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I only talk about auditing on this blog every now and again, even though the role of the
auditor is absolutely fundamental to the operation of market capitalism of the sort on
which the UK, Western Europe, the USA and vast numbers of other countries around the
world rely.

The role of the auditor is to act as an agent, entirely independent of the company on
whose financial statements they will report, tasked with forming an opinion on whether
the accounts in question present a true view of the income of the entity for a period,
and of its financial affairs on its period end date.

Let me be clear, the auditor does not say that the accounts are correct. Despite the
commonplace belief that accounting is just a matter of adding up, the reality is that it is
a complex exercise during which large numbers of exercises of judgement are required.
This means that for any organisation, except perhaps the simplest of cash-based
businesses, their accounts will be profoundly subjective.

The auditor is, in that case, not just checking whether the transactions of the entity
have actually been recorded, or even whether accounting rules have been properly
applied, but has, when undertaking their duties, to decide whether the management of
the organisation whose affairs they are considering has exercised sound judgement in
the course of fulfilling their obligations to:

* prepare accounts,
* properly report to their shareholders,
* meet their duties to the creditors of the company, whose best interests they are not
allowed to compromise because of their trading, and
* meet other legal, ethical and social obligations.
Undertaking this exercise properly is no easy task. I might have criticised auditors over
the years, but I have never underestimated the challenges that they face, although I
think that many of them have done so.

I say all this to put this letter filed by KPMG on public record in context:
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KPMG are the fourth largest firm of auditors in the world, and coincidentally, is both the
one that has received the most criticism for its professional conduct in the UK in recent
years, and with which I trained to be a chartered accountant between 1979 and 1982.

This letter refers to KPMG‘s resignation as auditors of P&O Ferries Division Holdings
Limited (P&O). They must file such a letter as they have resigned during the course of
their period in office, which extends from one annual general meeting to the next. That
is because they are technically appointed by the shareholders, and not by the company
itself. Such a resignation creates a legal obligation within the UK to state whether there
are any circumstances surrounding their resignation which should be drawn to the
attention of the members and creditors of the company from which they are resigning.

This letter from KPMG is decidedly unusual, in my opinion, and I have been the author
of a number of such letters in my time, because the firm of chartered accountants of
which I was once the senior partner was a registered auditor.

Decoding what KPMG are saying, their message is in three parts.

Firstly, it is clear that they are saying that the management of P&O did, in their opinion,
bring pressure to bear upon them to complete an audit of the 2023 accounts of that
company over a time period that KPMG thought to be inadequate for the amount of
work that they believed would be necessary for the work in question.

What this, in my opinion, suggests is that there has been a fundamental breakdown in
the relationship between the company and KPMG as its auditor. The likelihood that the
odd harsh word has been spoken is, in my opinion, very high indeed.

Most importantly, the construction of KPMG‘s letter makes it very clear, in my opinion,
that they are questioning the judgement of the management of this company. In the
process, they are implying that the management in question is neither giving necessary
attention to the need for a proper audit, nor understanding their obligation to all the
users of the accounts of the company, to whom both they and the auditors of the
company are responsible. When, as I have noted above, an audit is, above all else, an
expression of judgement on the integrity of the management of an entity and their
ability to make appropriate decisions with regard to the financial management process,
the implication of this statement is, in my opinion, that KPMG doubted that the required
necessary sound judgement exists in this case.

KPMG then, secondly, refer to the fact that all the conditions that led to the delay in the
filing of the company’s 2022 accounts do, to a very large extent, still exist. Those 
accounts for 31 December 2022 should have been filed on public record by 30
September 2023. They were actually filed on 15 November 2024. This meant that there
was a delay in filing those accounts of more than thirteen months.

When the accounts were filed, the following explanation was supplied for the reasons
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for their delay, all of which reasons related to the application of the ‘going concern
principle’ to the accounts, which is an assumption that it can continue in trade without
prejudicing its creditors:

Page 3/5



As is apparent from this documentation, it is clear that the auditors did, in signing off
the 2022 accounts, rely on assurances given as late as October 2024 that helped them
form the view that the company might be able to settle its liabilities as they fell due,
about which ability an auditor is specifically required to form an opinion.

It is also clear that when forming that view, KPMG delayed until budgets could be
prepared for 2025.

Implicit in the second point in KPMG’s letter is a suggestion that they now, again, have
doubt as to the ability of the company to make payments to its creditors on time, and
that matters have not improved, as they might have hoped, since they expressed their
opinion on the 2022 accounts. This can, I suspect, only imply that they have doubts as
to whether the financial forecasts that they were presented with at that time have
stood up in the face of actual trading experience. That is speculation, but what is clear
from the statement that KPMG have made is that they continue to have serious
concerns about the future funding of this company, and they have drawn this concern
to the attention of the creditors, as they are legally required to do.

Finally, turning to the third point, KPMG‘s claim that little work has been undertaken to
date on the performance of the statutory audit for the year to 31 December 2023 is
surprising. That firm must have sufficient resources to dedicate to this task, but they
have not done so. That must either be because the company has refused to make
payment for the necessary work, or impediments have been put in the way of that work
being completed. It is hard to interpret this in any other way. It would seem clear that
KPMG are saying that P&O has not got the necessary commitment to the preparation of
financial statements to which a proper audit report can be prepared.

What to conclude from all this? I suggest there are three things.

Firstly, it is appropriate to congratulate KPMG on its approach to this matter. They
might have been subject to a great deal of professional criticism in recent years, and
quite appropriately so in many cases, but on this occasion it looks as if they have acted
ethically and appropriately, and once their resignation letter is properly decoded, they
are rightly sending out distress signals which all creditors of this company should take
note of.

Secondly, it is quite extraordinary that this company is still trading despite the fact that
it filed its last account 13 months late, and it is now more than seven months late in
filing accounts to 31 December 2023, with there being no indication provided as to
when these might be published. This company is in gross breach of its obligations in UK
company law, and it is the clearest sign that this law is not being enforced in this
country that it is still being allowed to trade despite that fact, and despite its auditors
having drawn attention to the doubts that they have on the ability of the company to
settle its liabilities as they fall due. Given that this last issue is the supposed priority of
UK company law, it would appear that government intervention should now take place
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to ensure that the affairs of this company are either regularised, or that its trade now
be closed down, with priority being given to the settlement of all obligations.

Failing to file accounts is not a crime equivalent to, for example, failing to file a tax
return on time. Third parties formed of real people can get hurt if they do not know the
financial status of an entity with which they are trading. Failing to file a tax return might
just hurt HMRC, and they have the power to bite back. Creditors of a company left at
risk because of its failure to file accounts have no such chance. Failing to file accounts
is, then, both a crime and a moral abuse of the business community and society at
large.

Thirdly, if this is not indication of the need for a major overhaul of company law in the
UK that is supposedly required to ensure that creditors are protected from the risk of
abuse that limited liability entities expose them to, then the political signalling that
KPMG has effectively included within their resignation latter are not being picked up by
politicians who should be attuned to such issues.

If UK company law is not to be seen as something little more than a joke, which
anybody can both abuse and ignore, then urgent action on this matter is required now,
and both ministers and Parliament should give this matter their full attention to ensure
that such abuse cannot happen again.
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