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Big Four Audit euality Review resutts decline
18 June 2018

The Big Four audit practices musl act swiftly to revease the decline in this year's audit inspection results if they are to achieve the targels foraudit qualiiy set by lhe Financial Reporting council (FRc). overall results from the most recent inspections of eight firms by the FRc show thatin 2017118 72% of audits required no more than limiled improvements cornpared with 78% in 2016/17. Among FTSE 350 company audits, 73%requked no more than limited improvements against g1% in lhe prior year.

Across the Big 4, the fall in quality is due to a number offactors, including a failLrre ro charjenge management and show appropriate scepticism
across th6ir audiG, poorer results for audits of banks- There has been an unacceptable deterioration in quaiity at one firm, KpMG. 50% of
KPlrilc's FTSE 350 audils required more than iust limited improvements, cornpared to 35% in the previous year. As a result, KpMG wil be
subject to increased scrutiny by the FRC.

c.un( FRc uK, 2018d

.At 
a in business and in audit is in the

auditSanddoSoquickly'Theymustadd,essurgentlysevera@

--:____i -

The increased FRC scrutiny of KPlvlG ncludes inspecting 25% more KPI\,,1G audits over its 2018/19 cycle ofwork; and monitoring closely tho
implementation ofthe fam's Audit Qua ity Plan. KPMG agrees that its efforts in recenl years have not been sufficient; the FRC will hold KPN.lG's

new leadersh p to accounl for the success oftheir work to improve audit quality.

The FRC has also reported on the results of its inspections offour otherfirms, BDO, GT, [,4azars and Moore Stephens. These reports show
general improvements in the quality of inspected audits.

Other aclions taken by the FRC nclude:

Setting out to firms earlier in the year concerns over various aspects of bank audits, including their challenge of management and
prov sion nq against loan losses and PPI mis-selling claims.

Reviewing lhe effecliveness of Root Cause Analysis by the flrms to identify the real causes of audit shoricomings and whether their

action plans will effective y address the FRC's concems.

Agreeing aciions with firms on all audits where shortcomings were rdentified.

Tak ng enforcement acUon Lrnder the Audit Enforcement Procedure where appropriate.

lElplementjng a new audit firm monitodng approach, focusing on five key pillars of leadership and governance, firm values anq-
Fehaviours, trusiness models and financial soundness, risk management, and evidence of a!dil quality.
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Stephen Haddrill, CEO, FRC, said,
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Notes to editors:

1. The Financa Reporting Councils The FRC sets the UK Corporate

quality of corporate reportrng; and operates independenl enforcement arrangements for accountants and actuaries. As the competent

authority for audit n the UK the FRC sets auditing and ethical standards and monitors and enforces audit quajity.

The FRC wi issue ts broader annLra assessment of the UK market iater in the year.

The FRC's Audit Quallty Review s expla ned here htps/!4utlftG.elg.uk/auditors/audit-quality:fCtdQt{

The FRC's audit enforcement procedure s explained al btlp,sj/t A A{jtc.glgJ&lgetdoc/oedeb43e-265e4d61-gcaf-
989bcfl becf7/audit-e nf orcement-plglcd uIc

The FRC's Aud t Firm N4onitoring Approach s exp ained here htlps/tduadJte.qg.uk/auditors/audit-flrm-monitorins-3pplaad1

AIL Press enquir es should be d rected to:

Peter Timberlake, Head of Comrn !n cations on telephone: a2a 7492 23971A776A 502332, or ema l: p-lElcd-ale@trc.slgJt

R la Carolan, Comrnunicat ons Manager on ielephone: 020 7492 23A71a712a 149096 or emai r r.carolan@tlggtg.lt

A ana S nnen. Commun caljons [4anager, on ie ephone: 020 7492 2395/ 07949 005526 or ema l: a.sinnen@Irc.orgJlk

7. Ifyou no longer wish to receive press releases from the FRC please email UnsqbsefibC@tg.lugJk
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