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After the recent publication of the UK white paper 
on audit and corporate governance reforms, the 
FT invited Sir Jon Thompson, chief executive of 
the Financial Reporting Council, to discuss the 
implications for non-executive directors. The event, 
chaired by Dan Thomas, the FT chief business 
correspondent, was the inaugural meeting of the FT 
Board Director Forum. In this discussion, Thompson 
gave his thoughts on issues including the reform of 
the FRC, a UK version of Sarbanes-Oxley, the future 
of the Big Four accounting firms and why London 
remains a great place to raise capital. Here are the 
highlights of the event.

Why audit and corporate governance reforms  
are needed now
Thompson said reform was needed because of the 
issue of high-profile corporate failures such as British 
Home Stores, Patisserie Valerie and Carillion; the poor 
quality of corporate audits (25 per cent do not meet 
international standards, according to the FRC), and 
the popularity of “aggressive accounting” as once 
practised by Enron, the defunct US energy company.

Three reviews and a white paper: there is no 
shortage of recommendations
Thompson spoke of the work done by business 
leaders and regulators. In 2018 the Department for 
Business, Energy & Industrial Strategy commissioned 
three independent reviews. These were the Sir John 
Kingman review, in which the chair of Legal & General 
focused on the FRC and made 80 recommendations; 
one by the Competition and Markets Authority, which 
made four recommendations for the statutory audit 
services market, and the Sir Donald Brydon review, in 
which the chair of Sage made 60 recommendations 
over the quality and effectiveness of audits.
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Since his arrival at the FRC, Thompson has busily implemented many of the recommendations: 35 have been 
delivered “in full or thereabouts” and 50 are being implemented. If the FRC is to put in place the remaining 
recommendations, legislation will be needed – hence the white paper.

What needs to change
Thompson said the three main areas for change were standards and compliance in companies, greater transparency 
among auditors and the restructuring of the FRC’s work. 

From FRC to Arga, the creation of a powerful regulator
The Kingman Review recommended replacing the FRC with the Audit, Reporting and Governance Authority (Arga). 
That work has begun with the focus on the regulatory framework as well as scope and governance. Thompson wants 
to ensure that the regulator can be effective.

To explain the challenge, Thompson mentioned a listed business that was sent “a sharply worded letter” because it 
was “largely non-compliant” with the principles of the governance code. The company said: “Fine, we’ll come off the 
capital market and go into the private market.” At that point he realised that the FRC could “identify a company that’s 
not well run” but did not “have any powers to force them to raise standards”.

It is time for non-executive directors to be properly accountable — and properly rewarded too
Thompson said he was keen on seeing a version of the Sarbanes-Oxley Act in the UK. This is a US law introduced 
after the Enron scandal “to enhance corporate responsibility and financial disclosures and combat corporate and 
accounting fraud”. In particular, Thompson wants to see that directors carry liability for their decisions. He said that 
after a corporate failure, people too often asked “Where were the auditors?” when they should be asking: “Where was 
the board?”. He said: “It is the board that made the decision, for good or evil, which led to the situation.”

In particular, Thompson thought that directors on audit committees should be held to a higher standard. They should 
be required to devote more time to non-executive tasks and to take on greater risk.

Commentators have queried if this will reduce the appeal of being a non-executive, especially as they can instead 
focus on private companies, where scrutiny is less. In response, Thompson said non-executives might have to work 
for, say, six days a month. If they were to receive a salary of £100,000, then many people might be willing to serve on 
corporate boards (especially since non-executives can take up to three directorships).

The UK’s regulations may be about to get tougher but companies will still want to be listed in London
Thompson acknowledged that London might be less appealing as a place to access public capital. “I guess you could 
argue that it makes us slightly less attractive at the margin,” he said. On the other hand, Thompson said that Lord 
Hill, who has conducted a review on the attractiveness of London Stock Exchange, was “perfectly content” with the 
proposals, and that the UK is  “catching up”. A UK version of Sarbanes-Oxley would put the country level with the US, 
Spain and Japan.
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Non-executive roles in private companies may no longer be cushy
Thompson said that while there should be “some differential” between companies that want to access public capital 
and those that don’t, big private companies that have a significant role in society, with large numbers of employees, 
suppliers, investors and pensioners, should be held to a high standard of accounting and corporate governance. He 
said: “We are just as concerned about the largest privately owned company as we are about those in the FTSE 350.”

Questions from the audience

Is there a risk that greater scrutiny will crush entrepreneurial spirit and innovation?
Thompson acknowledged that “there is a tension” between regulation and innovation, with the danger that regulation 
tilts the balance in favour of bureaucracy. He said however: “Let’s be clear, when a board is spending money it’s 
spending my pension money, it’s spending your pension money and it’s spending everyone else’s pension money, 
because it is largely that which is funding companies one way or another. Accountability comes with that.”

If non-executive directors are to be made more liable personally for the decisions of the board, how important 
is it that they receive mandatory training?
Thompson said he was “not a great fan of mandatory training”, and that “we’d like diverse boards with a range of 
different skills”. Having said this he added that “it is really important that non-executive directors keep up with 
current thinking in relation to, say, technology”. Finance, too, even if they are not experts. He said: “Do you need a 
passing understanding of how finances work? Yes, I think you do. Your level of knowledge doesn’t need to be the 
same as the chief finance officer or the audit committee chair or the audit committee members, but you need to at 
least understand what they are talking about.”

How culpable is the FRC for recent corporate scandals? 
Thompson said: “When you ask me a ‘yes’ or ‘no’ question, the answer is ‘yes’.” He said reform was underway but he 
did not expect Arga to begin work until 2023. Read the FT’s write up of the event here. 

Will the reforms tackle the challenges presented by the dominance of the Big Four accounting firms?
Thompson said the reforms “will not make a significant difference in the short term” to the Big Four – Deloitte, EY, 
KPMG and PwC. He said they were “too big to fail”.

He said the solution was to build back some of the other “challenger” firms. He recalled the days when the Big Four 
was the Big Eight. “What we need to do is focus on the capacity and capability of five to seven,” he said. Over time he 
hoped they would be able to “compete for bigger audits”.

Thompson said he was keen on seeing a version of the Sarbanes-Oxley Act in the UK. This is a US law introduced 
after the Enron scandal “to enhance corporate responsibility and financial disclosures and combat corporate and 
accounting fraud”. In particular, Thompson wants to see that directors carry liability for their decisions. He said that 
after a corporate failure, people too often asked “Where were the auditors?” when they should be asking: “Where was 
the board?”. He said: “It is the board that made the decision, for good or evil, which led to the situation.”
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To reach that point, he believes the “shared audit” is a practical option since it allows smaller firms to collaborate with 
one of the Big Four without taking joint responsibility for all liabilities. He noted that the “joint audit” was popular 
in France but French liability laws were different, with auditors’ liabilities capped. In the UK such liabilities were 
“uncapped, unlimited” and there was little interest in changing these rules, which are designed to protect investors.

He said the CMA would review the market in five years to see if there has been any shift in the dominance of  
the Big Four.

Will there be more reforms once the current recommendations have been acted on?
Thompson said he was keen to develop consistent rules in relation to the reporting of a company’s environmental, 
social and governmental (ESG) effect. Right now, he said, there was “no international consensus”. He did not think 
new legislation would be required but new rules could be incorporated into the existing corporate governance code, 
which is on “a three-year revision cycle”.

A video of the event can be viewed on-demand here.
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