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New year’s resolutions
Audit is an area where it can seem as if change
happens at a glacial pace: new and updated
legislation, regulations and standards – and their
implementation – require careful consideration if
unwelcome and unintended consequences are
to be avoided. This pace of change can be
frustrating, for those inside and outside the audit
profession; so many will appreciate some of the
ongoing developments and trends that have
become more prominent during 2018.
Our cover feature, Small talk, considers how perennial issues around the
challenges of applying International Standards on Auditing to audits of
smaller and less complex entities are (finally) rising up the agenda of
standard setters. On pages 13 and 20 we touch on the Competition and
Markets Authority study of the UK statutory audit market. The Kingman
review of the role and powers of the Financial Reporting Council (FRC) is
also ongoing and in November 2018 the Business, Energy and Industrial
Strategy Committee launched an inquiry into the future of audit. Regulatory
and legislative interventions seem inevitable.
Auditors can often benefit significantly from good practice insights from
regulators to enhance the quality of audit – and in this the profession and
those with statutory powers in relation to its regulation are on the same
page. In Focus on being informed (from page 10), a major firm offers
practical pointers on how to drive improvements in pension audits, in light
of the FRC’s July 2018 review of this, the 2017 revision of the related
Practice Note (PN) 15 and withdrawal of PN 22.
Meeting growing demands from increasingly diverse stakeholders may
require companies to provide them with more specially tailored and
summarised financial information, more non-financial information, and
more assurance of this information. During 2018 the faculty has enhanced
and extended its online assurance resource (at tinyurl.com/ABOnAssurance) and Reap and sow offers some practical tips on assurance
mapping, which can deliver benefits for clients and audit firms.
Last but not least, I’d like to extend season’s greetings to all our faculty
members and wish you the very best for 2019.

Dr Nigel Sleigh-Johnson FCA
Head of Financial Reporting, Audit and Assurance
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NEWS &
EVENTS
FINANCE IN
A DIGITAL WORLD
Digital disruption is
transforming the way
finance professionals are
able to serve businesses
and their clients.
“We know that
businesses can struggle
to keep up with the pace of change,
not least due to the knowledge gap in
their workforce,” says Michael Izza,
ICAEW chief executive.
So ICAEW has partnered with
Deloitte to develop a new initiative:
Finance in a Digital World. This online
training experience is designed to
help members understand and
navigate the changes, wherever they
are in their career, by providing access
to various modules offering e-learning,
animations, case studies, webinars and
interactive exercises.
Izza says: “I highly recommend
members take advantage of this
extensive resource. It will enable users
to better articulate the value of digital
technologies to their organisation and
help strengthen digital fluency, to
support the transformational change
that has already begun.”

Learning how the roles, skills and
capabilities of finance are changing
will also help auditors (and
accountants in other specialist areas)
become better-placed to identify and
face the challenges and opportunities
posed by digital innovations.
You can learn more by reading
Michael Izza’s blog at tinyurl.com/
AB-Izza-FDW and by visiting the
Finance in a Digital World portal at
tinyurl.com/AB-FDWportal

“Businesses can
struggle to keep up
with the pace of
change, not least due
to the knowledge gap
in their workforce “

HELPSHEET ON ENGAGEMENT LETTERS
ICAEW has published a supplementary engagement letter helpsheet to assist
members in updating their engagement letters, based on an earlier template for
their services to a client. The helpsheet tracks changes between the May 2018 and
October 2018 versions. More at tinyurl.com/AB-LetterHelpsheet

ISSN 1748-5789
TECPLM15874
Printed in the UK by
Sterling Solutions

GLOBAL AUDIT AND ASSURANCE INSIGHTS
International Standards is a corporate subscription service from ICAEW that gives
accountants and other finance professionals the know-how to successfully implement
international standards in accounting, auditing and ethics.
It includes IFRS factsheets and a standards tracker; best practice guidance on
International Standards on Auditing; videos and webinars; technical updates, articles,
case studies and blogs; and monthly e-bulletins. Visit tinyurl.com/AB-IntlStandards
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UPDATE ON ATOL
ICAEW’s professional standards team
has published the first edition of an
update offering guidance on best
practice and the latest technical
developments relating to the Civil
Aviation Authority’s (CAA) scheme for
Air Travel Organiser’s Licensing (ATOL).
ATOL News is emailed to licensed
practice contact principals and licensed
practitioners. It can also be found at
tinyurl.com/AB-ATOLNews
It covers the significant changes to the
ATOL Regulations as a result of the
Package Travel Directive, a new process
for submitting reports to the CAA and
an update to the ATOL training module.

Other resources are also available to
firms licensed to undertake ATOL
Returns work, to help them comply with
the requirements of the scheme. The
ICAEW Licensed Practice Handbook,
Guidance from CAA on the Reporting
Accountants’ scheme (including CAA
Guidance Note 10) and ICAEW
Technical Release 09/16AAF – Revised
arrangements for ATOL Reporting
Accountants reporting to the Civil
Aviation Authority are available at
tinyurl.com/AB-ATOLReturns
More information on the ATOL
Reporting Accountants’ scheme is at
tinyurl.com/AB-ATOL-Reporting

REVIEWING PROFESSIONAL INDEMNITY INSURANCE
ICAEW amended its Professional
Indemnity Insurance (PII) Regulations and
PII minimum approved wording on 1
October 2018. The changes affect policies
incepting or renewing from that date.
Amendments to the PII Regulations
have been made for completeness and to
reflect current practice. They also reflect
the increased limits of indemnity required
of firms engaged in insurance distribution
activities under the Insurance Distribution
Directive from 1 October 2018.
Most of the amendments made to the
PII minimum approved wording are of a
drafting nature, to make it clearer and

more concise. A few amendments are
substantive and will extend coverage
under the minimum wording.
Members can learn more at tinyurl.
com/AB-PII-Regs

THE FUTURE OF AUDIT
The Business, Energy and Industrial
Strategy (BEIS) Committee has launched
an inquiry into the future of audit
(tinyurl.com/AB-AuditInq). Its chair,
Rachel Reeves MP (pictured), talks about
why in a video recording of her recent
speech at Chartered Accountants’ Hall
(tinyurl.com/AB-Rachel).

ICAEW.COM/AAF

Members who did not attend
the Audit & Assurance
Faculty’s autumn roadshow
will benefit from our latest
webinar recording: Hot
topics in auditing and
feedback from the roadshows
on 5 December 2018 from
2pm to 3pm.
This John Selwood webinar
covers audit topics that
roadshow delegates were
most interested in. Using
examples and case studies,
the session also gives
feedback on how auditors are
addressing these issues. This
is a discussion-led webinar,
but topics covered include:
challenges with the
auditors’ report;
auditor independence and
the FRC Ethical Standard;
bank confirmations; and
International Education
Standard 8.
Shortly after the live
broadcast, a recording of this
webinar will be available at
icaew.com/aafwebinars

WEBINAR LIBRARY

CAN AUDIT BE SAVED BY TECHNOLOGY?
How technology can boost audit quality
and solve the crisis in the audit profession
is the theme of the cover feature in the
September/October edition of the IT
Faculty publication, Chartech, which can
be read by Audit & Assurance Faculty
members at tinyurl.com/AB-SavedbyTech
Auditors, regulators and ICAEW’s
professional standards department share

ROADSHOW
HIGHLIGHTS

their insights and experiences on how
technology is enhancing approaches to
audit and which technologies seem to
have the biggest positive impact on firms’
audits so far. The article also explores
ways in which existing and emerging
technologies, such as artificial intelligence
and blockchain, may have an impact on
audit in the future.

The faculty library of webinar
recordings is regularly
updated. As well as a recent
roadshow follow-up webinar
(see above), subjects covered
include:
mastering documentation;
preparing your firm for
the digitisation wave; and
audit data analytics
– learning from the
implementation
experiences of a
mid-sized firm.
Members can also access
recent recordings on:
making the most of the
faculty’s assurance
resources;
practical challenges and
the FRC Ethical Standard;
and
auditing bank and cash – a
more risk-based approach.
Visit icaew.com/aafwebinars
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SMALL TALK

International Standards
on Auditing for smaller
and less complex entities
are rising up the agenda.
Katharine Bagshaw
explores this development

Smaller audits remain challenging despite,
and also because of, audit exemption.
Auditing standards, unlike accounting
standards, need to accommodate the
audits of the largest and most complex
multinationals as well as the smallest
entities. The length and complexity of
auditing standards and the cost of smaller
audits are both factors that have affected
decisions regarding audit exemption
levels and, to a lesser extent, the
development of non-audit assurance
services for small- and medium-sized
entities (SMEs).
A few jurisdictions have considered
the imposition of audit requirements for
the first time in recent years. Others,
notably in Scandinavia, are considering
the reintroduction of requirements for
the audit of smaller entities in the face of
a decline in the tax take after exemption
limits were increased. But the overall
trend is towards audit exemption for
smaller entities. While the number of
non-statutory audits performed generally
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increases as exemption limits are raised,
increasing audit exemption levels over
the last 30 years has led to the
performance of fewer smaller audits and
a decline in the number of registered
auditors, certainly in the UK.
Nevertheless, smaller audits as a
category remains – in absolute numbers
– by far the largest conducted globally
under International Standards on Auditing
(ISA). The challenges of making those ISAs
work efficiently and effectively for smaller
audits are finally being acknowledged by
the International Auditing and Assurance
Standards Board (IAASB).

PAPERING OVER CRACKS?
At the IAASB’s September 2018 meeting, a
paper sought and obtained approval for a
project proposal on the audit of less
complex entities (see box, The IAASB
project, page 8). The paper states: “It is of
strategic importance that the IAASB
considers how it may respond to calls
from auditors and other stakeholders to
address the relevance of the increasing
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Smaller audits as a
category remains by far
the largest conducted
globally under
International Standards
on Auditing

MITCH BLUNT/IKON

volume and complexity of the ISAs in
the context of the audits of less complex
entities. There is a risk that jurisdictional
developments may lack consistency,
and have the potential to undermine
the trust and confidence of both audit as
a service, and the international
standards, within the SME and less
complex audit environment.”
The IAASB notes that respondents to its
recent survey on strategy for 2020-2023
agree with the idea of a single set of
high-quality standards applicable to all
audits, but acknowledge that
accommodating the largest most
sophisticated audits has resulted in highly
complex ISAs. Respondents noted that
the IAASB should seek to write standards
that are more principles-based, taking a
‘think small first’ approach.

THINKING SMALL FIRST
For the IAASB, thinking small first would
be a challenge. Some believe that it
cannot and should not attempt to do
so, not least because it would either

ICAEW.COM/AAF

require dismantling the entire corpus
of ISAs and starting again, or writing
new ISAs in a significantly different
manner to the extant ISAs. Even so,
respondents continue to ask for this
approach and the IAASB will need to
think about it.
Respondents also noted that the IAASB
should make its current work on audits
of SMEs a high priority, noting that
recent attempts to build scalability into
standards often do not go far enough. In
many recent responses to IAASB
consultations and surveys, ICAEW has
noted that simply asserting that a
standard is scalable will not, in and of
itself, make it scalable, and the IAASB
needs to provide examples of how
requirements are scalable for smaller
audits. We are pleased to note that the
IAASB uses those very words in its paper.
The paper does not address smaller
audits. It addresses the audit of less
complex entities, which the IAASB says
will include some medium-sized entities.
However, the working group intends to

WHAT IS A SMALL ENTITY?
The International Auditing and
Assurance Standards Board’s
glossary states that a ‘small entity’
typically possesses qualitative
characteristics such as:
(a) concentration of ownership,
and management in a small number
of individuals (often a single
individual – either a natural person
or another enterprise that owns the
entity, provided the owner exhibits
the relevant qualitative
characteristics); and
(b) one or more of the following:
(i) straightforward or uncomplicated
transactions;
(ii) simple record keeping;
(iii) few lines of business and few
products within business lines;
(iv) few internal controls;
(v) few levels of management with
responsibility for a broad range of
controls; or
(vi) few personnel, many having a
wide range of duties.
These qualitative characteristics are
not exhaustive, they are not exclusive
to smaller entities, and smaller
entities do not necessarily display all
of these characteristics.

further explore the scope of the project
in a forthcoming discussion paper.

FITNESS FOR PURPOSE
The IAASB wants a better understanding
of the calls for change. In particular,
why it has been suggested that the ISAs
are not fit for purpose for some audits
and why they are perceived by some as
inhibiting or not promoting audit quality
in such cases. The IAASB is also interested
in how technology is used in those audits
and the evolving environment for
non-audit assurance services.
This might imply that the ISAs for
smaller audits problem may go away if
other assurance services can be
demonstrated to do the job just as well.
However, the decision as to whether
an audit or another assurance alternative
is most appropriate does not lie with
IAASB, but the national standard setters
who may mandate an audit.
There is also a suggestion that auditlevel reasonable assurance might be
achievable using something other than
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ISAs and that a separate ISA for audits
of less complex entities might be feasible.
The implications of both ideas are
significant, but the IAASB will not
necessarily go down either route.

REACHING OUT
The IAASB’s project proposal involves
outreach, including “an in-depth
environmental scan to catalogue global
developments and the impact of the
changing environment”. Specifically,
IAASB says it will work with academics to
understand the relevant literature; with
national standard setters through a
survey; and with the International
Organisation of Supreme Audit
Institutions (INTOSAI) to understand
public sector issues. The IAASB also says
that it may “possibly” undertake a survey
of small and medium practices (SMPs), to
understand specific areas within the ISAs
that are challenging, and to provide
factual information and evidence to
support the perceived challenges.
A long-standing issue is the fact that
requests for information about which
particular aspects of ISAs are problematic
rarely elicit much of a response, other
than a statement to the effect that the
question is wrong. It is hard to pinpoint
specifics, but this does not mean that
overall length and complexity do not
constitute significant problems in their
own right.
A meeting of the IAASB in March 2019
is scheduled to approve a discussion
paper with a 120-day comment period,
during which a (second) working
conference is planned to better
understand the specific needs of SMEs
and SMPs (the first was held in Paris in
March 2017 and feedback from this is
available at tinyurl.com/AB-SMPConf ).
October 2019 should see the publication
of a Feedback Statement and new projects
will be instigated at that stage.
ICAEW will keep members updated
on developments.

Katharine Bagshaw,
technical manager,
auditing standards,
ICAEW
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THE IAASB PROJECT
There have been calls for action
from auditors and other
stakeholders on challenges
associated with applying ISAs to
smaller entities for many years.
In May 2018, when the IAASB
consulted on its 2020-2023
strategy (available at tinyurl.com/
AB-2023-Strat), a number of
respondents noted the need to
explore what more can be done
in relation to the audit of smaller
and less complex entities. Faculty
members may find interesting a
relevant section from the response
of the International Federation of
Accountants SMP committee (see
tinyurl.com/AB-IFAC-SMP), which
suggests, among other things,
that this should “be a priority
given its critical nature”.
When the IAASB met in
September 2018, Exploring
Possible Actions for Dealing with
the Perceived Challenges of
Conducting Audits of Less

Complex Entities (see tinyurl.com/
AB-ExpPosAct) was on the
agenda and the suggested project
was approved.
The IAASB’s project on the audit
of less complex entities will
confirm the identified perceived
challenges and issues and explore
possible solutions. The focus is on
audits but IAASB will also consider
other assurance solutions.
The project will explore:
the view that ISAs are not fit for
purpose for some audits;
the evolving environment for
assurance and related services.
including jurisdictional initiatives
and changing audit thresholds;
other factors and players in
addressing the perceived
challenges and issues, including
the use of technology.
IAASB acknowledges that the
development of a separate
standard has been discussed
internationally (see box, below).

GLOBAL PERSPECTIVES
There have been international
discussions around the
development of a separate
standard for the audit of smaller
and less complex entities and over
the past couple of years these
have led to various outputs.
These include the 2015
publication of a standard for the
audit of smaller entities in
Sweden, Denmark, Finland,
Iceland and Norway, proposed
by the Nordic Federation of
Accountants (at tinyurl.com/
AB-NFA1) and more recently,
similar proposals in Sri Lanka
(at tinyurl.com/AB-SL-Audit).
During 2018, Accountancy
Europe and its members (which
include ICAEW) have also been
considering ways in which
standards could potentially be
simplified for smaller and less
complex entities. In February,
it published an information
paper on Rediscovering the
value of SME audit (at tinyurl.com/

AB-Rediscover) and in April 2018
it published one of its Cogito
papers exploring possible
solutions (at tinyurl.com/ABSimplify-Stand)
In May 2018, Accountancy
Europe, the International
Federation of Accountants (IFAC),
IAASB, and other stakeholders
took part in a three-hour event on
simplifying auditing standards for
small or non-complex entities. You
can watch a recording of this (at
tinyurl.com/AB-Simplify-Audit) and
read the presentation PowerPoint
(at tinyurl.com/AB-SME-PP).
Additional reading on issues
around the audit of smaller
entities are also available (after
registration) on the IFAC
Knowledge Gateway. They include
a May 2018 article that considers
many of the associated issues
(at tinyurl.com/AB-KnowGate).
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There is as much fear, uncertainty and
doubt around what Brexit may mean
for audit firms and their clients as
there is around the final Brexit
deal itself. Nonetheless,
auditors need to plan
ahead and communicate
with their clients
about matters such
as whether (and when)
to revisit audit plans;
reassess key risks faced
by the business; review the
appropriateness of planned
responses to risks; and consider
the impact of increased uncertainty
and market volatility on audit scope
and materiality.
Although some companies may
be well advanced in analysing the
potential impact of Brexit and in
developing strategies for their
responses, there are significant
unknowns ahead. This poses a
particular challenge for boards as they
prepare for December 2018 reports
and accounts, many of which will be
issued ahead of the March deadline.
This was noted by the Financial
Reporting Council (FRC) in an October
2018 letter to audit committee chairs
and finance directors (see tinyurl.com/
AB-FRCLetter) on key developments
for the 2018/2019 reporting season.

GETTY

REPORTING
ON THE
UNCERTAIN
Brexit-related
disclosures in annual
reports and accounts
from some of the
largest UK companies
may be helpful to
smaller audit entities
and firms
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POINTERS FROM THE FRC
Companies are taking various
approaches to reporting on Brexitrelated risks, according to recent
monitoring activities undertaken by
the FRC. Its letter offers some pointers.
For example, encouraging companies
to provide disclosures that explain the
specific and direct challenges Brexit
poses to their business model and
operations, and distinguishing them
from broader economic uncertainties,
which may still attach to the UK’s
position when they report.
Take the possible effects of changes
in import and export taxes and delays
in the supply chain. In this scenario,
the FRC expects to see these threats
clearly identified and for management
to describe any actions they are
taking, or have taken, to manage the
potential impact. Achieving this in
some scenarios may, for example,
mean recognising or re-measuring
certain items in the balance sheet.

The FRC suggests that broad
uncertainties that may still attach to
Brexit when companies report will
require disclosure of sufficient
information to help users understand
the degree of sensitivity of assets and
liabilities to changes in management’s
assumptions. The FRC also offers some
suggestions around sensitivity analysis
or scenario planning, how extensive
disclosure and explanations should be
and where in the reports and accounts
relevant information should be.
GOING CONCERN AND VIABILITY
Companies will need to decide whether
Brexit uncertainties will have an impact
on their statements on viability or their
ability to continue as a going concern.
Recent FRC Lab Reports on risk and
viability reporting include illustrative
examples from the 2017 annual reports
of Essentra (tinyurl.com/AB-RVREssentra) and Vodafone Group (at
tinyurl.com/AB-RVR-Vodafone). These
explain the effect of Brexit, how the
companies are preparing for the
potential impact and addressing some
of the risks that may arise. Smaller
companies may want to consider these
examples, if appropriate, in the context
of their own reporting.
Both the Audit & Assurance Faculty
and ICAEW’s Technical Advisory Service
(TAS) recently issued new and updated
helpsheets on going concern. Readers
can learn more about them in Audit &
Beyond (at tinyurl.com/AB-GoCo) and
discuss their specific situation with TAS
by emailing technicalenquiries@icaew.
com or phoning +44 (0)1908 248 250.
As auditors are well aware, situations
may change between the balance sheet
date and the date of signing the
accounts. The FRC letter reminds
companies to incorporate a
comprehensive post balance sheet
events review in their year-end reporting
plan, to identify adjusting and nonadjusting events and make the
necessary disclosures required by
International Accounting Standard 10
Events after the Reporting Period.
The faculty and other parts of ICAEW
are working to provide members with
Brexit-related information and guidance
as this becomes available. More
detailed support for auditors is
expected during December, so readers
are advised to make frequent visits to
our Brexit hub at icaew.com/Brexit
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Pensions are rarely out of the headlines,
not least because of the impact that
defined benefit pension schemes have on
the strategy, financing and operations of
public and private companies.
Within the financial statements of
companies, the pension asset and
liability balances can often be some of
the largest and more complex balances,
with the related disclosures spanning
several pages. It is therefore not
surprising that this is a key area of focus
for the Financial Reporting Council
(FRC), as highlighted in its July 2018
report The audit of defined benefit
pension obligations – Findings from
2017/2018 audit quality reviews (tinyurl.
com/AB-PensionReport).
There are challenges in auditing
pension balances. Some are unique to
pensions and others can equally apply
across other areas of the audit.

Managing relationships
between trustees and employer:
Companies will often have numerous
pension schemes arising from past
acquisitions, each with its own benefit
structure and investment strategy. The
pension scheme(s) and the related
sponsoring employer(s) are separate
entities with separate stakeholders and
governance structures. While there is a
specific contractual agreement
between the company and its auditor,
and there are specific provisions of the
Companies Act regarding the supply of
information to the auditor, the auditor
will also have to liaise with the trustees
of the pension scheme(s) to obtain
relevant information. In large
multinational groups, this can prove
complex and generally requires careful
management, preserving the
appropriate confidentiality between
the scheme and employer(s).
Using the work of
management’s expert:
Unlike most other financial statement
account balances, it is rare for
management to have the expertise to
determine the appropriate valuation of
pension liabilities. Management
typically engages an external actuarial
expert and the audit team will require
sufficient understanding of actuarial
concepts and methodologies to be able
to evaluate the appropriateness of the
expert’s work.
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FOCUS
ON BEING
INFORMED
Enhance the
effectiveness and quality
of the audit of pension
balances and disclosures
with practical tips and
technical insights from
Josephine Lunt and
Helen Perkins

Reliance on service
organisations: Trustees of pension
schemes may use in house teams
and/or third parties to help them
manage the pension assets and
administer the pension scheme. All
of these groups will provide
information for the audit and it is
therefore critical that auditors have an
understanding of the relevant processes
and controls at these organisations.
This may be done by reviewing
audited control assurance reports or
by performing additional tailored
audit procedures.

WITHOUT PN 22
Historically, when auditing pension
balances, FRC Practice Note 22 The
auditor’s consideration of FRS 17
‘Retirement Benefits’ – Defined benefit
schemes was the main source of guidance
to auditors. However, this was
withdrawn in November 2017 after much
of its guidance was superseded by new
international and UK standards for
accounting and auditing. In our view, the
decision to withdraw rather than update
PN 22 was surprising, given the
increasing focus on pensions.
To identify and apply the relevant
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AUDITING PENSIONS

requirements, auditors now have to
navigate through a range of International
Standards on Auditing (ISAs) including:
ISA (UK) 540 (Revised June 2016)
Auditing Accounting Estimates, Including
Fair Value Accounting Estimates, and
Related Disclosures and the proposed
revised standard which will be effective
for periods beginning on or after 15
December 2019; ISA (UK) 402 Audit
Considerations Relating to an Entity Using
a Service Organisation; ISA (UK) 500
Audit Evidence; ISA (UK) 220 (Revised
June 2016) Quality Control for an Audit of
Financial Statements; ISA (UK) 620
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RISK ASSESSMENT
An effective risk assessment at the start
of the audit planning process is at the
heart of all quality audits. For pension
balances, this should be considered in
two stages.
During stage one, obtain an
understanding of the overall risk profile
of the scheme, any significant changes in
the pension scheme in the year and its
impact on the financing and operations
of the company.
This includes understanding:
the relationship between the company
and the scheme trustees;
the funding position of the scheme,
the agreed contribution levels and
their significance on the cash flows
and any banking covenants of the
company;
the competence of the external
advisers engaged by the pension
scheme and company; and
any significant changes in the scheme
rules or membership profile.
It is easy to underestimate the time and
experience required to develop this
understanding, particularly in relation to
the external advisers used by the
company. This is an area where upfront
input from the audit engagement partner
is vital so that the team has the right
conversations with the right people at
the company and with their advisers.
It is a common pitfall to consider the
audit of pension balances as a
standalone area without considering the
linkage between the pension scheme
and the rest of the audit of the
company’s financial statements.
Applying the corporate lens to pension
related matters is important.
During stage two, complete a separate,
granular risk assessment for the pension
asset and liability balances. It is too easy
to simply default to concluding that
there is a ‘significant risk’ on the basis
that pensions can be complex area,
requiring an understanding of actuarial
concepts and what can appear to the
non-specialist as lots of technical jargon.
Breaking down the balances and risks

into their component parts helps to
pinpoint the risks and plan the most
effective audit procedures.

Pension assets: The risk assessment
should start with obtaining a thorough
understanding of the investment
principles and the types of assets that
are held by the scheme. Consideration
should be given to the different
assertion risks; existence and valuation
of assets as audit evidence may need to
be obtained from a range of parties
including the custodian and investment
manager. As noted in the FRC report,
specific focus should be given to
understanding the nature of harder to
value investments and the
methodologies used to value them.
Examples of such assets include
unquoted equity, structured products,
private placements, limited
partnerships, insurance policies,
property, special purpose vehicles
and derivatives.
Pension liabilities: The risk assessment
process should involve gaining an
understanding of the three key elements
that are used to estimate the liabilities:
the actuarial assumptions (eg, discount
rate, inflation rate and mortality
assumptions), membership data and
related cash flows of the scheme, and
the specific valuation or ‘roll forward’
approach used. Actuarial firms use a
variety of methods to determine
liabilities and it is important for
auditors to understand which method
has been used and any changes
compared to the prior year.
PROJECT MANAGEMENT
Good project management is one of the
keys to success of all quality audits. In
the area of pensions, it is essential for
the audit team to establish working
protocols with the company and trustees
of the pension scheme, to co-ordinate
the timing and provision of information
from the various in-house functions and
third parties including investment
managers, custodians, pension scheme
administrators and the company’s and
scheme’s actuarial experts.
As with other areas of the audit where
confirmations are typically obtained,
including cash and trade receivables, it
is important to understand what
information will be required from each
of these parties and to request this at an
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(Revised June 2016) Using the Work of an
Auditor’s Expert; and PN 23 (revised)
Special considerations in auditing
financial instruments.
In the absence of PN 22 there are
several practical foundations that can be
put in place to deliver high-quality
effective audits of pension balances.

11

AUDITING PENSIONS

early stage in the audit process.
Confirmation requests from investment
managers and custodians should be
tailored to the specific types of assets held
by the scheme, to avoid any confusion
regarding the information required and
minimise the need for follow-up requests.
Engagement teams often struggle with
sending out the right confirmation letters
when they don’t have a sufficient,
granular understanding of the underlying
assets held by the pension scheme and
who is managing them. This is
exacerbated on those audits that have
cross-border pension schemes, as the
information available for schemes that
operate outside the UK is often not
presented in the same format or detail as
that for the UK schemes.
Feedback from some of our recent
meetings with actuarial firms highlights
that, all too often, auditors do not engage
with them until the latter stages of the
audit. We strongly encourage audit teams
to have early dialogue with management
and their actuarial expert at the planning
stage of the audit to understand the
methodologies they plan to adopt to
perform the valuation and their approach
to setting assumptions.

INTEGRATING SPECIALISTS
INTO THE AUDIT TEAM
This is an area where there are tangible
benefits of the multidisciplinary model
where auditors can utilise the experience
of specialists in other areas of their
firms. Where firms do not have specialist
teams, consideration should be given to
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the experience of their core audit teams
in these areas.
Pension schemes invest in a variety of
assets and the valuation methodologies
can be varied and complex. Return
seeking strategies may include
investments in emerging markets,
catastrophe funds, corporate debt,
property, private equity, private debt and
derivatives. In recent years, there has
been a trend for trustees to ‘de-risk’
schemes through the use of liability-driven
investments (LDIs) which often comprise
government gilts, repurchase agreements,
interest rate swaps and inflation swaps.
Given the increasing complexity of the
valuation techniques used by our clients,
we have identified significant benefits in
integrating the specialist teams who
support both the audit of pension
schemes themselves and the related
pension asset balances recognised in
corporates. We believe this approach
facilitates consistency in the testing
approach and brings a broader
understanding of pension scheme issues
into the corporate audit, which is valued
by management and audit committees.
While management typically engage an
actuarial expert to estimate the valuation
of the pension liabilities, this does not
diminish the auditor’s responsibility in
this area. It is common practice to involve
a qualified actuary to support the work of
the core audit team but, without careful
management, this can lead to an
outsource approach. As highlighted by the
FRC, this increases the risk of not
capturing all their work as audit evidence

in the file and failing to appropriately
communicate the results of their work to
those charged with governance.
Actuaries supporting corporate audits
should receive appropriate audit training
to meet the ISA 220 requirements of
acting as a specialist, understand the audit
documentation requirements and be fully
integrated into the audit from the
planning stage. Notwithstanding the
importance of exercising professional
judgement in determining whether the
actuarial assumptions used by
management are reasonable, there are
opportunities for using bespoke analytical
tools to assist in benchmarking
assumptions across companies with
similar pension schemes and estimate the
financial impact and sensitivity of the
assumptions selected.
It is worth noting that firms take various
different approaches to the use of experts
and specialists in particular fields. This
can raise some interesting questions
around whether actuaries and others
used to support the core audit team are
specialists or auditor’s experts – and
which ISAs they are within the scope of.
This will depend on the nature of their
involvement. As an example, in one firm
actuaries may be considered to be experts
in the context of the corporate audit,
whereas treasurers auditing financial
instrument valuations are considered to
be specialists.
It is important for each firm to be clear
and consistent in its approach and follow
through according to the relevant
requirements. Otherwise, if an audit team
is not clear on whether it is using experts
or specialists, it may end up with an
unsatisfactory amalgam of the two.
In conclusion, there is no doubt that
pensions will remain an area of focus
for investors, external regulators and
other stakeholders. It is important for
the audit and actuarial professions to
work together, along with boards and
audit committees, to continue to
promote high-quality financial reporting
in this area.

Josephine Lunt, director,
national audit and accounting,
Deloitte UK
Helen Perkins, partner, head
of UK pensions assurance
practice, Deloitte UK
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STATUTORY AUDIT MARKET STUDY

The Competition and Markets
Authority (CMA) is carrying out a study
of the UK statutory audit market to see
if it is working as well as it should (for
more on its three areas of focus, see
page 20). If the study finds the market
is not working well, it will scrutinise
proposals to improve it, including a
possible need for legislation.
Some change is necessary. Urgent
action to address public concerns
around concentration in some parts of
the audit market is vital to maintaining
the confidence of investors and wider
stakeholders. It is also vital that future
market reforms do not have a negative
impact on audit quality or damage
perceptions of the UK as a place
where business and investment is
well-regulated and attractive.
The UK statutory audit market as a
whole is working well. It operates to
rigorous technical and professional
standards and is recognised
internationally as high calibre. Despite
this, in recent years there have been
some high-profile corporate collapses
and audit failures, and poor results
from Financial Reporting Council (FRC)
reviews of audit quality at major audit
practices (see tinyurl.com/AB-AQDec).
There may or may not be a causal
link between auditor performance and
the number of competitors available in
the market for large corporate and
public interest entity audits. In
discussions over the summer I was
struck by the consensus across the
accountancy profession that in this
particular area of the statutory audit
market increased choice is both
necessary and desirable – if difficult
to achieve.
There is no silver bullet solution.
Rather than a single regulatory or
legislative intervention, it seems clear
that a balanced and integrated
package of measures is required,
which is likely to include some or all of
the following.
Proportionate regulation: a more
proportionate sanctions regime to
remove disincentives to entrants.
The regulatory focus should be on
improvement rather than on harsher
penalties for non-compliance.
Shared audits: arrangements to
provide for joint or, more likely,
shared audits, where one firm takes
overall responsibility for the audit
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ENHANCING
COMPETITION
The UK statutory audit
market may work well
as a whole, but
reforms are needed
to enhance both this
and audit quality, says
Nigel Sleigh-Johnson

but others carry out parts of the audit
and are directed by and report to the
firm taking overall responsibility.
Collaboration: initiatives to facilitate
the transfer or sharing – within the
profession – of skills, audit
methodologies and technology, so
that all firms have access to the
collective experience of the industry.
Market share caps: some sort of
market share cap for FTSE 350 audits
or, preferably, across the listed sector,
is likely to be a key feature of any
package of measures.
There are many other ideas on the table
too: further restrictions on the provision
of non-audit services to audit clients, or
greater ring fencing within firms; the
appointment of auditors by a new
independent body; even breaking up
of the Big Four firms.
In looking at all of these options, it is
important that the overarching focus of
the CMA audit market study should be
audit quality – ensuring that it continues
to improve and to meet the evolving
expectations of investors and other
stakeholders. This is challenging. Partly
because audit expectations are
changing more quickly than regulations
and legislation can keep up; partly
because they increasingly extend
beyond the statutory purpose of audit.
In recent years, the audit expectation
gap has widened. Some stakeholders
feel that audit does not meet their needs.
Closing this gap may require statutory
assurance over non-financial information
or bespoke financial information that
has been prepared to meet the needs
of wider stakeholder groups.
So, although the CMA study and a
concurrent review of the FRC for the
Department of Business, Energy &
Industrial Strategy, examine many issues
around regulation, quality and
competition, addressing the audit
expectation gap requires a fundamental
and independent examination of the
role of audit itself – and sooner rather
than later.
ICAEW’s formal submission to
the CMA is in Rep 123/18 at
tinyurl.com/AB-representations-1
Nigel Sleigh-Johnson,
head of financial
reporting, audit
and assurance
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REAP AND SOW

Highlight the value
of assurance by
demonstrating the
benefits of assurance
maps, with practical
tips from Amarjit Atkar
and John Ward
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Visual representations can make almost
any data easier to explore and understand
– and assurance activities are no
exception. Assurance mapping can
provide great insights for boards, senior
management, audit committees and other
stakeholders. By offering a structured
means of identifying and mapping the
main sources of assurance across an
organisation, assurance maps can be an
effective tool for co-ordinating assurance
services and analysing them against an
organisation’s risks and perceived level
of assurance need across risk governance
‘lines of defence’. This includes
management policies and controls,
risk management, internal audit and
external audit.
Assurance maps can be a powerful
management and governance tool for
public sector bodies, listed companies
and smaller organisations. To assist
auditors to explore and exploit their
potential, the faculty has developed

various practical resources (see box,
opposite). In September 2018, seven new
helpsheets were introduced and in this
article we focus on four key aspects of
assurance mapping: sponsorship; who
should develop and maintain the map;
embedding the process into existing
management and governance; and how
to set a baseline.

SPONSORSHIP
It may be possible for one person with a
keen interest and a broad knowledge of
an organisation to start drafting an
assurance map, but it will not be possible
to achieve an effective end result without
board sponsorship. The ultimate aim is
for the board to own the map and take
responsibility for its governance and
oversight. This requires both the
resources and knowledge of many
individual activities across the
organisation. A board-level sponsor is
helpful to get things off the ground.
The initial sponsor could be any board
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ASSURANCE MAPPING

member, for example:
chief executive or finance chief – to
stave off concerns about the real state
of risk and assurances; and
non-executive directors – to help them
and their colleagues to better
understand how assurance resources
are being deployed, whether the
balance of effort is best placed or there
are gaps and cracks and how much
assurance is being provided.
The initial point of contact among senior
management will need to bring the rest
of the board along with them. In order
to facilitate this, a pitch needs to be made
to explain what the assurance map will
contain, and the benefits it will provide to
the various board members.
The faculty helpsheets include a slide
set that can help to kick-start this process,
whether it is with your initial contact or
the entire board.
Top tip: find an amenable contact and
work with them to get commitment for
the project by explaining the benefits to
the board.

Assurance maps can be a
powerful management
and governance tool for
public sector bodies,
listed companies and
smaller organisations

WHO SHOULD DEVELOP AND
MAINTAIN THE MAP?
Responsibility for developing and creating
the map (in the first instance) often falls to
those in risk management or internal
audit because individuals in these areas
have the most relevant skills.
Although it is possible and feasible to
use these teams to construct a map, there
are independence and conflict risks. For

FACULTY SUPPORT
The Audit & Assurance Faculty has
developed various resources to assist
auditors to explore and exploit the
benefits of assurance mapping:

WEBINARS
Developing an assurance map to
maximise the value of assurance
(recorded in January 2018) offers a
practical introduction to assurance maps
and how to develop and maintain them:
see tinyurl.com/AB-DevelopMap
Assurance mapping – the next steps
(recorded in September 2018)
introduces a series of helpsheets,
expands on earlier guidance, deals
member questions and aids auditors
who are trying to develop assurance
maps with clients: see tinyurl.com/
AB-NextSteps
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ARTICLES AND HELPSHEETS
An Audit & Beyond article from May
2018 outlines the benefits of assurance
maps and how to maximise their
potential value across an organisation:
see tinyurl.com/AB-MapValue
In September 2018 the faculty
introduced assurance mapping
helpsheets offering guidance on:
how to develop your assurance map;
how to manage common pitfalls when
assurance mapping;
assurance maps for smaller and
simpler entities;
presentation to senior management
to sell assurance maps (available as a
PowerPoint);
how to make your assurance map live;
how to assess and aggregate
assurances; and
the four lines of defence.
See tinyurl.com/AB-MapHelpsheets

example if internal audit has assisted
management to make decisions about the
value of certain types of assurance, can
they truly perform an independent review
of the map to determine the focus of
internal audit activity?
A stronger and safer approach is to
accept that it is a responsibility falling to
senior management in the first place. The
sponsoring director should appoint a
project leader from within the
organisation and establish a project,
complete with a project management
process, to plan and organise the
development of the map.
While individuals in risk management
and internal audit can and should
contribute towards the education of the
project team and middle management on
the aim and the nature of an assurance
map, they should maintain a suitable
degree of independence from it.
This approach assumes a certain
degree of resources and size but our
expectation is that this would be available
in any organisation expecting to develop
such a map.
Top tip: ensure that a proper project is
established, owned and communicated by
senior management so that its importance
is understood throughout the organisation
and lines of responsibilities are clear.

EMBEDDING THE PROCESS
INTO EXISTING MANAGEMENT
AND GOVERNANCE
Having identified a sponsor and found the
resources to get a project off the ground,
making the transition from project to
active management can be a major failure
point. It is one thing to create an
assurance map but quite another to make
sure it lives within the existing
management structures and processes.
A few key points to note here. First, it
is poor practice to create new structures
just to maintain the map because this
makes it an add-on. Assurance maps
should be integrated into the organisation
in the same way as risk management
and internal audit. So, no new
committees please. Rather, develop or
amend the agendas of the existing teams
and committees to make it a natural
part of business.
Second, the simplest way to work up
and develop the new maintenance
arrangements is to develop a project
stream that does just that. The work
stream liaises with senior management
to determine responsibilities,
accountabilities and activities and the
mechanism for both senior management
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ASSURANCE MAPPING

In practice, the transition
from the creation of
the initial assurance
map to continuing
maintenance should be
relatively seamless

and governance at the board level
(including the audit and risk committee).
The long-term management and
governance arrangements should be
developed alongside development of the
map itself. The earlier the idea of
long-term maintenance is introduced, the
easier it will be for middle and senior
management to absorb the idea and work
out how they can best manage it. In
practice, the transition from completing
the creation of the initial assurance map
to continuing maintenance should be
relatively seamless.
It goes without saying that failure to
establish an effective maintenance
mechanism will waste most of the effort
and cause the project to fail.
Top tip: plan for continuing
maintenance of the assurance map from
day one, to ensure assurance mapping
retains its relevance in the organisation
in the longer term.

HOW DO YOU SET A BASELINE?
Most organisations start by taking a
bite-sized piece of their entity that can be
used as a pilot and completing an
assurance map for that. This ensures that
any planned structures and formats can
be field-tested and adapted where
necessary. Having taken on board the
relevant learning, they proceed to plan
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how the rest of the organisation can be
covered. This means that whatever start
point was taken for the pilot will be
different from the start point for the rest
of the organisation. But this doesn’t
matter; because the intention is to have a
process for continually updating the map
with the latest and best information.
To draw a parallel with internal audit:
is there always a recent review of a
particular area of the business? No,
because it may be a couple of years since
it was last examined in any depth. That
time lapse does not matter. It simply
provides information that might
prompt a request to advance the next
review if it is perceived as a risky area.
The same principle should apply to
assurance maps.
By way of background, it is possible to
establish a process that enables
assurance maps to be maintained in line
with changes to a risk register once both
are established. As the primary aim of
the map is to enable an objective review
and to enable senior management to
decide whether they want or need more
assurance in any area, the primary aim
is not hampered.
The need to review and maintain the
map should further ensure that it
becomes a live and up-to-date document
reflecting the consequences of things
such as:
risk changes in the corporate
environment;
changes to corporate risk appetite
and tolerance; and
resulting changes to the desired levels
of assurance against each topic.
Top tip: establish a pilot to test out ideas
and ensure the structure will work for
the organisation.

Amarjit Atkar, member,
ICAEW’s Audit and Assurance
Innovation Panel
John Ward, consultant and
chair, ICAEW’s Audit and
Assurance Innovation Panel
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FIRM ELIGIBILITY

STAYING
COMPLIANT
Threats to the
objectivity and
independence of
a firm can relate to
its eligibility as a
registered auditor

To be a registered auditor, firms must
meet the criteria for eligibility set out
in the ICAEW Audit Regulations and
Guidance (see ICAEW resources) and
continue to do so even when
compliance is affected by changes to
activities, appointments and structure
within a firm.
Sometimes such changes – and their
implications – can be overlooked, but
they are important. Not acting or
reacting appropriately and in a timely
manner may lead to unintended and
unwelcome consequences, such as
failure to pay registration fees, being
reported (after an audit monitoring
review) to the Audit Registration
Committee (ARC) or the imposition of
a regulatory penalty.
Compliance with the criteria is
essential for a number of reasons. Not
least because of the role this plays in
ensuring that only appropriately
qualified individuals can exercise
control over the activities of a
registered audit firm. This enables
those individuals to influence and,
where necessary, safeguard the quality
of audit work where the other activities
of the firm, or of its principals who are
not audit qualified, could be a risk to
the firm’s objectivity and
independence.

MARK AIRS/IKON

STRUCTURAL CHANGES
Structural changes within a firm may
result in short periods where a
registered auditor cannot fulfil the
eligibility requirements. However, the
associated risks can be mitigated. If a
firm swiftly consults with ICAEW it can
help to resolve the issue and arrange a
dispensation to allow it to continue
signing audit reports for an interim
period of three months. If firms do not
tell ICAEW about such changes, it risks
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their objectivity and independence.
In some cases, not advising ICAEW of
such changes may mean that a firm
underpays audit registration fees. If
ICAEW reviewers find that a firm has
been ineligible for audit registration for
a significant period and has saved
registration fees as a result, this is
reported to the ARC.
UNDERPAYING FEES
There are various scenarios in which this
can happen. For example, when a firm
appoints a new principal who isn’t a
member of ICAEW, one of the other
professional bodies ICAS, CAI, ACCA, or
isn’t a registered auditor, but the firm
does not apply for audit affiliate status
for this new principal.
In a scenario such as this, in order to
continue audit registration, the ARC
will ensure that the firm makes the
appropriate changes to become eligible
for audit registration. However, it may
also impose a regulatory penalty. The
starting point for such a penalty is likely
to be the amount of underpaid
registration fees, so that all firms pay
their appropriate share of the costs of
ICAEW regulation.

ICAEW RESOURCES
A range of advice and guidance
materials are available to help firms of
registered auditors and responsible
individuals working in the regulated
area of audit to remain compliant.
Current and past versions of the
Audit Regulations and Guidance, as
well as other regulations and links to
information on fees and annual
returns, are available at tinyurl.com/
AB-ARCGuidance
Information on audit monitoring,
including audit monitoring FAQs, is at
tinyurl.com/AB-AuditMon
Information on how to become a
registered auditor is at tinyurl.com/
AB-RegisterAuditor
One condition of eligibility is
compliance with the regulations on
professional indemnity insurance (PII).
Firms can check the recently updated
ICAEW guidance as to
whether their PII needs
changing to reflect this
update. Learn more at
tinyurl.com/AB-ProIndIns
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JOHN
SELWOOD’S
AUDIT CLINIC

John tackles some
tricky topics, including
external property
valuations and
appropriate levels of
audit engagement
partner involvement

QUESTION
My audit client has obtained an
external property valuation from a
well-known firm of property
specialists for the purposes of
preparing its year-end accounts. One
of the non-executive directors of the
audit client strongly disagrees with
the valuation, believing that it is
undervalued, and they have
convinced the board to use their
valuation rather than that provided
by the original valuers.
My assessment is that the nonexecutive director has world-class
expertise in their field and that they
might be right. What should I do?

ANSWER
This is a very difficult position to be
put in because, presumably, you don’t
have the expertise to assess which is the
right valuation. Also, given the
disagreement here, I assume that this
valuation is specialist enough that you
couldn’t use any available market data
to check the assumptions used. If you
can, you should.
However, a good starting point is to
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revisit your risk assessment. Are there
any risks at the assertion level or the
financial statement level that could be
driving the fraudulent manipulation of
the financial statements? A higher
property valuation might suit the
directors if, for instance, the company
were in financial distress. Also, if there
is a high degree of estimation
uncertainty in making the property
valuation then these sorts of
disagreements are more predictable.
Revisiting the risk assessment will
help you decide the sufficiency and
appropriateness of the audit evidence
you need.
Given that there are already too many
experts, my next suggestion might
seem unhelpful. But I think you might
need your own expert.
Using your own auditors’ expert has
much to recommend it (see box,
Insights into audit quality). You will be
able to brief them on exactly what you
need and they will be able to help you
better understand the issues and what
is driving the assumptions used in the
two different valuations.
As auditor, you will need to check on
their independence and objectivity, as
required by ISA 620, para 9 – though
you can probably rely on them
being more independent than the
company’s director.
A tidy outcome in your particular
situation might be if your expert helps
you to obtain sufficient appropriate
audit evidence that supports the current
valuation in the financial statements and
helps you to understand how the first
independent valuation was wrong.
Clearly, that might not happen. You
might find the valuation of this property
is full of uncertainty and that all you can
do is satisfy yourself as to which is the
most accurate valuation in the
circumstances, and ensure that these
uncertainties are properly disclosed in
the accounts.
In the audit report, you could also
consider whether an emphasis of matter
paragraph might be appropriate,
setting out the uncertainty. There could
also be an impact on going concern, in
which case a ‘material uncertainty
relating to going concern’ paragraph
should be considered.
Or, using an auditors’ expert might
highlight a lack of audit evidence, one
way or another, which could be a
limitation of scope.
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Q&A

QUESTION
Our cold file reviewer has criticised
an audit engagement partner for not
spending enough time on audits and
there not being sufficient evidence
on file that he was involved. What is
the right amount of involvement for
an audit engagement partner?

audits where they will need to spend a
lot of time.
I have heard people suggest a
minimum number of hours a partner
should allocate to the simplest of audits.
However, I am not going to repeat that
here for fear that every budget will
suddenly become prepopulated with
that number. As I said, it depends! But
do make sure enough time is allocated
in the budget, otherwise it might
appear that the partner intends to be
insufficiently involved.
Last, but not least, as your cold file
reviewer noted a lack of sufficient
evidence on the audit file of the
involvement of the engagement
partner, both they and the rest of the
team need to ensure that this
involvement is reflected in the audit
file. For example, through notes of the
team discussion and the partner
signing off the documents in the file
that they have reviewed.

ANSWER
This does seem to be a hot topic at the
moment, perhaps fuelled by things said
in recent disciplinary findings by the
Financial Reporting Council (FRC) and
in its reviews of audit quality (see box).
Nonetheless, this is a difficult
question. There are no hard and fast
rules and there is certainly no simple
answer (such as ‘minimum x hours’).
As with most things in audit, it depends
on the complexity of the audit, the
issues that arise and how experienced
the audit team is.
However, a good starting point is to
look at the engagement partner’s
responsibilities. This is not an exhaustive
list but these are the types of activities
that the engagement partner should
generally be involved in:
accepting or reaccepting
appointment;
assessment of threats to
independence and deciding on the
appropriateness of safeguards;
the audit team discussion;
approving planning;
all key decision-making at
completion;
review of the audit file to the
extent necessary;
review of the audit report and
financial statements to the extent
necessary; and
final sign off.
On simple audits with an experienced
team, the partner’s involvement will
be less than other more difficult

John Selwood is a member of the
faculty’s Practitioner Services Panel and
a freelance lecturer and writer
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INSIGHTS INTO AUDIT QUALITY
The FRC’s Audit Quality Thematic
Review Firms’ Audit Quality Control
Procedures and Other Audit Quality
Initiatives (March 2017) offers
examples of good practices that
relate to the Audit clinic questions in
this edition of Audit & Beyond.
Although the FRC’s thematic
reviews involve the six largest audit
firms in the UK, they offer audit firms
of all sizes, in all countries, the
opportunity to improve audit quality.
The thematic review’s key findings
include sections on Leadership
responsibilities for audit quality
problems, Reviews of audit work by
more senior members of the audit
team and Inclusion of specialists and
experts in the audit team.
It notes, for example, that where
specialists and experts are part of
the audit team, their work must be
scoped appropriately and
sufficiently evidenced on the audit
file (with examples) and it highlights
that audits with a higher percentage
level of involvement by the
engagement partner are more likely
to achieve a high quality outcome
prior to issue of the audit report.
This FRC thematic review also
outlines how a ‘lines of defence’
approach can be applied to
external audit and the management
of audit quality risk. Members could
further explore these possibilities
with the aid of assurance mapping
and the hints, tips and resources
from the faculty that are outlined in
Reap and sow (on page 14 and in
Assurance Mapping: a vital
governance and management tool
at tinyurl.com/AB-AMap).
The FRC’s reports on its audit
quality thematic inspections are at
tinyurl.com/AB-ThemIns
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TECHNICAL
UPDATES

CMA REVIEW OF AUDIT
October 2018

The Audit & Assurance
Faculty roundup of new
and updated legal and
regulatory changes
and guidance

AUDIT AND
ASSURANCE
UK & IRELAND
DEVELOPMENTS IN AUDIT
October 2018
The Financial Reporting Council
(FRC) has announced a strategic
programme of work to ensure audit
better serves the public interest. The
programme, outlined in its report
Developments in Audit 2018, covers
work on auditor independence, audit
quality, the future needs of investors
and corporate viability.
The FRC will, as part of a
comprehensive review of the 2016
auditing and ethical standards, test
the effectiveness of the rules on
independence. The review will
determine whether further actions
are needed to prevent auditor
independence being compromised,
including whether all consulting work
for bodies they audit should be banned.
The FRC will work closely with the
Competition and Markets Authority
(CMA) in this area.
Taking lessons from recent company
failures, the FRC will develop proposals
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to strengthen requirements on auditors
when considering whether an
organisation is a going concern. This
includes whether the responsibilities of
auditors in assessing companies’
statements on their longer-term viability
should be enhanced and whether
auditors should report publicly on their
views of the realism of assessments
made by companies.
The FRC is undertaking a review
of the work auditors do on the front
half of the annual report to assess
whether auditors are undertaking
enough work to conclude it is not
materially misstated. This will
complement a major review of
stakeholders’ needs for information in
corporate reports and will consider to
what extent such information needs
to be assured.
In the area of audit quality, the FRC
has adopted an enhanced programme
of audit firm monitoring. It has also
strengthened its enforcement work so
that it can conclude cases more quickly
and revised its sanctions framework to
levy penalties that reflect the gravity of
the issue.
Developments in Audit 2018 is at
tinyurl.com/AB-AuditDev

The CMA has launched a detailed study
of the audit sector to examine concerns
that it is not working well for the
economy or investors.
As part of its review, the CMA will
investigate whether the sector is
competitive and resilient enough to
maintain high-quality standards.
The move comes amid growing
concerns about statutory audits, in
particular following the collapse of
construction firm Carillion and the
criticism of those charged with
reviewing the organisation’s books, as
well as recent poor results from reviews
of audit quality.
The CMA’s market study will examine
three main areas:
Choice and switching. Changes put in
place by the Competition
Commission appear to have
strengthened competition between
the big four firms – Deloitte, KPMG,
E&Y and PwC – but the largest UK
companies still turn almost exclusively
to one of them when selecting an
auditor to review their books.
Resilience. The market study will
examine what the role of the big four
firms means for resilience – the risk
being that each of the big four
auditors is “too big to fail”, potentially
threatening long-term competition.
Incentives. Companies, rather than
their investors, pick their own auditor.
The CMA’s work will examine
concerns that this might result in a
lack of incentive to produce
challenging performance reviews.
If the CMA finds evidence that the
market is not working well after
examining these areas, it will scrutinise
all proposals for tackling them.
The CMA has written to the UK
government about its market study and
the possible need for legislation to
implement its findings and those of the
independent review of the FRC by
Sir John Kingman.
The invitation to comment closed on
30 October 2018.
Responses and other information on
the CMA’s statutory audit market study
are at tinyurl.com/AB-AuditStudy
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FINANCIAL REPORTING
UK & IRELAND

CORPORATE REPORTING
AND GOVERNANCE
October 2018
In an open letter to finance directors
and audit committee chairs, the FRC has
called for improvements in key areas of
corporate reporting. These include key
accounting judgements and estimates,
eliminating basic errors and how
companies have applied the principles
of the UK Corporate Governance Code.
The letter draws on findings from the
FRC’s Annual Review of Corporate
Governance and Reporting 2017/2018.
The FRC reviewed 220 annual and
interim reports for its 2017/18
monitoring activity and conducted three
substantive thematic reviews on
significant reporting issues.
Its key findings on corporate
reporting were:
The most significant concerns with
financial statements included
judgements and estimate disclosures
and cash flow statements.
Frequent challenges in the strategic
report included the use of alternative
performance measures and whether
reports were fair, balanced and
comprehensive.
Viability statements have brought a
greater focus on risk management
but could be enhanced to show more
clearly how companies have assessed
their prospects and viability.
Its key findings of corporate
governance were:
Reported compliance with the Code
is high. 95% of FTSE 350 companies
reported they complied with all but
one or two of the 55 provisions.
However, reporting on how
companies have applied the
principles in the Code has been
inadequately covered due to an
excessive reliance on compliance
with the provisions.
Companies remained reluctant to
explain clearly when they don’t
comply with the Code’s provisions.
The quality of explanations was
described by FRC as disappointing.
The FRC reiterated they must be
thoughtful and provide a clear
rationale for the action the company
is taking.
A copy of the open letter to audit
committee chairs and finance directors
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is at tinyurl.com/AB-FRCLetter
The report Annual Review of
Corporate Governance and Reporting
2017/18 is at tinyurl.com/AB-FRCReview

RISK AND VIABILITY DISCLOSURES
October 2018
Investors want companies to make
business model, risk and viability
disclosures more useful, according to a
report from the FRC’s Financial
Reporting Lab.
Business model reporting; Risk and
viability reporting – Where are we now?
considers how reporting practice has
changed since the lab published its
reports in 2016 and 2017. The report
includes practical examples from
companies that have implemented the
recommendations in those reports.
The report is at tinyurl.com/ABLABReport

FUTURE OF CORPORATE REPORTING
(October 2018)
The FRC has launched a project to
challenge existing thinking about
corporate reporting and consider how
companies should better meet the
information needs of shareholders and
other stakeholders. It will review current
financial and non-financial reporting
practices, consider what information
investors and other stakeholders
require and the purpose of corporate
reporting and the annual report. The
different types of corporate
communications produced by
companies will also be examined.
Ideas and suggestions on how
corporate reporting should evolve can
be sent to futurereporting@frc.org.uk
The FRC expects the project to
lead to calls for action on changes
to regulation and practice. During
the second half of 2019, the FRC
will publish a thought leadership
paper consolidating the outcomes of
the project.
Learn more at tinyurl.com/AB-CorRep

International Financial Reporting
Standards (IFRS) that have been
endorsed since the 2018 taxonomy
suite releases, including IFRS 9 Financial
Instruments, IFRS 15 Revenue from
Contracts with Customers and IFRS 16
Leases. It also reflects Triennial Review
amendments made to UK GAAP
standards in December 2017.
The taxonomies are effective from
1 January 2019, with early adoption
permitted.
Further information is at tinyurl.com/
AB-Taxonomies
AUDIT AND
ASSURANCE
CROWN DEPENDENCIES
CONSULTATION ON AUDIT RULES
October 2018
The three oversight bodies of Jersey,
Guernsey and the Isle of Man have
launched a new consultation on the
Crown Dependencies Audit Rules.
Affected firms are encouraged to
respond before the 19 December
deadline. The new regulations are
expected to take effect from 6 April
2019.
Earlier in 2018, an updated version
of the Crown Dependency Audit Rules
and Guidance was proposed. In
response, a number of firms directly
contacted the oversight bodies and
requested that implementation be
delayed until the implications of their
scope were fully considered and
explained. A particular area of concern
is the extension of the definition of
public interest entities to include all
Market Traded Entities.
This led to the proposed new
regulations being stood down and the
Crown Dependencies Audit Rules
(2015) continue to apply.
The consultation paper is at tinyurl.
com/AB-CrownConsult

REVISED TAXONOMIES
October 2018
The FRC has amended its suite of
taxonomies, which were last issued in
December 2017.
The latest taxonomy suite covers
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AUDIT AND
ASSURANCE
INTERNATIONAL

INTERNATIONAL
FEDERATION
OF ACCOUNTANTS

ACCOUNTANCY
EUROPE

ISA 540 REVISED
October 2018

DRIVERS OF SMP GROWTH
October 2018

The International Auditing and
Assurance Standards Board (IAASB)
has released International Standard
on Auditing (ISA) 540 (Revised)
Auditing Accounting Estimates and
Related Disclosures.
ISA 540 (Revised) reflects the rapid
change that banks, insurers and other
financial services firms have seen as
they moved to new accounting
standards that have changed the way
they deal with loan provisions and
insurance contracts.
Some of the significant revisions
include:
An enhanced risk assessment that
requires auditors to consider
complexity, subjectivity and other
inherent risk factors in addition to
estimating uncertainty. The aim is
to drive auditors to think more
deeply about the risks inherent to
accounting estimates.
A closer link between the enhanced
risk assessment and the methods,
data and assumptions used in making
accounting estimates, including the
use of complex models.
Specific material to show how the
standard is scalable to all types of
accounting estimates.
Emphasis on the importance of
applying appropriate professional
scepticism when auditing accounting
estimates to foster a more
independent and challenging
mindset in auditors.
ISA 540 (Revised) is effective for
financial statement audits for periods
beginning on or after 15 December
2019 and is available at tinyurl.com/
AB-ISA540-Rev

Accountants working in small and
medium-sized practices (SMPs) are
embracing technology to better serve
clients and attract and retain top talent,
according to the International
Federation of Accountants (IFAC) 2018
IFAC Global SMP Survey.
IFAC received more than 6,000
responses from SMPs, representing 150
countries, about their performance in
2018 and marketplace factors most
likely to affect them in the future.
The survey found that over a quarter
of SMPs (28%) plan to allocate more
than 10% of practice revenue over the
next year to technology investment,
reflecting its critical importance in
practice management and operations.
The most frequent responses to
technological advances have been the
development of in-house expertise in IT
and the adoption and use of cloud
options to better serve clients.
The survey is at tinyurl.com/ABSMPSurvey

PROFESSIONAL SCEPTICISM
October 2018
The IAASB has published its first update
to stakeholders, highlighting its efforts
to reflect professional scepticism in
its standards.
The update, titled Professional
Scepticism Communiqué, is available at
tinyurl.com/AB-PSUpdate
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IMPLEMENTATION UPDATE
ON EU AUDIT RULES
October 2018

GLOBAL STANDARDS ADOPTION
October 2018
The implementation of transparent and
high-quality international standards is
improving the availability of high-quality
financial information for stakeholders,
investors and the public, according to a
new report from IFAC.
The International Standards: 2017
Global Status Report is the first of its
kind to provide information that has
been collected through the IFAC
Member Compliance Programme.
The programme measures progress
in adopting international standards and
highlights the essential role they are
playing in strengthening economies.
A copy of the report is available
at tinyurl.com/AB-AWBReport

Accountancy Europe has published an
update on the state of play of European
Union (EU) Member States’
implementation of new EU audit rules.
More information on the process is
available at tinyurl.com/ABEUAuditRules
ICAEW

BREXIT GUIDANCE
November 2018
ICAEW’s technical strategy department
has issued a Brexit guide on
Recognition of professional
qualifications. It covers:
the current situation for ICAEW
members in the UK and EU27;
arrangements if there is a withdrawal
agreement and a transition period;
implications of a ‘no deal’ scenario
for ICAEW members pursuing new
recognition applications;
implications of a ‘no deal’ scenario
for EU professionals pursuing new
recognition applications in the UK,
and with ICAEW specifically;
implications for students; and
what ICAEW is doing to engage
with the UK government and the
EU institutions during the
negotiation process.
Download the guide at tinyurl.com/
AB-Brex
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