
Financial Reporting Council

November 2015

Feedback Statement and Impact
Assessment on Consultation on
Providing Assurance on Client 
Assets to the Financial Conduct
Authority

Audit and Assurance

Feedback Statement and Impact Assessment

Financial Reporting Council
8th Floor
125 London Wall
London 
EC2Y 5AS

+44 (0)20 7492 2300

www.frc.org.uk

IA and FS Cover.qxd  10/27/2015  11:25 AM  Page 1



The FRC is responsible for promoting high quality corporate
governance and reporting to foster investment. We set the
UK Corporate Governance and Stewardship Codes as well
as UK standards for accounting, auditing and actuarial work.
We represent UK interests in international standard-setting.
We also monitor and take action to promote the quality 
of corporate reporting and auditing. We operate independent
disciplinary arrangements for accountants and actuaries,
and oversee the regulatory activities of the accountancy 
and actuarial professional bodies.

The FRC does not accept any liability to any party for any loss, damage or 
costs howsoever arising, whether directly or indirectly, whether in contract, 
tort or otherwise from any action or decision taken (or not taken) as a result 
of any person relying on or otherwise using this document or arising from 
any omission from it.

© The Financial Reporting Council Limited 2015
The Financial Reporting Council Limited is a company limited by guarantee. 
Registered in England number 2486368. Registered Office:
8th Floor, 125 London Wall, London EC2Y 5AS

IA and FS Cover.qxd  10/23/2015  2:55 PM  Page 2



November 2015

Feedback Statement and Impact

Assessment on Consultation on

Providing Assurance on Client

Assets to the Financial Conduct

Authority

Financial Reporting Council





Contents

Page

1 Introduction 3

2 Responses to the consultation 5

3 Impact Assessment 13

Annex 1 – Respondents to the consultation 15

Financial Reporting Council 1



2 Feedback Statement and Impact Assessment (November 2015)



1. Introduction

1.1 The United Kingdom has a large number of financial services firms that may hold client
money or custody assets belonging to their clients (referred to collectively in this
Document as ‘‘Client Assets’’). Client Assets are held by, among others, Investment
Businesses, Insurance Intermediaries and Debt Management Companies. The
magnitude of client asset holdings is very high, with 1,500 investment businesses
holding in excess of £100 billion of client money and £11 trillion of custody assets.

1.2 The Financial Services and Markets Act 2000 (FSMA 2000) together with other
legislation such as the Companies Act 2006 provide the statutory framework for the
obligations of firms and auditors in respect of client assets. FSMA 2000 permits the
Financial Conduct Authority (FCA) to have rules requiring a firm to appoint an auditor and
to impose ‘‘other duties’’ on the auditor of the firm. The duty of an auditor to prepare and
submit a Client Assets Report to the FCA is such an ‘‘other duty’’.

1.3 The FCA’s Supervision Manual (SUP rules) may require the auditor to prepare a
Reasonable Assurance Client Assets Report or a Limited Assurance Client Assets
Report. A firm need not appoint its statutory auditor to be its CASS auditor; however, in
most cases where a Client Assets Report is prepared, it is done by the statutory auditor.

1.4 In 2010, the Auditing Practices Board of the FRC concluded that, although ultimately the
development of CASS Assurance Standards may be desirable, it would be expedient, for
two principal reasons, to develop guidance for CASS auditors:

. Guidance could be prepared and issued without the formal consultation process
that the issuance of a Standard requires; and

. The FRC was aware that the FSA was to undertake an extensive review of the
Client Asset Regime and that the outcome of such a review might have a significant
effect on the nature of the Assurance Standards that the FRC should issue.

1.5 In October 2011 the FRC issued Bulletin 2011/2 ‘‘Providing Assurance on Client Assets
to the Financial Services Authority’’ and in March 2013 issued Bulletin 3 ‘‘Providing
Assurance on Client Assets to the Financial Services Authority (Supplement addressing
the use of Third Party Administrators)’’.

1.6 In 2014, the FRC concluded that it would now be appropriate to develop an Assurance
Standard for CASS assurance engagements, in accordance with the FRC’s ‘Framework
for the development of Standards, Statements of Practice, Codes and Guidance’. In May
2015, the FRC consulted on an Exposure Draft of a new Assurance Standard, setting out
the requirements applicable to the audit of client assets, and reporting thereon to the
FCA. The development of the Standard was in response to a series of well-publicised
cases regarding the safe-keeping of client assets, and a comprehensive revision of the
client assets regime by the FCA.

1.7 The FRC’s objectives in developing an Assurance Standard to supersede the extant
guidance are to:

. Improve the quality of CASS audits;

. Adequately support and challenge CASS auditors when undertaking CASS
engagements and, in particular, to define the nature and extent of the work effort
required for both reasonable assurance and limited assurance CASS engagements
without undermining the importance of the CASS auditor’s judgment;

. Support the objectives of the FCA’s Client Asset regime regarding the effective
safekeeping of client assets and client monies and in particular to guard against
systemic failure of the CASS regime;
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. Manage the expectations of:

(a) The management of firms that hold client assets; and

(b) Third party administrators

when they engage a practitioner to provide assurance to the FCA on client assets
that they handle or account for;

. Support the effective training of CASS auditors by both the accounting bodies and
other training organisations;

. Help to establish realistic expectations regarding the integrity of the UK Client Asset
Regime with the beneficial owners of client assets; and

. Underpin the effectiveness of the FRC’s enforcement and disciplinary activities with
respect to CASS assurance engagements.
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2. Responses to the consultation

2.1 The consultation period closed on 31 July 2015. 17 responses were received from:

Audit firms – 10

Professional bodies – 3

Investors – 1

Other stakeholders – 31

Copies of all the responses are available on the FRC website at: https://www.frc.org.uk/
Our-Work/Publications/Audit-and-Assurance-Team/Consultation-Providing-Assurance-
on-Client-Assets/Responses-to-consultation.aspx. A list of respondents is given in the
Annex. A summary of the main points raised in the responses received to the questions
asked is given below.

Specific questions asked in the consultation

Q1: Will the proposed standard achieve its objectives – do you believe that
the proposed standard will meet the objectives set out in paragraph 19 of the
introduction, and in particular, improve the quality of client asset assurance
engagements? If not, why not?

2.2 We received a range of responses in respect of this question – several challenging
whether it would be possible to fully achieve the FRC’s objectives without significantly
expanding the guidance for auditors carrying out CASS audits. A number of respondents
questioned the status of the Contextual Material, published along with the Exposure
Draft, and called for the inclusion of guidance material from FRC and APB bulletins to be
included in the text of the Standard itself. Questions were also raised about the balance
in the Standard between those requirements that will be of benefit to the regulator, and
the desire on the part of some respondents that the Standard should also deliver benefits
for the regulated firm being subject to the CASS audit, and those responsible for its
governance, for instance, by making recommendations to improve the internal control
environment.

2.3 Some respondents questioned (as they also did in response to question 4) whether the
Standard expanded the scope of work required beyond that necessary to assess a
regulated firm’s compliance with the CASS rules – there were particular concerns about
references in the Standard to ‘other applicable rules’. These comments also linked to
concerns being expressed by a number of the respondents, that the work effort required
under the new Standard will increase, which may also impact on the cost of CASS
engagements, and potentially impact on competition for these engagements should
those currently providing CASS assurance services decide to withdraw from the market.

2.4 Specific reference was made to the status of the CMAR (Client Money and Assets
Return) and whether the requirements in relation to the CMAR should be guidance rather
than mandatory, as the purposes of the report may be inconsistent with the needs of a
CASS audit.

2.5 One firm raised a question in respect of the objective to manage the expectations of the
management of firms holding client assets, and also the expectations of third-party
administrators when they engage a practitioner to provide assurance to the FCA on client
assets. Without a way of raising awareness of the requirements of the Standard, and its

1 This includes the Investment Association, which responded on behalf of regulated firms.
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implications for CASS audits, it may be difficult to achieve this objective, as firms and
third-party administrators may not understand the FRC’s reasons for issuing the
Standard.

FRC Response

2.6 In developing a Standard to replace earlier FRC and APB guidance, the FRC issued for
consultation a principles-based document. For this very reason, it will not contain
extensive guidance, although much of the material contained in our earlier bulletins has
been updated and is included in the Contextual Material at the back of the Standard.
Contextual Material is persuasive and not prescriptive and compliance with it is
encouraged to improve the quality of auditing and assurance work. Given the feedback
received on the proportionality of the requirements (covered at question 4), we have had
to strike a balance on the content of the Standard. We note that the responses from
investors and a majority of the professional bodies considered that the objectives could
either be achieved, or achieved with the aid of a small number of changes, which we
have addressed in the final version of the Standard.

2.7 The FRC has considered the concern raised by some respondents that the reference to
‘other applicable rules’ poses a risk that the scope of any assurance engagement goes
beyond that of assessing compliance with the FCA’s CASS rules. However, we consider
the reference to be a normal requirement of the standard-setting process to encourage
the auditor to think about any requirements that may apply when planning the assurance
engagement. If the professional judgment of the auditor is that consideration of no further
rules is required, then this should be documented in the audit file. As part of our
consideration of all of the responses received to the consultation exercise, we have
made a number of drafting adjustments in the final standard.

2.8 With regard to the status of the CMAR – the FRC’s requirements are that the CMAR
should be considered by the auditor as an additional source of information, to support the
auditor’s understanding of the entity and its environment. There is no requirement in the
Standard to undertake any further work in respect of the CMAR.

Q2: Effective date – the proposed standard is effective for reports to the FCA
with respect to client assets covering periods commencing on or after 1
January 2016, with early adoption permitted. Do you believe that it would be
appropriate to mandate the application of the standard for earlier reporting
periods?

2.9 Nearly all respondents agreed with the FRC’s proposal that the Standard be effective for
reporting periods commencing on or after 1 January 2016. There was broad agreement
that this would allow appropriate time to update necessary audit firm guidance and
training material. A small number of respondents raised a caveat, that if the issuance of
the Standard were to be delayed, then the FRC should reconsider the effective date, to
ensure that audit firms have sufficient time to update their guidance and training material
to comply with the requirements of the new Standard.

2.10 One respondent suggested that the effective date should be 30 June 2016 to allow for
extra time to deal with the implementation of the Standard, and the required changes to
firm’s methodologies and guidance.

2.11 One respondent supported mandating the application of the Standard for earlier periods,
as it would deliver the intended objectives in an earlier reporting period.
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FRC Response

2.12 On the basis of the responses received, the FRC will make the standard effective for
periods starting on or after 1 January 2016, but will allow early adoption, should
practitioners choose to do so.

Q3: Content of the proposed standard – the proposed standard includes
within a single document requirements relating to: reasonable assurance
engagements; limited assurance engagements; special reports and non-
statutory client money trusts. Do you agree with including all requirements in
a single standard? If not, why not and what alternative structure for the
standard would you prefer?

2.13 All respondents to the consultation broadly endorsed the development of a single
standard which contains all of the requirements necessary for undertaking a CASS audit,
rather than separate pieces of guidance setting out the requirements for reasonable
assurance engagements, limited assurance engagements, special reports and non-
statutory client money trusts.

2.14 A minority of the respondents made recommendations to include additional guidance in
the Standard, and also to move guidance contained in the ‘Contextual Material’ section
into the body of the Standard itself, along with guidance contained in previous Bulletins2

issued by the APB and FRC which are superseded by this Standard (for instance on
training, how to assess culture in a regulated firm and on the characteristics required to
adopt an insolvency mindset). Some respondents also requested that the FRC include
specific material on Insurance Intermediaries (CASS 5) and Debt Management Firms
(CASS 11), as well as making reference to Mandates (CASS 8) and Collateral (CASS 3).

FRC Response

2.15 On the basis of the responses received, the FRC will issue a single, comprehensive
Assurance Standard to support practitioners in providing assurance to the Financial
Conduct Authority in respect of client assets.

2.16 The FRC has considered the feedback from a number of respondents where they have
recommended increasing the level of specific guidance contained in the body of the
Standard, and also clarifying its applicability to all types of CASS engagement. However,
the FRC is concerned that adding a significant amount of additional guidance would
significantly extend the length of the Standard, and fail to appropriately balance the
respective levels of requirements and guidance in the text. It would also dilute the focus
from clearly setting out and understanding the principles applicable to carrying out any
sort of CASS engagement, rather than providing detailed guidance for the various types
of CASS engagement that might be required. As a result, we concluded that further
engagement-specific guidance was not required beyond that referred to in the Contextual
Material referred to in paragraph 2.17.

2.17 The Contextual Material intended to support practitioners in undertaking CASS
engagements. Although not part of the Standard itself, the Contextual Material
provides the necessary background information, to support practitioners, and is
published alongside the Standard itself. Guidance is, therefore, available and can be
used by the auditor to inform his or her professional judgment applicable in the context of
client assets assurance work. Where respondents made technical drafting comments
which have clarified the text of the Standard and the Contextual Guidance, these have

2 Bulletins 2011/2 and 2013/3.
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been adopted in the final version for issue, and we have also incorporated additional
material from the extant FRC Bulletins.

Q4: Proportionality of requirements – the proposed standard contains a
combination of requirements and guidance. Do you consider the extent of
the requirements to be proportionate to client asset assurance
engagements? If not, why not?

2.18 Many of the respondents challenged the FRC over the balance in the Standard between
mandatory requirements and other guidance included in the text. However, a majority of
those respondents have suggested that the way to address this is through the inclusion
of further guidance, for instance on risk, testing procedures and sample sizes, evaluating
the culture of the registered firm, and the use of IT in a CASS engagement. A number of
respondents have also challenged the requirement to carry out walk through testing on ‘a
few’ items, rather than leaving this as a matter for the auditor’s professional judgment as
it is in other relevant standards.

2.19 For reasonable assurance reports, some respondents have suggested there is a risk
posed by having an extensive list of requirements, which might result in an auditor
following a process, rather than using their professional judgment to plan and carry out
the engagement.

2.20 Respondents also challenged the requirements set out in the Standard for limited
assurance reports to the FCA. A number considered them to be onerous given the lower
level of assurance to be provided, and questioned whether some of the requirements
could be altered to guidance.

FRC Response

2.21 As referred to in question 1 – the FRC is seeking to provide a proportionate, principles-
based Standard, rather than a methodology for carrying out CASS assurance
engagements. However, in developing the Standard the FRC has had to consider two
issues: the first being the specialised nature of the work, which as the Standard was
being developed was agreed by stakeholders to be complex and challenging; and the
second, namely that there have been a number of significant and high-profile failings in
this area, which the development of this Standard seeks to address. We have provided,
alongside the Standard, Contextual Material to support practitioners without adding
further requirements to the scope of the engagement.

2.22 For the reasons set out in paragraph 2.20, the FRC considers it important to be clear in
setting detailed requirements where this will support enhanced quality of CASS audits.
Our discussions with investors and with the regulator have confirmed that it is important
that compliance with CASS rules is examined and reported on in a way that will identify
non-compliance on the part of registered firms.

2.23 Having considered the responses received in this consultation, we have made some
revisions to the requirements, including altering examples in the text from bold
requirements to non-bold guidance. We have also made further clarifications to the
text, and to make the Standard consistent with other FRC Standards, removed the
reference setting out the number of walk through tests required, leaving this as a matter
for the auditor’s professional judgment.

Q5: The proposed Standard requires an Engagement Quality Control Review
to form part of all reasonable assurance engagements. Do you agree?
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2.24 A majority of the respondents to the consultation who commented specifically on this
question supported the requirement to have an Engagement Quality Control Review for
all reasonable assurance engagements.

2.25 However, a minority of respondents, including some who supported the overall
requirement, suggested that it risked not being proportionate, and that it should apply
only to those engagements that the auditor considered to be high risk. Some
respondents also argued that the requirement could make it difficult for small firms or
sole practitioners to comply, and therefore undertake CASS assurance engagements. A
further issue was raised about the nature and status of the reviewer within the firm
undertaking the assurance engagement.

2.26 A small number of responses challenged the FRC’s assertion that client asset
engagements are clearly in the public interest. The FRC considered that any failure,
on the part of a regulated firm, to operate appropriate segregation processes over client
funds as required by FCA rules has the potential to adversely affect funds held by
investors, businesses and other stakeholders including members of the public.

FRC Response

2.27 The FRC agrees with the majority of the respondents that the Engagement Quality
Control Review is an effective way of managing engagement risk, when issuing a
reasonable assurance report to the FCA as regulator. The requirement for a review
follows the FRC’s principles-based approach, and the Standard does not seek to set out
in detail exactly how the review is to be carried out, and by whom.

2.28 The FRC strongly believes assignments of this type to be in the public interest, but
wishes to clarify, to avoid any risk of misunderstanding, that this is not the same as the
entity holding client funds being designated a public interest entity in accordance with
Article 2 of Directive 2014/56/EU. However, it is important to consider these
engagements as being in the public interest, especially in the context of some of the
significant failings in the management of client assets that have been subject to
enforcement action by the FCA or the FSA.

2.29 Based on the responses to the consultation, the FRC proposes to retain the requirement
for an engagement quality control review for all reasonable assurance opinions. The
requirements set out in the Standard are not prescriptive in setting out the level or status
of the reviewer, which is a matter for the firm entering into the engagement.

Q6: Ethical Standards – the proposed Standard requires CASS auditors to
comply with FRC Ethical Standards for Auditors, and the ethical
pronouncements issued by the CASS auditor’s professional body – do you
agree with the proposal?

2.30 Around half of the respondents who commented explicitly on this question agreed with
the proposal that the FRC’s Ethical Standards for Auditors, and ethical pronouncements
issued by the auditor’s professional body, should be complied with when carrying out a
CASS assurance engagement.

2.31 Of those respondents that disagreed with the proposal, one respondent suggested that
independence was safeguarded by the provisions in the FCA’s Supervision Manual,
which considers an auditor to be independent if their appointment or retention is not in
breach of extant ethical guidance from the auditor’s recognised supervisory body.
Guidance issued by the auditor’s recognised supervisory body was considered by a
number of other respondents to be the appropriate ethical requirement to apply, and that
the FRC’s Ethical Standards are disproportionate (generally in their application to whole-
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firm issues for engagement of this type, and specifically where the engagement is carried
out by a smaller firm), and not designed for activities other than statutory audit. Those
respondents suggested that the requirements of the IESBA Code of Ethics should apply,
as the CASS Standard is based on the assurance framework set out in ISAE 3000
(Revised).

2.32 Some respondents set out the need for the auditor to be able to demonstrate
independence, even when the engagement does not concern the statutory audit of
financial statements.

FRC Response

2.33 Based on the responses received, the FRC will mandate the use of FRC Ethical
Standards for Auditors and ethical pronouncements issued by the auditor’s recognised
supervisory body when undertaking CASS audits. Ethical Standards cover more than just
auditor independence, and compliance with the Ethical Standards allows the auditor to
demonstrate full compliance with the IESBA code. Revisions required to the Ethical
Standards by the EU Audit Directive and Regulation have recently been issued for
consultation by the FRC, which propose that the Ethical Standards will be a single,
authoritative source of requirements on auditors for all audits, and those public interest
assurance engagements subject to assurance standards issued by the FRC. The FRC is
careful to not place requirements on practitioners that are unnecessarily burdensome,
and in considering the response to the consultation carefully, noted that the response we
received from a small practice did support our proposal to require compliance with Ethical
Standards issued by the FRC.

Q7: Requirements relating to the training of CASS auditors – the proposed
Standard includes specific requirements for the audit team to include staff
who have received training in the various aspects of CASS audits. Do you
agree that the Standard should include requirements for staff training? If not,
why not?

2.34 A clear majority of respondents supported the need for CASS auditors to have
appropriate training, whilst noting that this may take place in the form of on the job
training. Respondents expressed the view that training requirements should be
proportionate, and that experience of CASS work is also important in ensuring that the
engagement team is adequately skilled and resourced to be able to undertake the
engagement to the required standard. A number of the respondents suggested that the
FRC make clear the proportionality of training required to support reasonable assurance,
and limited assurance engagements respectively.

2.35 Some respondents suggested that additional guidance be included in the Standard to
explain what the training requirements might be to develop an ‘insolvency mind-set’ in
engagement teams. A further response suggested moving material on training from the
Contextual Material to the body of the Standard itself.

FRC Response

2.36 Based on the responses received, the FRC will retain within the Standard the need for
appropriate training to take place to ensure that the audit team is adequately skilled and
resourced to carry out the engagement. The FRC has made some drafting changes and
references to the text, including a clearer linkage to the guidance in the Contextual
Material, and expanding the Contextual Material to include further guidance on the
‘insolvency mindset’. However, we have not included additional guidance beyond this, as
we do not consider it appropriate for a principles-based standard, where the resourcing
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and execution of the engagement is a matter for the auditor to determine using their
professional judgment to comply with the requirements.

Q8: Communicating deficiencies in internal control to management and
those charged with governance – during the engagement, matters may come
to the CASS auditor’s attention which whilst not being Rule Breaches per se
are none the less of sufficient import to require reporting to both
management and those charged with governance. Do you agree with the
FRC’s approach? If not, why not?

2.37 This requirement was broadly supported by almost all of the respondents who explicitly
answered this question. Some of those respondents, however, challenged whether this
should be included as a requirement in the Standard rather remaining a matter for the
auditor’s professional judgment, and a small number of respondents suggested the
inclusion of more guidance on what should trigger such required reporting to
management and those charged with governance for CASS engagements. Included
within these recommendations were some suggestions as to how the reporting
requirement could be clarified.

2.38 Some responses identified that reporting to those charged with governance will allow the
CASS audit to be of much greater value to the audited entity, and offer an opportunity for
an entity to respond to weaknesses, even where these have not resulted in a breach of
FCA rules. Several respondents agreed that the nature of the communication between
CASS auditor and audited entity was a matter for those parties, and that there was no
need to consider expanding the content of the Standard to make this more explicit.

FRC Response

2.39 Based on the responses received, the FRC will maintain the requirements set out in the
exposure draft. The FRC has set out requirements at a ‘principles’ level, with the
execution of the requirement a matter for the auditor’s professional judgment. We have
reflected in the final version of the Standard some clarifications to the reporting
requirement.

Other matters raised in the responses received to the consultation

2.40 In addition to providing responses to the above questions, commentators raised some
other matters.

Terminology

2.41 A small number of the respondents questioned the use of the terminology ‘CASS audit’
and ‘CASS auditor’ given that the requirement is to carry out an assurance engagement.
A request was also made to include a definition of the qualifications required for an
individual to carry out CASS audit work.

FRC Response

2.42 As set out in the consultation document, and the glossary included in the Standard,
although these assignments are not audits of financial statements, the terms commonly
applied by those carrying out work do refer to audit, and therefore we feel it appropriate to
retain them. The requirement for a CASS audit is set out in the CASS Rules (SUP
3.10.5B G), which refers to the FRC’s Standard as the basis for the required audit work.
Both the rules and the Standard do not set out prescriptive qualifications, other than the
need for the assurance report to be signed by someone who has qualified as a statutory
auditor, with work carried out by a team containing individuals with appropriate skills and
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experience. We do not, therefore, consider it appropriate for the FRC to set further
requirements in this respect.

Wording of the Client Assets Report

2.43 A small number of respondents questioned the need to consult the FCA on changes to
the wording of the report prior to making them. In particular, two firms raised the need to
include ‘Bannerman type paragraphs’ without going through an FCA approval process in
advance.

FRC Response

2.44 In response to questions raised elsewhere in the consultation responses, we have
included, within the text of the Standard, details of an FCA weblink which contains up-to-
date guidance, including model audit reports. As the requirement to use those reports is
set out in FCA Rules, this is not a matter for the FRC to amend the requirements
accordingly.
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Impact Assessment

2.45 As published in its Regulatory Strategy, the FRC is committed to a proportionate
approach to the use of its powers, making effective use of impact assessments and
having regard to the impact of regulation on small enterprises. The FRC is a principles-
based regulator, and balances the need to minimise the impact of regulatory
requirements on business, while working to support the delivery of high-quality audit
and assurance work, to maintain investor and wider stakeholder confidence in audit.
Where decisions taken by the FRC result in additional cost, the FRC works to ensure that
those costs are outweighed by the resulting benefits that arise from those decisions,
recognising that benefits may not be quantifiable.

2.46 In developing the Client Assets Assurance Standard, the FRC has sought to provide
auditors with a framework to support high quality assurance engagements. In doing so it
has been necessary to set out the detailed requirements to provide assurance in respect
of a regulated entity’s compliance with the FCA’s CASS rules. Most of these
requirements already exist in the FRC’s existing guidance Bulletins3; however, a
series of well-publicised failures of the client asset regime in a number of entities, which
were not reported by the auditor to the regulator, demonstrate that the assurance regime
has not been working effectively and providing the required assurance in all cases.

2.47 Robust audit and assurance work protects funds held by investors. By identifying
weaknesses in internal control systems, and supporting improved compliance by
regulated firms, this Standard will support auditors in helping their clients to avoid
financial penalties resulting from failing to comply with the FCA’s rules. The FRC
anticipates that any costs arising from additional work required to audit an entity’s
compliance with the FCA’s CASS rules will ultimately be incurred by regulated
businesses through higher audit and assurance costs. However, there will be
significant offsetting benefits delivered through improved compliance with the FCA’s
regulatory framework, higher quality audit engagements, and greater confidence in the
client assets regime operated by registered firms. Improved quality may also generate
benefits by reducing the need for regulatory intervention, where there are failings in the
way in which client assets are held by registered firms.

2.48 The FCA has already consulted on the costs and benefits arising from the changes it has
made to the Client Asset Rules in response to earlier failures in regulated firms. The FRC
considers that there are two areas of additional cost that will result from the promulgation
of the Standard – a one-off implementation cost as audit firms update their
methodologies and guidance, and an ongoing cost of carrying out the audit as
required by the Standard. There will also be significant benefits accruing from enhanced
quality and greater investor confidence; however, it is not possible to quantify those
benefits for the purposes of this impact assessment.

2.49 Based on the FRC’s impact assessment on the implementation of the EU Audit
Regulation and Directive4, we estimate the costs of updating and familiarisation work to
be £5.03 million (gross) for the entire suite of auditing and ethical standards. We
therefore consider it appropriate to assess the costs relating to this one standard to be
20% of this amount or £1.06 million. Although this only relates to one standard, we have
allowed a higher cost to reflect the fact that practitioners will have to deal with a
completely new standard rather than an existing standard which has been subject to
incremental changes.

3 Bulletin 2011/2 ‘Providing Assurance on Client Assets to the Financial Services Authority’ and Bulletin 2013/3 ‘Providing

Assurance on Client Assets to the Financial Services Authority (Supplement addressing the use of Third Party Administrators’.
4 https://www.frc.org.uk/Our-Work/Publications/FRC-Board/Consultation-Enhancing-Confidence-in-Audit.aspx
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2.50 We believe that additional ongoing costs to comply with the Standard to be around half of
that amount each year, based on CASS work accounting for 5% of non-audit services
revenues based on the FRC’s ‘Key Facts and Trends’ publication. 5

Post Implementation Review

2.51 In view of the feedback received in response to our consultation on the Standard, the
FRC proposes to carry out a post-implementation review, once the Standard has been in
force for three years.

5 https://www.frc.org.uk/Our-Work/Publications/Professional-Oversight/Key-Facts-and-Trends-in-the-Accountancy-Profes-(1).pdf
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Annex 1

RESPONDENTS TO THE CONSULTATION

Firms

Baker Tilly
BDO
Deloitte
EY
Grant Thornton
KPMG
MAH Chartered Accountants
Mazars
MooreStephens
PWC

Professional bodies

Association of Accounting Technicians
Institute of Chartered Accountants in England and Wales
Institute of Chartered Accountants of Scotland

Investors

St James’s Place Capital

Other Stakeholders

Mira Makar
South Western Society of Chartered Accountants
The Investment Association (on behalf of regulated firms)
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