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Dear Mr Hodge,

Financial Reporting Council — Revisions to the UK Corporate Governance Code and Guidance on Audit
Committees

Introduction

We are the Quoted Companies Alliance, the independent membership organisation that champions the
interests of small to mid-size quoted companies. Their individual market capitalisations tend to be below
£500m.

The Quoted Companies Alliance is a founder member of Europeanlssuers, which represents over 9,000 quoted
companies in fourteen European countries.

The Quoted Companies Alliance Corporate Governance Expert Group has examined your proposals and advised
on this response. A list of members of the Expert Group is at Appendix A.

Response

We welcome the opportunity to respond to this consultation from the Financial Reporting Council regarding
the revisions to the UK Corporate Governance Code and Guidance on Audit Committees.

Effective Company Stewardship

Proposed revisions to Section C of the Code and the Guidance on Audit Committees, including whether the
right balance has been struck between changes to the Code (which is subject to ‘comply or explain’) and the
Guidance (which is not).

As regards the balance between revisions to the Code and the Guidance (in that the Guidance, as pure
guidance, should not be subject to comply or explain) the balance towards the Guidance including greater
substantive detail seems appropriate, in light of our comments below regarding the potential administrative
burden that the changes will impose.
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Whether the proposed revisions to Section C of the Code achieved the desired effect and if not, how they
might be improved.

As regards the revised wording in paragraph C.1.3, whilst the intention may be good in principle, it seems that
the approach to be taken by directors in achieving the objectives outlined in the bullet points is likely to be
fairly uniform. Therefore the basis for considering that they have achieved these objectives is likely to be
similar in every case.

Accordingly, the most likely way in which directors would seek to comply with this provision is by the inclusion
of more ‘boilerplate’ type provisions within the annual report. This is counter to other initiatives, including
those of the FRC, with regard to ‘cutting clutter’ within annual reports.

The revised provision C.3.2 effectively extends the remit of the audit committee to include the accountability
for the whole annual report. We believe that the integrity of a company’s annual report should be the
responsibility of the entire board. While the board may task the audit committee to carry out this assessment,
the Code should not be prescriptive on this matter, nor should it take the accountability away from the board
as a whole.

With regards to the proposed amendments to C.3.7, it is appreciated that scrutiny of the auditor is essential to
the audit committee’s role. However a separate section of the audit report describing the work of the
committee and in particular an assessment of the effectiveness of the external auditor arguably goes too far in
shifting the onus of responsibility for the annual report from the board to the audit committee.

In particular, an assessment of the effectiveness of the external auditor such as would be required for
publication in an annual report, would in all likelihood require companies to engage external consultants to
assist in providing such an assessment or lead to the inclusion of further standard “boilerplate” sections. The
results would be either the administrative burden would be considerable, or there will be a reliance on
standardised clauses - neither of which seems desirable.

Transitional arrangements

Whether the transitional arrangements outlined in a consultation documents are workable and whether
there are any alternative arrangements that should be considered. Any data or the frequency of pattern
tendering of FTSE 350 companies will also be very welcome.

Limiting the general requirement for tendering for audit services to FTSE 350 companies in the first instance is
welcome. The transitional arrangements seem reasonable.

A clear concern for small to mid-size quoted companies would be the additional administrative burden of
requiring a tender process and loss of familiarity with the company’s operations potentially impairing added
value business advice within the audit context. This should be balanced with the benefit expected to be derived
from the measure, particularly in context of the existing requirement for partner rotation.

In addition, we would note that this proposal is also under consideration in the European Parliament with the
review of the Statutory Audit Directive and potential introduction of the Regulation on Statutory Audit for
Public Interest Entities. As such, we would caution against introducing any new aspects on this in the UK
Corporate Governance Code ahead of the conclusion of this review. The result may be that companies will have
to comply or explain on this for one year and the next be required to adopt another regime. Consistency in the
regulatory environment is essential, especially for small to mid-size quoted companies that have limited
resources internally to manage multiple changes.

The quality of explanations




Whether it would be helpful to identify the features of a meaningful explanation in the introduction to the
Code and, if so, whether the proposed edition correctly identifies those features.

With regard to paragraph 3 of the Section “Comply or Explain”, the suggestion that an explanation should
indicate whether the deviation from the Code’s provisions is limited in time and if so, when the company
intends to return to conformity with the Code’s provisions does not accord with the ‘comply or explain’
principle. An appropriate explanation is conformity with the Code’s provisions. Therefore a requirement to
make such a statement will be unduly burdensome in the case of derogations which have been decided upon
for good reasons and intended to be permanent.

Other proposed changes

Views on other proposed changes.

As regards the new wording in paragraph 8 of the Preface to the revised Code, we can see no reason why
listening to the concerns of bond investors, insofar as these are relevant to a company’s overall approach to
governance, should not be encouraged by the Chairman.

We would be very welcome to attend a meeting to further consider any of these points if it would be useful.

Yours sincerely,

T«

Tim Ward
Chief Executive
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