -
NAS to audited companies
NAS to non-audited companies
Total 1874 1782 100% 1774 100%
NAS to audited ¢ / AS
£m 2014 2013 % 2012 %
Revenue
Audit and directly related services + other assurance 550 23% 507 23% 478 25%
Ernst & Young | NAS to audited companies 605 25% 555 25%. 157 12%
NAS to non-audited companies 1263 52% 1166 52% 956 59%
Total 2418 100% 2228 100% 1631 100%
NAS to audited ies / AS 110% 109% 41%
£m 2014 2013 % 2012 %
Revenue
Audit and directly related services 571 22% 552 23% 570 24%
PwC NAS to audited companies 332 13% 331 14% 348 14%
NAS to non-audited companies 1636 64% 1553 64% 1483 62%
Total 2539 100% 2436 100% 2411 100%
NAS to audited companies / AS 58% 60% 61%
2011 % 2010 % 2009 % 2008 % Total
510 24% 476 24% 462 24% 363 55% 3485
185 5% 1585 10% 181 5% 108 17% 10547
1403 67% 1282 66% 1326 67% 148 24%
2058 100% 1553 100% 1569 100% 619 100%
38% 42% 38% 30% 303%
76% 76% 76% 41%
2011 % 2010 % 2009 % 2008 % Total
456 27% 468 25% 455 28% 427 26% 3251
1251 73% 1134 71%
282 17% 250 18%
889 55% 935 57% 8766
1707 100% 1602 100% 1626 100% 1652 100%
62% 68% 270%
2011 % 2010 % 2009 % 2008 % Total
444 30% 403 30% 383 28% 368 25% 3133
185 13% 183 13% 156 14% 242 15% 8630
836 57% 770 57% 804 58% 672 52%
1465 100% 1356 100% 1383 100% 1282 100%
42% 45% 51% 66% 275%
2011 % 2010 % 2009 % 2008 % Total
547 24% 548 25% 558 25% 571 26% 3917
363 16% 358 16% 406 18% 457 21% 12362
1371 60% 1287 55% 1235 56% 1188 54%
2281 100% 2153 100% 2203 100% 2216 100%
66% 65% 73% 80% 316%
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