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4.2.5  Audit report dating

We identified two instances in which the audit report was dated before a complete version of the 
annual report was available and all necessary work had been completed.
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APPENDIX A – Scope of independent inspection 2007/8

Audits of the following entities are within the scope of the work of the AIU in 2007/8. The AIU will 
review a sample of relevant audit engagements at each firm selected for an inspection visit. The AIU 
will normally review the last completed audit of an entity. In 2007/8, the relevant financial year is likely 
to have ended in either 2006 or 2007. 
 

• All entities with listed securities (equity and debt). (Note 1)

• AIM or Plus markets (previously OFEX) companies with a market capitalisation in excess 
of £100 million. (Note 2) 

• Unquoted companies, groups of companies or limited liability partnerships in the UK 
which have either:
a) Group turnover in excess of £500 million; or 
b) Group long-term liabilities in excess of £250 million and turnover in excess of £100 

million. (Notes 3 and 4) 

• Unquoted companies or groups which are subsidiaries of foreign parent companies where 
the turnover of the UK group or company is   in excess of £1,000 million. (Notes 3 and 5)

• Private sector pension schemes with either more than £1,000 million of assets or more than 
20,000 members. (Note 3)

• Charities with income exceeding £100 million. (Note 3)

• Friendly Societies with total net assets in excess of £1,000 million. (Note 3)

• Building Societies with assets exceeding £1,000 million. (Note 3)

• Open-Ended Investment Companies and Unit Trusts managed by a fund manager with 
more than £1,000 million of UK funds under management. (Note 2) 

• Lloyd’s Syndicates with an underwriting capacity in excess of £250 million. (Note 3)

• Mutual Life Offices whose “With-Profits” fund exceeds £1,000 million. (Note 3)

If the AIU receives a request from an overseas audit regulator to review the audit of a UK entity or a 
UK subsidiary of an entity within that regulator’s scope, the audit of the UK entity will be deemed to be 
within the AIU’s scope for this purpose. (Note 6) 
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In addition, the scope of the AIU’s work at an individual audit firm may be extended by agreement 
with the professional accountancy body with which the firm is registered. (Note 7)

Notes

Note 1: This refers to companies any of whose securities have been admitted to the official list (within the meaning 

of part 6 of the Financial Services and Markets Act 2000), not to AIM or Plus Markets (see below) and not to 

overseas markets, as at either the previous 28 February (ie  28 February 2007 for 2007/8) or, if later, the date of the 

last published set of accounts.

Note 2: These measures will be applied as at the previous 28 February, ie 28 February 2007 for 2007/8.

Note 3: These measures will apply as at the date of the last published set of accounts. 

Note 4: This category is intended to include companies or groups of companies that are privately owned, whether 

directly or through another investment vehicle, trust or overseas holding company. It is also intended to include 

those companies owned by private equity funds or other institutions. It is not intended to include subsidiaries of 

any other category in this list.

Note 5: This category is intended to cover major subsidiaries of overseas groups. If there are a number of separate 

subsidiaries trading in the UK and group consolidated accounts are not produced, this measure will be applied on 

an individual company basis.

Note 6: This provision is to enable the AIU to respond to requests from overseas regulators should it be considered 

appropriate to do so, thereby facilitating cost-effective regulation and helping to address client confidentiality 

concerns expressed by audit firms. Such requests are likely to be rare and will be considered individually by the 

AIU in consultation with the audit firm concerned. Where they occur, and result in a review of the relevant audit 

being carried out by the AIU, the AIU will seek to agree the form of reporting with both the overseas regulator and 

the audit firm concerned.

Note 7: This provision is to enable the AIU to agree a different scope with the relevant professional body if, in a 

particular case, both parties consider this to be appropriate.
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APPENDIX B - Overview of inspection process

Introduction

Set out below is an outline of key aspects of our inspection and reporting process.

Reviews of firm-wide procedures

Our review of firm-wide procedures addresses all aspects of firms’ systems of quality control, including 
their internal audit quality review procedures. Our review procedures recognise the importance of the 
culture established by the firms’ leadership team in promoting audit quality and professional integrity 
(‘tone at the top’). We consider, for example, how the firms’ commitment to quality and integrity is 
reflected in the basis on which partners are appointed, remunerated and promoted to senior roles.

We also review the firms’ human resource systems and policies more generally; the competence and 
motivation of audit personnel being, in our view, a key element in achieving high quality audits.

Another important area where we focus our firm-wide work is the firms’ procedures designed 
to ensure the independence of the firm generally and the audit teams specifically. This includes a 
review of the firm’s systems and procedures for rotation of partners and staff in accordance with the 
requirements of the Ethical Standards.

The regulatory framework requires firms to have an annual quality review process in place for the 
review of a selection of completed audits. Firms use different terminology to describe this process but 
we refer to it in this report as the Audit Quality Review (AQR). We review how firms conduct their 
AQR, the effectiveness of the process, the overall findings (comparing these with our own findings) and 
any remedial actions taken or planned by the firm. 

Reviews of individual audit engagements

We carry out comprehensive reviews of individual audit engagements to give us a sound basis on 
which to assess the quality of each audit we review. Our work programmes are tailored to ensure 
that reviews are sufficiently focused on the major risk areas identified for each audit and cover 
appropriately the requirements of Auditing Standards. Our inspection teams challenge audit partners 
on the basis on which significant audit judgments were made. We believe that challenging audit 
judgments in this way is a key feature of an effective review of audit quality. 

Our focus in relation to any financial reporting issues we identify is on the appropriateness of audit 
judgments exercised and any underlying deficiencies in the firm’s audit work and quality control 
procedures. Financial reporting and disclosure issues arising are therefore raised with firms in an audit 
context rather than a financial reporting context. 
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Reporting

We prepare reports on each audit engagement we review. These reports are provided to the audit teams 
concerned and copied to senior management within the firms’ audit practices. The key issues arising 
from the reviews of individual audit engagements, and those arising from our review of firmwide 
procedures, are set out in our private reports to the Audit Registration Committee of the professional 
body by which the firm is registered.

Our private reports include prioritised recommendations to the firms together with responses from the 
firms including planned actions. We prioritise the issues and our recommendations on the basis of our 
assessment of their actual or potential impact on audit quality.

Current policy is to issue an annual public report setting out the overall findings and conclusions 
arising from our inspection visits but not to publish any part of our reports on individual inspection 
visits.7 The Oversight Board is currently consulting on the implementation of a revised reporting model 
including the publication of high level reports on individual firms.8

Improving the inspection process

We are committed to a process of continuous improvement and value constructive feedback from 
all firms subject to inspection as to how the process might be further improved. As part of this 
commitment, we identified the need to improve the IT infrastructure that supports our review 
processes and accordingly have implemented a new IT system for 2007/8. This will assist in better 
managing the process and ensuring greater consistency.

7 These arrangements were agreed between the DTI, the FRC and the CCAB when the Oversight Board and the AIU 

were set up.
8 Reporting on Audit Quality Monitoring -Implementing a New Approach (FRC, June 2007). 
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