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AUDIT

Audit underpins public confidence in corporate 
governance and reporting by UK companies. 

Since the financial crisis, the FRC has – Continued to discharge our 
introduced measures to enhance responsibilities for statutory 
confidence in the quality of audit and oversight of the regulation of auditors 
increase the value of auditor reporting by the recognised professional 
to investors. The measures include accountancy bodies. 
retendering, enhanced and extended – Continued to work with BIS to ensure 
auditor and audit committee reporting, that the ARD was implemented to 
and increased transparency of the results ensure an effective, appropriate and 
of the FRC’s audit quality reviews. It is proportionate regulatory regime for 
essential that within audit firms there is audit. This included considering the 
a culture of commitment to delivering impact of any changes on the structure 
consistent and rigorous audit quality. of audit regulation and related FRC 

During 2015/16 we have: powers and on the FRC’s ethical and 
auditing standards. 

– Monitored and reported on the quality 
– Consulted on and finalised proposed of individual engagements and made 

revisions to the ethical standards to appropriate use of our new regulatory 
address issues identified in our review powers designed to impose sanctions 
of the ethical framework. where poor quality audit work was 

identified. In determining which – Contributed to the work of the 
engagements were subject to monitoring International Auditing and Assurance 
we took account of the priority sectors Standards Board (IAASB), the 
and relevant areas of focus outlined International Forum of Independent 
under the high quality corporate reporting Audit Regulators (IFIAR) and other 
objective. We also paid particular EU and international groups. 
attention to the quality of first year audits. – Worked on the development of an 

– Undertaken thematic studies on audit updated Audit Firm Governance Code 
quality processes covering quality which we expect to issue later in 2016.
control monitoring procedures and the 
Engagement Quality Control Review 
(EQCR) together with audit sampling.

It is essential that 
within audit firms 
there is a culture 

of commitment to 
delivering consistent 

and rigorous 
audit quality
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Key effectiveness Outcome
indicator

Evidence from our  We inspected 137 individual audit engagements in 
audit quality reviews 2015/16 (compared with 126 engagements in 2014/15), 

including 66 FTSE 350 (54 in the previous year).

The findings from the 2015/16 Audit Quality Inspection 
Annual Report published in May 2016 found that 23 per 
cent were assessed as requiring improvements or 
significant improvements compared with 33 per cent 
in 2014/15. 

77 per cent of audits inspected were assessed as 
either good or requiring only limited improvement 
compared with 67 per cent in 2014/15.

Progress in the Auditors continued to demonstrate innovation in 
implementation of  developing high quality, accessible reports in the 
the extended audit second year of extended auditor reporting according 
committee and auditor to a FRC survey. 
reporting changes and 

Investors have welcomed extended auditor reporting investor feedback
and the additional information it provides about the 
companies being audited. The findings from the survey 
can be found on our website.4

Findings from a survey of audit committee chairmen 
on audit quality show a positive picture and the results 
were an improvement on the previous years.

4 https://www.frc.org.uk/
Our-Work/Publications/
Audit-and-Assurance-Team/
Report-on-the-Second-Year-
Experience-of-Extended-A.pdf
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CORPORATE 
REPORTING 

Investing time and resources in producing high quality 
corporate reporting can result in significant benefits 
for companies. Corporate reports should be clear and 
concise as well as fair, balanced and understandable. 

Our aim is to encourage all those involved in implementation of the EU Directive on 
the financial reporting process to focus on Non-financial Reporting and continued 
communication and the clear presentation to influence other regulators to support 
of information that is material and relevant, clearer and more concise reporting that 
including in relation to the longer-term is relevant to investors.
viability of the company. We have published – Continued our project aimed at 
guidance on the Strategic Report, and achieving over a three year period a 
reported on our reviews of corporate reports step change in the quality of reporting 
and accounts, and on the work of the of smaller listed and AIM companies. 
Financial Reporting Lab (The Lab).

– Issued new reporting requirements for 
During 2015/16, we: small and micro companies in response 

to the implementation of the EU 
– Undertook our annual programme Accounting Directive; and considered 

of reviews of corporate reports, consequential amendments to FRS 102.
completing 192 reviews during the year. – Continued to influence the International 
The reviews were directed at companies Accounting Standard Board (IASB) 
of economic significance where a material agenda, particularly it’s Conceptual 
misstatement could have implications not Framework and its work on disclosures, 
just for the individual company but for including specific research to influence 
confidence in the market as a whole. developments in cash flow reporting.
Our priority sectors were insurance, food, 

– Published the latest findings from the drink and consumer goods manufacturers 
Lab project on Corporate Reporting and retailers, companies servicing 
in a Digital World and published the the extractive industries and business 
outcomes of the Lab’s work on disclosure services. We have paid particular 
of dividend policy and capacity.attention in our reviews to revenue 

recognition, the reporting of complex 
supplier arrangements, business 
combinations and the implementation 
of new accounting standards.

– Undertook an evaluation of the impact 
of the Guidance on the Strategic Report, 
worked with BIS on the UK 

Our aim is to encourage 
all those involved in 

the financial reporting 
process to focus on 

communication and the 
clear presentation of 
information that is 

material and relevant 
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Key effectiveness Outcomes 
indicators

Quality of reporting The overall quality of the 192 corporate reports 
evidenced by the reviewed in the year was generally good although 
corporate reporting the most common areas of challenge remain broadly 
reviews the same as in previous years. 

Some improvement in respect of principal risk 
reporting, presentation of cash flows statements 
and capital management disclosures.

Appropriate effort was made to implement new 
reporting standards and the Strategic Report.

Assessment of the We undertook a study on the impact of the Strategic 
contribution of the Lab Report and related FRC Guidance. 
project and Strategic 

The study found that companies are taking on board Report guidance to 
the objectives of the FRC’s ‘Clear & Concise’ initiative, clearer and more concise 
including the work of the Lab; and that the overall reporting
quality of corporate reporting has improved since the 
introduction of the Strategic Report. However, it also 
highlighted areas where further improvements could 
be achieved.

Evidence on the root We identified that many smaller quoted companies 
causes of problems in incorrectly believe that investors place little value on 
reporting by smaller their annual reports, and that these companies see 
listed and AIM the preparation of the annual report as a necessary 
companies compliance exercise rather than an opportunity to 

provide relevant information to stakeholders. 

We identified proposals to help improve the quality 
of their reporting, including facilitating greater dialogue 
between preparers and investors and encouraging 
investors to give more feedback to Boards on the 
quality of the financial information.

Evidence of the extent Many companies did not adopt the new standards 
of voluntary adoption of before the effective date of 2015, and therefore, given 
FRS101 and the impact the small number of early adopters of FRS 101 and 
of FRS102 FRS 102, there was insufficient data for an effective 

review of the impact of the standards this year.

The FRC’s Guidance on 
the Strategic Report 

has had a positive effect 
on the quality of 

corporate reporting. 
Many companies have 
embraced this as an 
opportunity to rethink 

how they communicate 
with investors
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Key effectiveness Outcomes 
indicators

The impact of our work We have continued to influence IFRS including through 
to secure user views on representation on the IFRS Advisory Council and 
IFRS and how effectively responding to all major consultations to feedback the 
we have represented views of UK stakeholders through our outreach and 
them in our responses to Council activities. 
and work with the IASB

We have contributed significantly to EFRAG through 
representation on its Board and Technical Expert 
Group in support of its work to reinforce the EU’s 
contribution to the development of IFRS.

The extent of direct The Lab continues to build its base of project 
company and investment participants. While FTSE 350 participation continues 
community participation to be strong, small companies now represent nearly a 
in Lab projects and quarter of participating companies, and over 300 retail 
influence of the Lab’s investors participated individually or through associations. 
reports on corporate 

The Lab’s work on debt and cash flows helped to reporting practice
influence changes made by the IASB that will require 
better information on cash and non-cash changes in 
reported debt. We are already seeing examples of 
improved disclosures of dividend policy and practice 
following the Lab’s report in November.

The Financial Reporting 
Lab provides an 

environment where 
investors and 

companies can come 
together to develop 

pragmatic solutions to 
today’s reporting needs
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CORPORATE 
GOVERNANCE

High quality corporate governance 
and investor stewardship foster trust  
in the way companies are run. 

The FRC sets the UK Corporate 
Governance Code that is based on the 
underlying principles of good governance 
including the exercise of judgement, 
accountability, transparency, probity and 
a focus on the sustainable success of an 
entity over the long-term. It includes a clear 
principle that boards should provide annual 
reports and accounts that present a fair, 
balanced and understandable assessment 
of the company’s position and prospects. 

During 2015/16, we:

– Continued an assessment of the 
quality of board succession planning 
and considered how to develop 
best practice. 

– Considered further how best to assess 
company culture and practices and how 
effective companies are at embedding 
good corporate behaviours, and 
considered how to promote 
good practice.

– Sought evidence of companies’ early 
experience of implementing risk 
management and viability reporting, 
following the 2014 changes to the UK 
Corporate Governance Code

– Considered, in advance of any formal 
consultation, possible changes to the 
Code in 2016 as result of the CMA 
recommendations in relation to audits 
of FTSE 350 companies. 

– Consulted on changes to the Corporate 
Governance Code to incorporate the 
requirements of the ARD.

– Updated our Guidance on 
Audit Committees.

The UK has some 
of the highest 

standards of corporate 
governance in the 

world, which makes 
the UK market 

attractive to 
new investment



35Financial Reporting CouncilAnnual Report and Accounts 2015/16 

INVESTOR 
STEWARDSHIP

The FRC sets the UK Stewardship Code that supports 
the principles of effective stewardship by institutional 
investors, which help build confidence in the system and 
give force to the ‘comply or explain’ approach as well 
as increasing accountability to clients and beneficiaries.

In 2015/16 the FRC focused on: – Undertaking scrutiny of adherence  
to the Stewardship Code.

– Developing the evidence base for 
engagement practice and the benefits – Influencing the development of the  

of effective engagement. new EU Shareholder Rights Directive. 

– Encouraging asset managers and 
owners to provide better accounts of 
their engagement policies and practices.

Key effectiveness Outcomes 
indicators

Compliance with the Compliance with the Code remains high with 90 per 
Corporate Governance cent of FTSE 350 Companies reporting they either 
Code (the ‘Code’), comply with all, or all but one or two, of its provisions. 
including early take up of Evidence shows an improvement in the quality of 
the changes and clarity explanations for non-compliance.
of explanations given by 

Early adoption of the 2014 revisions to the Code were FTSE 350 companies for 
made by a small number of companies. Early adopters’ non-compliance
viability statements included a good explanation of how 
the viability period was chosen and what principal risks 
were considered and mitigated.

Effective dialogue 
between investors and 
the companies in which 

they allocate funds is 
imperative to achieve 
sustainable long term 

growth in the 
UK economy
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Key effectiveness Outcomes 
indicators

The percentage of Surveys carried out by the Investment Association 
mandates awarded by (June 2015) and Pensions & Lifetime Savings 
asset owners to asset Association (PLSA – December 2015) found that:  
managers that explicitly 74 per cent of asset managers have mandates that 
refer to stewardship explicitly refer to stewardship. 68 per cent set out 

stewardship expectations in their mandates 
for managers.

The frequency and scope 90 per cent of asset managers report to clients or 
of reporting by asset beneficiaries with approximately three quarters doing 
managers to clients and so regularly. 81 per cent of asset owners said they were 
levels of satisfaction with satisfied with their asset managers reporting, but only 
that reporting 9 per cent were ‘very satisfied .̀

The percentage of 18 per cent of asset managers had obtained an 
Stewardship Code independent opinion on both their voting and 
signatories with engagement processes in the previous 12 months.
independent opinions 
on their engagement who 
make those opinions 
available to clients

74%
of asset managers have 
mandates that explicitly  
refer to stewardship.
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ACTUARIAL

Actuarial work is central to many financial decisions 
in insurance and pensions and is an important 
element in other areas requiring the evaluation of 
risk and financial returns. High-quality actuarial work 
promotes well-informed decision-making and 
mitigates risks to users and the public. 

to Defined Contribution Schemes following 
Actuarial Standards and pension freedoms”. The main finding of the 
related matters survey was that while the level of transfer 

activity has increased, the numbers are still 
During 2015/16, we published an update low. The JFAR agreed that this was still 
on our consultation consulted on a a developing area and that ongoing 
new framework for Technical Actuarial monitoring is required. 
Standards (TASs). This related to the 
development of a new TAS 100 covering In addition, we published the results of 
high-level principles applicable to all the survey of accumulation rates used in 
technical actuarial work providing greater Statutory Money Purchase Illustrations 
assurance to users and simplifying the (SMPI): “Accumulation rates used by 
framework for practitioners. providers of statutory money purchase 

illustrations since 6 April 2015”.
We issued feedback on the standards 
framework and TAS 100 in the second During 2015/16 we continued to influence 
quarter of 2016 and at the same time the development of International and 
issued a consultation on technical actuarial European model standards through 
standards specific to areas of work with participation in bi-annual meetings of the 
a high degree of public interest. This respective bodies and responding to 
consultation will close in August 2016 and consultation. We will continue this work 
responses will reviewed over the summer. over the 2016-19 strategy period. 

We also published the results of a survey 
of transfer activity from Defined Benefit (DB) 
to Defined Contribution (DC) schemes: 
“Joint Forum on Actuarial Regulation: 
Review of transfers from Defined Benefit 

Reflecting on the 
48 responses to 

our consultation on 
our new Framework 

for Technical Actuarial 
Standards we issued an

update paper 
in July 2015
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– Ensured that the IFoA’s programme of 
Actuarial oversight transition training in relation to its new 

cross-practice standard on the review 
We have a Memorandum of Understanding of actuarial work and independent peer 
with the IFoA following the decision to review was sufficiently accessible before 
establish a voluntary arrangement to the new standard took effect and the 
oversee the professional bodies and to standard for compliance review in 
set technical actuarial standards. pensions was simultaneously withdrawn 

in July 2015. The training reduced the During 2015/16, we continued to conduct 
risk to the public interest arising from a independent oversight of the IFoA in its role 
subset of actuarial work in the pensions as regulator of those of its members who 
sector that could potentially be subject practice in the UK. We began preliminary 
to a lower level of review under the new work to review the FRC’s responsibilities in 
standard than had previously been respect of actuarial oversight. This work will 
the case.continue in 2016/17.

– Engaged with the IFoA on its high level Through our regular communication 
regulatory objectives in its current review with the IFoA and continuing review of its 
of the ethical code for its members, regulatory initiatives, we have carried out, 
providing strategic input to the project’s among other things, the following work:
scope. The code’s purpose is to ensure 

– Supported the IFoA’s development of its the integrity, competence and 
quality assurance scheme for employers transparency of the actuarial profession 
of actuaries which was launched in in the public interest.
September 2015, in response to our 

Further information in respect of the FRC’s previous recommendations which 
actuarial oversight role can be found in the highlighted the working environment for 
appendices on page 95.actuaries as a driver for actuarial quality. 

This new regulatory scheme is in the 
public interest and the employers of 
around 20 per cent of the UK’s actuaries 
are now accredited under it.

Key effectiveness Outcome 
indicators 

Compliance with our The JFAR thematic review of general insurance 
standards, including provisioning, due to be reported on later in 2016, will 
through survey include a high level review of adherence to reporting 
evidence and standards for the sample of reports in the review.
information from the 

We contributed to the development of the IFoA Quality monitoring activities of 
Assurance Scheme that was introduced in 2016.JFAR members
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ENFORCEMENT

Our Enforcement Division enables us to hold 
individuals and organisations to account where 
this is necessary in the public interest.

The FRC’s independent disciplinary Our 2016/17 plan notes that we will aim to 
arrangements continued to contribute complete our investigations under the Audit 
to the achievement of the FRC’s overall Enforcement Procedure and disciplinary 
mission by taking enforcement action schemes in about two years, from the date 
against organisations and/or individuals on which our Conduct Committee decides 
where it is in the public interest to do so. to institute an investigation by Executive 

Counsel until the service of a Proposed 
The FRC investigates misconduct by Formal Complaint, an Initial Investigation 
auditors, accountants and actuaries Report under the Enforcement Procedure 
through the independent arrangements or when the case is closed.
required by Schedule 10 of the Companies 
Act 2006 (for audit) and as otherwise 
agreed with the accounting and actuarial Investigations
professions pursuant to the Accountancy 
and Actuarial schemes and Regulations Out of the nine cases concluded during 
in force from time to time. Following the 2015/16: (i) in five cases, Members and/or 
FRC’s review of its governance structure, Member Firms reached a settlement 
Professional Discipline was replaced by agreement with Executive Counsel on the 
a new Enforcement Division headed by basis of their own admissions that their 
the Executive Counsel on 1 April 2016. conduct fell significantly short of the 

standards reasonably to be expected of a 
During the year the FRC consulted on a 

Member or a Member Firm; (ii) two cases 
new Audit Enforcement Procedure, designed 

were concluded on the basis of the findings 
to respond to the new audit regulatory 

of Misconduct by a Disciplinary Tribunal; (iii) 
framework. The Audit Enforcement 

one case was Closed by Executive Counsel 
Procedure (the Enforcement Procedure) 

having concluded that there was no realistic 
was implemented in relation to statutory 

prospect that a Tribunal would make an 
audit cases, replacing the FRC’s existing 

Adverse Finding in respect of matters within 
sanctions procedure and disciplinary 

the scope of the investigation. 
scheme to provide a single, streamlined 
procedure for audit enforcement. We 
anticipate that this will contribute to our aim in 
dealing with cases more quickly and in a cost 
effective manner. The FRC will delegate the 
majority of investigation and sanctioning of 
non-PIE cases to the professional bodies.

During 2015/16 
the FRC continued 
to make progress in 
its enforcement role
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In April 2015, the FRC published the final provision of non-audit services during 
report of the Appeal Tribunal on sanction their audit of the financial statements of 
in the case concerning MG Rover against Ted Baker plc and one of its significant 
Deloitte & Touche (‘Deloitte’), who were affiliates for the periods ended 
advisers to the MG Rover Group and, 26 January 2013 and 25 January 2014.
Maghsoud Einollahi, who was a partner – Members and a Member Firm, Deloitte 
at Deloitte. The Appeal Tribunal imposed LLP, in relation to the preparation, 
sanctions of a fine of £3 million and a approval and audit of the financial 
Severe Reprimand against Deloitte and a statements of companies within the 
fine of £175,000 and a Severe Reprimand Serco group for the financial years 
against Maghsoud Einollahi. An additional ended 31 December 2011 and 
theme identified by the Appeal Tribunal 31 December 2012
in this case was a lack of clarity in how 
accountants should discharge their – KPMG Audit Plc’s audit of HBOS plc 
responsibilities in the public interest. for the year ended 31 December 2007;
The FRC and the profession are currently – PricewaterhouseCoopers LLP in relation 
in the process of addressing this issue. to the audit of the financial statements 

of BHS Limited for the year ended Since April 2016 we have we have 
30 August 2014.commenced four investigations under the 

Accountancy Scheme, into the conduct of: Details of the FRC’s work on individual 
cases are available on the website.5– KPMG Audit Plc in relation to their 

consideration of and compliance with 
ethical standards in connection with the 

Key effectiveness Outcome 
indicator

Progress on The number of cases that are under investigation at any 
concluding broadly time has remained at about 20 during the last 3 years with 
equivalent disciplinary considerable improvement in the pace of progression of 
investigations in a cases from the investigation stage of the disciplinary 
timely manner process to the prosecution stage. Two in-house 

accountants were recruited in 2015; which contributed 
to improvement in efficiency and a reduction of costs 
of investigation.

The number of  
cases that are under 

investigation at any time 
has remained at about 

20 during the last  
3 years

5 https://www.frc.org.uk/
Our-Work/Enforcement/
Enforcement.aspx 
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