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EU Audit Directive

As public interest entities, insurance companies must now put 

their audit out to tender every 10 years, with their auditors 

being limited to a 20-year maximum tenure. Conducting an 

efficient and effective tender process requires careful planning 

and management. However, an audit tender does provide an 

opportunity to bring in a fresh approach to the audit and to 

your company’s financial reporting and accounting practices.  

When to tender
The EU Audit directive has some transitional provisions in place 

which mean that over the few years there is a phased introduction 

of the mandatory rotation of external audit firms who have 

acted for insurance group for longer periods of time (please 

refer to our EU Audit Directive Factsheet). It is important to 

understand how long your external audit firm, and any of their 

affiliated firms, have been engaged with each company in your 

group so that you correctly identify the required timescales. 

The exact timing of the tender process could also be affected by 

a number of factors, including board changes (such as the 

appointment of a new audit committee chair or finance director), 

strategic business developments (such as an acquisition) and 

accounting matters such as the introduction of IFRS 17.

Insurers need to start preparing for the tender process in good 

time. This enables potential conflicts of interest to be addressed 

(e.g. the company may also want to retender for certain 

non-audit services) and allows time for a thorough handover 

(assuming the incumbent auditor isn’t reappointed). Planning 

well ahead also gives audit committees the opportunity to ask 

significant shareholders for their views on which firms might be 

invited to take part in the tender process

Effective audit tendering

Identifying potential audit firms 
An important aspect for insurance companies to think about 

is which firms are going to be precluded from being their 

external auditor. 

Potential external audit firms cannot provide certain blacklisted 

non-audit services to their audit clients (including tax and 

internal audit work). The directive also introduces a fee cap of 

two thirds of the expected external audit fee on non-audit 

services. So it is important for the company to think in advance 

about what potential providers may be prevented from offering 

external audit services. 

Under the EU Audit Directive, insurance companies must put their audit out to tender every 10 years. 
These changing audit requirements pose new challenges for insurers, but also create opportunities 
for fresh insights.

Audit committee responsibility
Audit committees are at the heart of the tendering process. 

By law they must present the board of directors with two 

possible options for statutory auditor, but state a preference 

for one firm, giving clear reasons for their choice. 

Other legal requirements must also be met. For example, 

audit committees must make sure that the tender process 

does not prevent firms outside the Big 4 from taking part, 

and that they use transparent and non-discriminatory 

selection criteria.

Although the audit committee chair should take the lead 

in the audit tender process, all audit committee members 

need to understand the tender process and be involved 

throughout. 

https://www.moorestephens.co.uk/MediaLibsAndFiles/media/MooreStephensUK/Documents/Ins-EU-Audit-Directives-facthseet-(July-2017).pdf
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Setting criteria
Audit committees need to define the critical factors that will 

underpin their decision-making process. These could include, for 

example, strength in the insurance sector, lead partner experience 

and the firm’s audit quality record. The Audit Quality Review 

reports prepared on firms by the Financial Reporting Council 

should give insight. Audit committees should consider the 

qualities of a range of firms from inside and outside the Big 4, 

before sending a Request for Proposal (RFP) to three or four firms. 

Audit committees might also consider ‘pre-selecting’ the audit 

partners that tendering firms put forward to make sure they 

offer the right ‘fit’. Firms could, for example, be asked to put 

forward two or three partners so that the audit committee can 

choose who they want to lead the tender process. 

Audit committees also need to consider the requirements on 

audit firms to rotate both the external audit partner and the 

engagement quality control reviewer on each insurance audit 

every five years. So in a 10 year tender cycle audit firms will 

need to have at least four potential responsible individuals, with 

the right insurance experience, to be able to satisfy the partner 

rotation rules of the EU Audit Directive.

Formal tender process
Issuing the RFPs marks the start of the formal tender process. 

Each RFP should contain information such as timings, selection 

criteria and what the audit firm is expected to deliver during the 

process. This will usually include a proposal document and a 

presentation made to the full audit committee and potentially 

some members of management. Time should be allowed for a 

Q&A session following the presentation.

Your company needs to make sure participating firms have access 

to enough information to understand the business. Setting up a 

data room can be an efficient solution. Firms will also need access 

to management. Some companies arrange a day (or days) when 

firms meet members of the management team and potentially 

non-executive directors. Tendering firms should be asked who 

they would like to meet, though it is best practice for the same 

individuals to be available to all tendering firms.

The tender process could also include a technical challenge 

(relating to an accounting or auditing issue) designed to test the 

engagement team and the support available to them.

How to decide?
The tendering firms should be considered against the selection 

criteria established at the start of the process. Many audit 

committees use a scorecard approach, for example, to capture 

management feedback from meeting audit teams and the audit 

committee’s assessments of the firms’ proposal documents and 

audit teams’ presentations. 

Audit committees should remember that they are responsible 

for deciding which audit firms to recommend to the board, so 

they need to consider how much weight is given to 

management’s assessment. 

What next?
The audit committee’s assessment and recommendations should 

be set out in a paper for the full board to consider. The audit 

committee should then be responsible for conducting the audit fee 

negotiations. The audit committee should also provide feedback to 

unsuccessful audit firms on the reasons for the decision.  

  

Managing the transition from the incumbent auditor to the new 

firm is also important. Outgoing auditors are required by law to 

share all relevant information with the new incoming team. The 

transition period should also be used to make sure that the new 

auditors meet all relevant independence requirements. 

“ Audit committees might also consider 
‘pre-selecting’ the audit partners that 
tendering firms put forward to make 
sure they offer the right ‘fit’.”



Insurance PREC ISE .  PROVEN.  PERFORMANCE .

How Moore Stephens can help
With over a century of experience in providing services to the 

insurance sector, we have ensured that Moore Stephens remains 

at the cutting edge of the industry and helps clients thrive in a 

changing world. As clients now seek to comply with the EU 

Audit Directive we’re able to provide all the support & guidance 

needed.

With over 140 insurance sector specialists in London alone, 

we offer independent, multi-disciplinary teams of experienced 

professionals with expertise not only in audit and assurance, but 

IT consulting, actuarial, risk, regulatory, tax and corporate finance 

solutions. We work with clients across the insurance spectrum, 

including brokers, underwriters and underwriting agencies, 

reinsurance companies and other entities operating in the 

insurance field. Many of our clients are part of global insurance 

groups, so international co-ordination and awareness is integral 

to our services.

If you would like further information on any item within 

this brochure, or information on our services please 

contact: 

Simon Gallagher – Partner, Insurance

simon.gallagher@moorestephens.com

Alex Barnes – Partner, Insurance

alex.barnes@moorestephens.com

Tom Reed – Partner, Insurance

tom.reed@moorestephens.com

Michael Butler  – Partner, Insurance

michael.butler@moorestephens.com

Moore Stephens LLP 

T +44 (0)20 7334 9191

www.moorestephens.co.uk
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