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In its Annual Report the FRC comments: “Our assessment of 
the quality of individual audits continues to show an 
improvement with 67% of all audits inspected in 2014/15 
assessed as either good or only requiring limited 
improvements.” However, the FRC also note that there is 
room for further improvement and at the FRC’s request a 
number of initiatives are being undertaken by firms to address 
recurring issues including undertaking root cause analysis; 
developing action plans to address weaknesses; and, in some 
instances, performing additional work to remedy significant 
deficiencies.

Recurring themes 

Themes identified in the annual report as recurring across 
firms and from year to year are: 

 Insufficient scepticism in challenging the appropriateness 
of assumptions in key areas of audit judgment such as 
impairment testing and property valuations. 

 Insufficient or inappropriate procedures being performed. 
This is common to many audit areas including revenue 
recognition. 

 The failure to adequately identify the threats and related 
safeguards to auditor independence and to appropriately 
communicate these to audit committees. 

The detail of each firm’s report indicates that these broadly 
apply to all firms to some extent. 

For the first time, the FRC made reference to a small number 
of instances where they required audit firms to perform 
additional audit work to remediate deficiencies identified 
during inspections. While KPMG was not subject to such 
requests it does highlight a new development. Also for the
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first time, the FRC published details of its use of the Auditor 
Regulatory Sanctions Procedure which came into effect in 
November 2013 and provides the FRC with the power to 
impose regulatory sanctions, in appropriate circumstances, 
where a Registered Auditor fails to comply with the 
regulatory framework for auditing (which includes Auditing 
and Ethical Standards).

Smaller listed companies

The FRC note that entities outside the FTSE 350 are most 
likely to show a need for significant improvement in their 
audits, but recognise that smaller companies have less 
resource to put into the preparation of their financial 
statements and that this can make the audit more difficult. 
The FRC have issued a Discussion Paper outlining its 
proposals for improving the quality of reporting by smaller 
listed and AIM quoted companies. The discussion Paper can 
be found here.

Going forward

In 2015/16 the FRC will, inter alia, focus on the audits of 
businesses where complex supplier arrangements are 
prevalent: predominantly food, drinks and consumer goods 
manufacturers and retailers. The FRC also plans to inspect a 
number of first year audits to assess the extent to which 
changes in auditors have had an impact on audit quality.

The Financial Reporting Council (FRC) has published its 2014/15 Annual Report on 
Audit Quality Inspections together with its individual reports on each of the Big 4 audit 
firms. The FRC inspected 109 private sector audits and believe that overall the quality 
of auditing in the UK is improving. 
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The FRC’s Audit Quality Inspections Annual Report and the 
reports for the largest firms can be found here.

https://www.frc.org.uk/Our-Work/Publications/FRC-Board/Consultation-Improving-the-Quality-of-Reporting-b-File.pdf
https://frc.org.uk/News-and-Events/FRC-Press/Press/2015/May/FRC-publishes-Audit-Quality-Inspections-Annual-Rep.aspx
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Contact us

If you would like further information on the new guidance, please talk to 
your usual KPMG contact or contact:

Timothy Copnell
UK Audit Committee Institute
T: +44 (0)20 7694 8082
E: tim.copnell@kpmg.co.uk

www.kpmg.co.uk
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