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settlement, and insurance costs.
Unlimited liability is also unrealistic
as the assets available to meet 
a substantial claim are insignificant
in relation to potential exposure.
There is a real risk of large claims
leading to a collapse of a major firm,
thus reducing competition further.
For mid-tier organizations unlimited
liability is a barrier 
to entry into the high-risk market 
of global audits.

We welcome moves in Canada to limit
liability, the proposed limited liability
agreements in the U.K. Company
Law Reform Bill, and in Australia
where CLERP 9 concluded that
liability should be proportionate to
each defendant’s degree of fault and
that auditors should be allowed to
incorporate, are both preferable to
existing liability law. The EU Liability
Study is a welcome acknowledgement
of the need to address the changing
climate on a Pan-European basis. 

We also believe that other parties—
including directors, executives,

investment bankers, credit-rating
agencies and lawyers—should share
responsibility and consequential
liabilities where appropriate. 

9 Will increased litigation with
unlimited liability lead to a 
risk-adverse approach to audit? 

Auditors should be using 
judgment based on their knowledge
and experience. A risk-averse
environment can lead to them
“playing safe” by reverting to 
ticking boxes and not exercising
sufficient challenge and judgment. 
A solution must be agreed between
investors, auditors, regulators 
and businesses that helps to ensure 
high quality principles-based
financial reporting takes place 
within a competitive marketplace for
audit services. There must be proper
information on the reasons for
resignations from an audit. 

10Can you give examples where
KPMG has promoted and helped 
to achieve positive change?

KPMG has consistently supported
progressive public policy regarding
our profession and we have been
active supporters of independent
oversight and thorough regulation.
Within the EU we have worked with
business and governments to help
establish a framework for the capital
markets. We have developed 
a strong relationship with the
PCAOB, working together to help
achieve greater dialog between the
EU and other non-U.S. regulators. 
And we have also made
representation to governments
wherever we feel unfair restrictions
have been placed on international
accountancy networks, to the
detriment of local stakeholders. 
In India, for example, we have
sought to demonstrate that artificial
barriers to entry for accountancy
organizations affect investor

confidence, and we have entered
into dialog with national institutes
and government to address this.
During the recent debate around 
the passage of the Eighth Directive
through to the European Parliament
we have worked to reach a sensible
solution on audit and non-audit
services.

We see the effective roll out of IFRS
as a step towards positive change,
and KPMG member firms have been
helping many companies around 
the world to implement these 
new standards. Companies,
investors and regulators have made
significant efforts to understand
these sometimes complex
standards. These efforts are essential
to the development of a shared
understanding and will lead to
greater consistency of application. 

We were the first international
accounting network to publish a
Transparency Report, we publish
this international annual review, 
and member firms in Germany,
Australia, the Netherlands,
Switzerland, Sweden and the U.K.
produce a national annual report,
while KPMG in the U.S. was the 
first firm to publish the PCAOB’s
private report—a voluntary act 
that underlines our commitment 
to openness.

The quotes from business and
accountancy profession leaders 
on these page are excerpts from
“The Pressure of Regulation on
Business”, published by KPMG 
in the U.K. in 2005.

oversight boards, auditor independence, corporate
responsibility and enhanced financial disclosure.

404—Section 404 of Sarbanes-Oxley; requires
companies to document and assess the effectiveness
of internal controls over financial reporting.

PCAOB—The Public Company Accounting
Oversight Board; a private sector, non-profit
corporation created by Sarbanes-Oxley to oversee
the auditors of public companies to protect the
interests of investors and further the public interest.

CLERP—Corporate Law Economic Reform
Program; the Australian government’s
comprehensive program of corporate law reform.

“Standardization brings
more transparency 
to the markets. 
But with so much
transparency comes
detailed rules which 
can only be understood
by accounting experts.
There is too much
detailed expert-driven
and expert-orientated
transparency. The 
result is that it cannot 
be understood by 
a normal investor.”

Robert Koethner 
Chief Accounting Officer 
at DaimlerChrysler
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