
 

 

  
 

 
Audit Committee Reports – External Audit Effectiveness 
 
 
 
 
 
 
 
 
 
 

The revised 2012 UK Corporate Governance Code states that a separate section of the annual report 
should describe the work of the audit committee in discharging its responsibilities including, inter alia, an 
explanation of how it has assessed the effectiveness of the external audit process. The following 
provides a brief insight into some of the first  reports under the revised 2012 Code. 

The disclosure of the steps taken by audit committees in assessing the effectiveness of the audit process 
vary widely – both in the number of factors considered (Review of AQRT reports, delivery against audit 
plan, etc) and in the level of detail. 

While, in practice, audit committees may well employ more mechanisms/factors in assessing the 
effectiveness of the external audit process than they actually report, the most common factors reported 
(albeit based on a small sample) are:  

 Review of audit presentations and communications 82% 

 Review of the risk identification process and delivery against the audit 
plan 64% 

 Assessment of ongoing behaviour and challenge provided to management 
throughout the audit 55% 

 Survey of management views and other feedback 55% 

 Review of quality of staff, resources, geographic footprint etc 45% 

 Review of AQRT reports 27% 

 Reviewing of the auditor’s internal quality control procedures / 
Transparency Report 27% 

 Delivery against factors considered on appointment / tender 9% 

 

 

 

 



 

kpmg.ie 
 

 

Aberdeen Asset Management Plc  

The committee carried out a review of the effectiveness of the external audit process and considered 
the re-appointment of KPMG Audit Plc. The review covered all aspects of the global audit service 
including, amongst other factors, the quality of the staff, the expertise, the resources, and the 
independence of KPMG Audit Plc. The committee reviews the audit plan for the year carefully and 
subsequently considers how the auditor performed to the plan. They consider the quality of written and 
oral presentations and the strength and depth of the lead partners at key locations. The committee 
discussed with the engagement team the key findings of the review by the Audit Quality Review team 
of KPMG. 

 

easyJet Plc  

To assess the effectiveness of the external audit process, the auditors are asked on an annual basis to 
articulate the steps that they have taken to ensure objectivity and independence, including where the 
auditor provides non-audit services. EasyJet monitors the auditors’ performance, behaviour and 
effectiveness during the exercise of their duties, which informs the Audit Committee’s decision to 
recommend reappointment on an annual basis. This included this year obtaining a report on the 
auditors’ own quality control procedures and consideration of their annual audit quality and transparency 
report. 

 

Enterprise Inns Plc  

The Committee reviewed the external auditor’s performance and on-going independence, taking into 
account input from management, consideration of responses to questions from the Committee and the 
audit findings reported to the Committee. As part of the process, the Committee reviewed the auditor’s 
performance against criteria identified as part of the re-tender process in 2012, together with the 
feedback from the Public Report on the Audit Quality Inspection of Ernst & Young, issued by the FRC in 
May 2013. Based on all of this information the Committee concluded that the external audit process 
was operating effectively and Ernst & Young continued to prove effective in its role as external auditor.  

 

Greencore Group plc 

It is the responsibility of the Committee to monitor the performance, objectivity and independence of 
the External Auditor. In September, we met with the External Auditors to agree the audit plan for the 
year, highlighting the key financial statement and audit risks, to ensure that the audit was appropriately 
focused. In addition, the External Auditor’s Letter of Engagement was reviewed by the Committee in 
advance of the commencement of the audit.  

In November 2013, in advance of the finalisation of the Group’s Financial Statements, we received a 
report from KPMG on their key audit findings, including the management letter and the key areas of risk 
and significant judgements referred to above, and discussed the issues with them in order for the 
Committee to form a judgement on the Financial Statements. In addition, we considered the Letter of 
Representation. 

At least once a year, we meet with the External Auditors privately to discuss any matters the auditors 
may wish to raise without management being present. 

The last external audit tender was conducted in 2008 and KPMG were formally appointed as the 
Group’s auditors by shareholders at the AGM held in February 2009. The lead partner is rotated every 
five years to ensure continued independence and objectivity. 
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The Committee continues to be fully satisfied with the performance of KPMG who remain effective, 
objective and independent. We have therefore recommended to the Board that KPMG should continue 
as the Group’s auditors at the forthcoming Annual General Meeting. 

Provision C.3.7 of the 2012 Code introduced a new provision whereby FTSE350 companies should put 
the external audit contract to tender at least every ten years. The Group is also cognisant of the 
Competition Commission’s findings on 17 October 2013 whereby the external audit should be put to 
tender every ten years. As noted above, the external audit was put to tender five years ago. 

In advance of the commencement of the annual audit, the Committee reviewed a letter provided by the 
External Auditor confirming their independence within the meaning of the regulations and professional 
standards. In addition, in order to satisfy itself as to the External Auditor’s independence, the 
Committee undertook a review of auditor compensation and the balance between audit and non-audit 
fees. 

Imperial Tobacco Plc  

As part of a formal review process, audit effectiveness questionnaires are completed by members of 
the Audit Committee and certain executives and finance employees from across the Group. Based on 
the responses to the questionnaires, management produce a report for detailed consideration by the 
Audit Committee.  

Based on its consideration of the report, together with its own on-going assessment, for example 
through the quality of the external Auditors’ reports to, and the audit partner’s interaction with, the 
Committee, the Audit Committee remains satisfied with the efficiency and effectiveness of the audit. It 
has not, therefore, considered it necessary to require the audit to be put out to tender.  

 

ITE Group Plc  

The effectiveness of the external audit process is dependent on appropriate audit risk identification at 
the start of the audit cycle. A detailed audit plan is received from Deloitte, which sets out the key risks 
identified. For the 2013 financial year, the primary risks were in relation to acquisition accounting, 
impairment of intangible assets and goodwill, revenue recognition and recoverability of venue advances. 
The effectiveness of the external audit process is currently assessed by the Committee based on 
discussions with those involved in the process. Private meetings were held with Deloitte at both of the 
Audit Committee meetings which considered the financial statements (in May and November) to 
provide additional opportunity for open dialogue and feedback from the Committee and the auditor 
without management being present. Matters discussed were the preparedness and efficiency of 
management with respect to the audit, the strengths and any perceived weaknesses of the financial 
management team, confirmation that no restriction on scope had been placed on them by management 
and how they had exercised professional judgement. The Chairman of the Committee also meets with 
the external audit partner outside the formal committee process through the year.  

 

Lonmin Plc  

The Committee has evaluated the performance, independence and objectivity of KPMG and also 
reviewed their effectiveness as external auditors. As part of this process, the Committee considered 
feedback on the year’s audit gathered through a survey facilitated by the Secretary to the Committee. 
Respondents to the survey included the financial management team at corporate and business levels, 
company secretariat, the safety and sustainability, tax and stock-taking teams and the internal auditors. 
The following factors were also considered:  

■ the external auditors’ progress achieved against the agreed audit plan and communication of any 
changes to the plan, including changes in perceived audit risks;  

■  the competence with which the external auditors handled the key accounting and audit judgements 
and communication of the same with management and the Committee;  
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■ the external auditors’ compliance with relevant regulatory, ethical and professional guidance on the 
rotation of partners;  

■  the external auditors’ qualifications, expertise and resources and their own assessment of their 
internal quality procedures; and  

■ the stability and continuity that would be provided by continuing to use KPMG.  

After taking into account all of the above factors, the Committee concluded that the external auditors 
were effective.  

Sage Group Plc  

The Committee discussed and approved the scope of and the fees for the external audit plan. In 
addition, the Committee considered external audit’s assessment of the significant risks in the Group’s 
financial statements, which for this year were goodwill and revenue recognition. Throughout the year, 
the Committee tracked these risks and associated work undertaken by external audit has been 
evaluated.  

The Committee monitored the conduct and effectiveness of external audit. To do this, the Committee 
reviewed:  

■ Experience and expertise of the auditors;  
■ The fulfilment of the agreed audit plan and any variations from this plan;  
■ The robustness and perceptiveness of the external auditors in their handling of key accounting and 

audit judgements; and  
■ The content of the external auditors’ report.  

 

Thomas Cook Group Plc  

At its meeting in November 2013, the Audit Committee reviewed the effectiveness of the external audit 
process. This included reviewing comprehensive papers from both management and the external 
auditors, which set out the planning and execution of the conduct of the audit. The Audit Committee 
then held a meeting with the external auditors in the absence of management to discuss further.  

 

UDG Healthcare plc 

The Committee manages the relationship with the Group’s external auditors on behalf of the Board. 

During the year, the Committee carried out its annual assessment of the external auditor including a 
review of the external auditors’ internal policies and procedures for maintaining independence and 
objectivity and consideration of their approach to audit quality. The external auditor is required to rotate 
the audit partner responsible for the Group audit every five years. The current audit partner has been in 
place for two years. The Committee also reviewed and approved the external audit plan as presented by 
the external auditor and assessed the qualifications and expertise of their resources. 

In accordance with the Group’s policy on the hiring of former employees of the external auditor, the 
Committee reviews and approves any appointment of an individual, within three years of having 
previously been employed by the external auditor, to a senior managerial position in the Group. 

Following this review process, the Committee concluded that the external auditor remained 
independent of the Group and that the audit process was effective. On this basis, the Committee 
recommended to the Board that KPMG be re-appointed as the 

Group’s auditor for a further year. This recommendation was accepted by the Board. 

The Committee also reviewed the external auditors’ engagement letter and recommended the level of 
remuneration of the external auditor to the Board having reviewed the scope and nature of the work to 
be performed. Details of the remuneration of the external auditor are set out in note 3 to the financial 
statements. 
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The Committee acknowledges the provisions contained in the UK Corporate Governance Code in 
respect of audit tendering, along with the current proposals of the UK Competition Commission and the 
European Union. It is anticipated that the European Union will shortly provide further clarification on its 
proposals regarding audit tenure and external auditor rotation. When the exact nature of these 
proposals become clear, the Committee will consider the appropriate timeframe within which to carry 
out a formal tender process in respect of the external audit of the Group’s financial statements. There 
are no contractual obligations which restrict the Committee’s choice of external auditor. 

Victrex plc  

The Audit Committee considers the effectiveness of the external audit process on an annual basis, 
reporting its findings to the board as part of its recommendation. This process is completed through 
completion of a detailed questionnaire (which includes consideration of the audit partner, the approach, 
communication, independence, objectivity and reporting). This is completed by members of the 
Committee and senior members of the finance team who regularly interact with the external auditor. 
The results of the questionnaire are reported to and discussed by the Committee. It also assessed the 
cost effectiveness and value for money aspect of the audit.  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Contact us 
If you would like further information on the new Code, 
please talk to you usual KPMG contact or contact:  
 

Audit Committee Institute Ireland: 
David Meagher 
Irish Audit Committee Institute 
T: +353 (1) 410 1847 
E: david.meagher@kpmg.ie 

 

1 Stokes Place, St Stephen’s Green, Dublin 2, Ireland 
T: + 353 1 410 1160 
E: aci@kpmg.ie  
W: www.kpmg.ie/aci 
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