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21 December 2017 

Mr Bill Edge 

Financial Reporting Council 

The Treasury 

Langton Crescent 

CANBERRA ACT 2600 

Via email: billedge1@gmail.com 

 

Dear Mr Edge 

Thank you for the time you spent with us last week to discuss the recent discussions and press articles 
relating to audit quality in Australia. We are committed to executing consistently high quality audits 
supporting confidence in the capital markets. At EY, we are focused on establishing and maintaining an 
environment that delivers globally consistent and high-quality audits. We have introduced a global 
sustainable audit quality program with six components focused on improving and maintaining audit 
quality. 

Below we provide an overview of current EY initiatives focused on audit quality, our perspectives on 
audit quality in the Australian market and our thoughts in respect of appropriate next steps. 

Current EY initiatives focused on Audit Quality  

In 2015 EY globally launched our Sustainable Audit Quality (SAQ) Program to achieve increased quality 
and consistency in audit execution. Following implementation of SAQ, our global internal and external 
quality inspection results have improved, with Australian internal inspection results significantly 
improving in 2017 (greater than 20% increase in positive file review outcomes).  

As we discussed there is a lag effect in realising the benefits of quality initiatives and in our view there 
has been improvement in audit quality since the last reported ASIC inspection results as a result of the 
SAQ actions taken by the firm. The last ASIC inspection was completed in December 2016 and primarily 
related to audits conducted in 2015 and earlier with less than 20% of files relating to 30 June 2016 
audits. 

Implementation of SAQ represents a significant investment for EY, a cultural shift to embed audit 
quality through changes to systems, people and structures. The six components of SAQ (detailed 
below) are Tone at the Top, Strengthen People Capabilities, Audit Technology and Digital, Enablement 
and Quality Support, Simplification and Accountability.  

Tone at the Top, internal leadership messages and commitment to quality are driven by EY globally 
through Asia Pac and by leadership in Australia. This is the most important element of continuously 
building our culture of audit quality. An example of our commitment to maintaining the right tone is 
the Oceania Assurance leader’s personal attendance and involvement in executive audit training in all 
locations at least once per year.  

Strengthen People Capabilities, investment in resources to support our auditors in performing quality 
work. Over the past two years we have increased our technical accounting and audit quality support 
resources adding an additional three partners and seven directors and managers. Additionally our 
workforce now has different skills including analytics and innovative project management. 
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Audit Technology and Digital Investment, improve the audit process using the latest tools. We 
deployed EY Canvas, our online audit platform that integrates and embeds our methodology, 
engagement documentation, project management and client interfaces. We have also developed EY 
Canvas Client PortaI and EY Helix data analytics and robotic process automation (RPA) tools which are 
now deployed on our largest most complex engagements and will be extended to all engagements 
deriving increased audit quality through analysis of 100% of transactions. 

Enablement and Quality Support, assist our engagement teams to consistently deliver quality audits. 
Enablement includes creating a global network of seasoned professionals as our Quality Enablement 
Leaders, implementing our Milestones project management program (setting completion targets and 
monitoring stages of completion of individual engagements), establishing a warm review program to 
conduct quality reviews concurrent with the execution of the audit and deploying a Root Cause 
Assessment and response program.  

Simplification, simplify and standardise our methodology, forms, templates and checklists. This 
influenced the design of EY Canvas and EY Helix data to improve the quality through consistency in 
documentation. 

Accountability, increased correlation between audit quality and partner remuneration. Annual partner 
quality performance assessments are central to partner performance assessment and directly impact 
individual partner remuneration. Quality indicators considered include internal and external inspection 
outcomes, compliance with firm policies regarding consultation and setting the right tone in relation to 
audit quality.  

Our SAQ program underpins our audit quality action plan which provides detailed actions against each 
initiative. The detailed action plan and outcomes is reviewed with ASIC on a regular basis. Whilst we 
are pleased with the results of the program to date, we continue to work to further improve the quality 
of our audits. I would be happy to share further details on SAQ as appropriate. 

Perspectives on audit quality in the Australian market 

In our view, an assessment of the current status of audit quality in Australia is more complex than some 
of the current press commentary which has focussed solely on the metrics of ASIC inspection 
outcomes. Quality audits contribute to confidence in capital markets, and ASIC inspection metrics 
should be interpreted together with a range of other indicators of audit quality in the context of 
Australia’s capital markets, including: 

 Low incidence of corporate failure associated with financial reporting in Australia. This provides 
some support that the audit process is operating as an effective component of capital market 
oversight.  

 Very few occurrences of financial statement restatement rates following change of audit firm. 
Changes to auditors have not resulted in financial statement restatements suggesting effective 
audit processes. 

 Recent corporate practices have become more rigorous including an increase in the 
consistency of preparation and the quality of management financial analysis and position 
papers provided to Audit Committees over the past 5-10 years. This improvement is in large 
part a response to increased Audit Committee communications by auditors and an increase in 
process rigour of Audit Committee Chairs to assess the underlying quality of financial reporting. 
Chairs have become more responsive to auditor views on the importance of appropriate 
internal controls and are increasingly focused on engaging with management to improve the 
controls framework underlying the financial statement reporting processes. 
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 Audits regularly identify adjustments that are required to be made to financial statements 
before being released to the market.  A study in Singapore relating to 2013 financial statements 
identified that 3000 audit adjustments were proposed over 257 entities reflecting the value of 
audits in the capital markets. 

In respect of current ASIC initiatives to improve audit quality, we support the collaborative attitude 
adopted by ASIC and value the strong working relationship we have and the perspectives that are 
brought by many senior ASIC personnel which assist in enhancing audit quality. 

In relation to the ASIC inspection program we would make the following observations. 

The current program is heavily weighted towards individual file inspections whereas other international 
regulators often spend a greater portion of time on the broader firm quality processes and 
methodologies. The rationale of those regulators is to ensure the processes that drive quality are in 
place across the firms – impacting all audit professionals and all engagements. We note that ASIC’s 
2016/17 inspection cycle included a review of firms’ quality assessment processes and that they intend 
to review project management and root cause processes at firms in the near future.  However, we 
believe a greater weighting of ASIC’s resources on reviewing quality controls systems across a large 
number of firms could improve audit by focusing on matters that impact all auditors – rather than a risk 
based sample.  

Regulators in other jurisdictions employ significantly higher skilled staff than ASIC for audit quality 
inspections, typically ex senior managers and partners of the large firms. This deeper and wider 
experience with the audit context may better place those regulators to discharge the quality oversight 
role in relation to audits. We are very supportive of ASIC’s proposed strategy to use former audit 
partners and support the use of funding from the user pays process to enhance the experience within 
ASICs inspection teams. 

Next Steps 

In addition to the continuing investment of the firms, including EY, we would also make the following 
suggestions to further improve audit quality and ensure confidence in the capital markets is not 
eroded. 

 Broader engagement with the director community on the importance of the audit to the capital 
markets and the role that directors play in enhancing audit quality. Further engagement by 
ASIC, accounting bodies and the individual firms with a consistent message to Audit 
Committees that continues to highlight the importance of high quality audit execution could 
also encourage measurement of audit performance as part of corporate governance.  

 Developing broader measures of audit quality in addition to ASIC inspection outcome metrics. 
In addition to the measures above this could include an Audit Committee Chairs survey relating 
to their perspective on audit quality – including their views on the extent to which the audit 
process is resulting in improved internal finances processes and rigour, and the attitude of 
audit committees to unadjusted audit differences. 

 Improved communication of the context of regulatory findings to avoid generalisations of 
inspection outcomes. In particular:  

 ASIC’s file selection process for inspection is risk focused and therefore not representative 
of audits generally. Inspection metrics cannot therefore be extrapolated as measures of 
audit quality in the overall market, and such extrapolation by regulator or by press may 
undermine capital markets confidence. 
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5 December 2017 
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Chair 
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Canberra  

ACT 2600 

Dear Mr Edge 

Audit Quality in Australia 

We refer to your letter dated 21 November 2017 in which you stated that you were seeking our firm’s 

engagement on audit quality and to discuss the ASIC inspection findings and our response.   

We believe that the ASIC inspection process serves an important role in improving audit quality for the 

benefit of investors and the public interest.  We will continue to work co-operatively with ASIC to improve 

audit quality.  Executing high quality audits is a priority for our Global Network and our firm. 

We strongly believe that the investments we have made and are continuing to make in innovation and 

emerging technologies, our audit processes and policies, and our system of quality control are enhancing 

the quality of our audits. 

The most recent inspection results indicate that audit quality in our firm has deteriorated slightly as it has 

in the wider profession.  Whilst we accept the need for continual improvement we strongly believe that in 

the last three years (covering the previous two inspection cycles) that audit quality in Deloitte has 

improved.  In our view, the nature of the issues raised by ASIC to us three years ago were more serious 

than the issues raised in the most recent inspection cycle.    

Our Global Network has had improving audit quality as our main priority for a number of years significantly 

investing in methodology enhancements to ensure global consistency of our approach to audits as well as 

strengthening key elements of our system of quality control.   

We are absolutely aligned with the regulator on wanting audit quality to continuously improve and in this 

regard we are unquestionably aligned.  From a mindset perspective, we have committed to an “agree and 

accept” approach which we understand is unique to Deloitte.  Whilst at times we might see a different path 

to improving audit quality, when the regulator has a reasonable view, we will accept those views as part of 

our overall strategy to improve quality.   
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These efforts collectively have resulted in improvements in the results of PCOAB inspections in the US, the 

UK, and globally.  Furthermore, there is a strong focus at a global level on achieving the target of a 25% 

reduction in inspection findings as committed to IFIAR, which Deloitte globally is on track to deliver. 

The investments that we have made in innovation and emerging technologies, our audit processes and 

policies, and our system of quality control have included: 

 Rewarding partners for good quality (we have penalised partners for poor quality for a number of 

years). 

 Deploying a crowd support tool for audit practitioners to ask and answer questions in the field 

ensuring teams get the right answers when they need them.  

 Implementation of a query management system (QMS) to enable and consistently document and 

evidence consultations both on audit approach and on accounting technical matters. 

 Release of partner quality dashboards (a snapshot of the partner’s current active engagements). 

 Establishing the Technology and Controls team. 

 Introduction of Centres of Excellence in certain audit areas such as cash and payroll. 

 Establishing taskforces (e.g. to respond to findings in Impairment and Internal Controls). 

 Roll out of global enhancements to our audit technology and methodology (EMS). In 2016, holding 

a two day partner bootcamp to redefine expectations in relation to the use of EMS and partners’ 

role in executing quality audits.  

 Enhancing our monitoring programs 

o Introduction of inflight monitoring on live engagements, this has included  

 ASX 200 coaching 

 Healthchecks  

 Use of file diagnostics. 

o Enhancements of the Global Practice Review program 

 A move to risk based selections 

 100% increase in time spent on file reviews 

 Moderation panels to rate each file reviewed and ensure consistency 

 Increased rigour of testing of the system of quality control  

 Performing casual factor analysis, looking at the root cause of findings both 

positive and negative.  

 Establishing review panel requirements for all audit reports containing key audit matters. 

 Developing new lateral hire training and on-boarding. 

 Influencing Deloitte Global, as member of the Audit Quality Board, the Audit Technical Advisory 

Board, the Audit Quality Monitoring and Measurement group and as external partner for the 

practice review of another member firm. 

Our current audit quality plan has an immediate focus on: 

 Testing of Information Produced by the Entity  

 Completeness of archived files 

 Journal entry testing  

 Development and implementation of Operating Unit Leader dashboards 

 Documentation of elements of the system of quality control 

 Enhancing our risk sensing.   

 

As we have noted, we believe that the inspection process serves an important role in improving audit 

quality. We accept the need to improve audit quality in our firm and we believe improvements can be 

made by other stakeholders, including ASIC.  We would like to take this opportunity to make the following 

observations on the current inspection process:  
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 In total a relatively small number of file reviews are undertaken in the context the total public 

interest entity population. ASIC continues to focus on file reviews whilst other regulators are 

focussing on testing the system of quality control.  

 A number of the reviewers lack practical audit experience which challenges our “agree” or “accept” 

mindset for example: 

o A number did not reach senior levels in the profession; 

o Some do not have appropriate industry experience; and,  

o Some have limited knowledge of controls based auditing. 

 The time taken to conclude file reviews can be stop / start and cause significant strain on our 

partners and staff. 

 We have had instances where ASIC has conducted financial reporting surveillance on an entity and 

has not closed out their queries with the entity. Subsequently, the ASIC individual who looked at 

the matter in surveillance was assigned to review the audit work on the matter.  In these 

instances they clearly had a conflict of interest and came to the review with bias. 

 ASIC is concluding in some audit inspections that matters are misstated, however have not gone 

back to the entity to seek a restatement despite having information from the entity many months 

before the audit file was inspected.   

 There is a need to think about succession planning within ASIC to ensure the long term success of 

the inspection program.  

Whilst we have raised these issues previously with ASIC, they will form the basis of an agenda for a 

meeting with the incoming chairman of ASIC in the new year.   

As we stated in our responses to the Industry Funding model, one of the recommendations of the ASIC 

Capability Review was to remove ASIC from the Public Service Act 1999 (PSA) as a matter of priority to 

support more effective recruitment and retention strategies.  In its response to the ASIC Capability review 

findings, on 20 April 2016, the Government agreed with this recommendation, however has not yet 

implemented this change.  We would welcome the opportunity to explore different operating models for 

ASIC to ensure the sustainability of a robust inspection program and address the observations made 

above.   

In conclusion, as you have noted in your letter, audit quality will be enhanced when there is collaboration 

between the regulator, the firms, companies, users, accounting bodies and standard setters.   

We are committed to improving audit quality and to maintaining investor confidence in the information 

contained in financial reports. 

 

Yours sincerely 

Cindy Hook    Tom Imbesi  

Chief Executive Officer    Chairman    
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Mr Bill Edge 
Chair 
Financial Reporting Council 
C/- The Treasury 
Langton Crescent 
CANBERRA ACT 2600 
 
18 December 2017 
 
 
Dear Bill  
 
Subject: Audit Quality 
 
Thank you for your letter dated 21 November 2017 and for your time to meet with Mark Haberlin, Matt 
Graham and me on 5 December 2017.  As requested, this letter outlines some perspectives on the current 
public discourse regarding audit quality in Australia.  It also covers some suggestions for proposed actions 
and commitments from PwC to play a leading role amongst the industry as we work to continuously 
improve audit quality. 
 
The importance of audit quality to Australia's capital markets 
 
A high quality audit industry is fundamental to the effective operation of Australia's capital markets.  In a 
world where trust is harder and harder to earn, the importance of credible financial, and other, 
information as the basis for shareholders to make investment decisions has arguably never been higher. 
There is a need for auditors, companies and regulators to work together to ensure that all aspects of audit 
quality are continuously improving and that we all play our role to maintain and enhance investor 
confidence. 
 
PwC's views on recent public commentary 
 
We note that the most recent public report released by ASIC announced a deterioration in audit quality 
across the industry according to ASIC's measure of audit quality (ASIC inspection findings).  As ASIC have 
since noted, whilst this trend is not consistent with global reductions in similar measures in other 
territories in the same period, it does require more action than has been the case to date. 
 

PricewaterhouseCoopers, ABN 52 780 433 757 
2 Riverside Quay, SOUTHBANK VIC 3006, GPO Box 1331 MELBOURNE VIC 3001 
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Public references from ASIC to the situation as "appalling" and "[it will] cause another Enron" were, in our 
view, inflammatory and not consistent with the legislated objectives of ASIC to enhance confidence in 
capital markets.  That said, PwC recognises the need to continue to increase efforts to improve audit 
quality across the industry.  In that spirit, this letter includes suggestions/commitments in three areas: 
 
1.  Suggestions from "what has worked well" for PwC 
2.  Suggestions for improvement to ASIC's inspection process 
3.  Commitments from PwC to play a leading role in continuous improvement in 2018 and beyond 
 
1.  Suggestions from "what has worked well" for PwC 
 
PwC's external ASIC inspection findings have remained constant in a range of 12-14% over the last two 
ASIC reports (compared to an industry average of 24% for the Big 4 firms).  Whilst we maintain a 
relentless focus on continuing to improve, we attribute our ability to reduce audit quality findings in the 
last 4-5 years to: 
 

● The lifting in the profile of audit quality in the Assurance strategy and communications from 
leadership 

● The holding of an Audit Quality Summit in 2013 for every PwC Assurance Partner, which set a new 
compulsory behaviour for Partners and their engagement with teams, mandating that they must 
be "at the client, with the team, in the file" 

● The introduction of a thorough Real-Time Review process where independent file reviews are 
performed prior to finalisation of files for listed companies 

● A detailed Root cause analysis process across all findings from external and internal inspections. 
For example this provided strong evidence that our highest quality audits were our best planned 
audits, and vice versa 

● Introduction of a clear and significant Accountability framework for Engagement Leaders and 
Partners in leadership positions  

● The use of emerging technology to drive standardisation and automation, thereby improving 
consistency of outcome.  For example, PwC globally has invested over USD$200m in our audit 
software "Aura" - with the same version of the same software now on every laptop of every PwC 
Assurance practitioner around the world.  
 

These initiatives have also resulted in a reduction in adverse findings from PwC's global internal file 
inspection process over the last 3 years.  
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2.  Suggestions for improvement to ASIC's inspection process 
 
In the spirit of improving the process by which ASIC's external inspection findings come about and are 
communicated, we recommend the following suggestions, each of which have been raised with ASIC 
directly: 
 

● ASIC should release public reports for each individual audit firm they review.  Trust can only be 
built with transparency. Transparency drives personal accountability amongst leaders.  At present, 
the confusion surrounding industry averages and sample selection results in a situation where the 
full story of where audit quality issues exist is not transparent. 

● ASIC shorten their inspection period from 18 months to 12 months to align with global regulators 
to improve ease of understanding of outcomes  

● ASIC consider change to their sampling process.  ASIC currently intentionally review the riskiest 
areas of the riskiest audits.  Whilst in an environment of limited financial resource this makes 
sense, the extrapolation of results across this small risk-based sample across the entire capital 
markets is inaccurate and erodes confidence in capital markets when used for public reporting 
purposes 

● ASIC consider other measures of audit quality to sit beside file inspection findings. For example, 
the percentage of restatements to financial reports or the number of corporate collapses following 
"unqualified" audit opinions.  For example, ASIC have shared that in the last survey period, only 
4% of companies had restatements to financial statements as a result of financial report 
surveillance or audit inspections. 

● Given that ASIC's audit inspection program is now funded by the industry under the "user pays" 
model, ASIC should establish an accountability framework for its inspection process that sets 
standards for the market such as what its turnaround time will be on reports, quality of ASIC staff 
and quality of ASIC reporting. 

 
3.  Commitments from PwC to play a leading role in continuous improvement in 2018 and 
beyond 
 
PwC recognises the need for improvement in audit quality and the resulting need to improve investor 
confidence in the audit industry.  We also recognise that our role as the largest professional services firm 
in Australia brings with it a responsibility to lead the industry. 
 
In February 2018, I have personally convened a meeting of Australia's Big 4 CEOs to discuss the 
leadership importance of this topic and the need for us to work together to solve the issues that exist.  That 
will lead to several initiatives between the firms that will include the sharing of best practice with each 
other, identifying industry wide root causes and improving industry interactions with other stakeholders 
in the market. 
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PwC will also continue to be an active participant in other industry actions and forums, including the 
current projects on Audit Committee Chair surveys, Root Cause analysis and Accountability framework 
and the CAANZ-led market-wide Roundtable series.  Matt Graham (Assurance Leader) and Regina Fikkers 
(Regulatory Affairs Leader) have personal responsibility for these efforts. 
 
Finally, PwC will continue to address audit quality as a priority in our Assurance strategy, with a 
continuous improvement mindset, in an effort to drive further reductions in PwC’s external inspection 
findings. 
 
Bill, as we've discussed, this is an important conversation for Australian capital markets and there is work 
to do for our industry.  You have my commitment that PwC will play a leadership role as we work together 
with other industry participants in 2018 and beyond. 
 
Yours sincerely 

 
Luke Sayers 
Chief Executive Officer  
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21 December 2017 
 
 
 
Bill Edge 
Chair 
Financial Reporting Council 
c/- The Treasury 
Langton Crescent 
Canberra   ACT   2600 
 
Via email: frcsecretariat@treasury.gov.au  
 
 
Dear Bill 
 
I am writing to respond to the audit quality issues raised in our meeting on 11 December 2017 
as well as your letter of 21 November 2017 seeking CPA Australia’s engagement on audit 
quality and maintaining investor confidence in the information presented in financial reports. 
 
You have specifically requested details of actions undertaken by CPA Australia to address the 
issue of audit quality to inform your update to the Minister for Revenue and Financial Services, 
the Hon Kelly O’Dwyer MP.  
CPA Australia is supportive of a collaborative approach to addressing audit quality, involving all 
stakeholders in the financial reporting chain including preparers, auditors, regulators, users, 
accounting bodies and standard setters.   
 
A collaborative, multi-stakeholder approach is necessary as there are no universally accepted 
measures of audit quality which can be used to reliably and consistently compare audit quality 
between engagements, firms or countries and between periods so that the impact of actions can 
be easily monitored and their effectiveness assessed. 
 
To be effective, actions need to address the drivers of audit quality.  ASQC 1 Quality Control for 
Firms that Perform Audits and Reviews of Financial Reports and Other Financial Information, 
Other Assurance Engagements and Related Services Engagement identifies the following 
elements which need to be addressed in a firm’s system of quality control: Leadership 
responsibilities for quality within the firm, relevant ethical requirements, acceptance and 
continuance of client relationships and specific engagements, human resources, engagement 
performance and monitoring. 
 
We outline below the actions we are taking and the ways in which we are currently collaborating 
with stakeholders to positively impact audit quality. 
 
Actions: 
 

1. Quality Reviews 
 

CPA Australia reviews 
 

Quality reviews of our public practitioners are conducted by peers who practice in similar 
service areas, which are trained, overseen and reviewed by CPA Australia staff.  All practice 
areas of a public practitioner are reviewed, not just audit services provided.  CPA Australia 
members who are Registered Company or SMSF auditors are subject to quality review 
every three years. Members are assessed for compliance with the Ethical and Professional 
Standards and the Auditing and Assurance Standards.  Members who have breaches in 
their initial review are reviewed again 12-months later.  
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The review program has continued to evolve to more actively manage members who have 
repeated breaches of auditing and quality control standards and so now if audit breaches 
are found in the same areas on the second review, they are referred to professional 
conduct.  We seek to manage members on a case by case basis between reviews and in 
this way are able to provide increased focus on audit quality issues and support members 
who are unable to meet the prescribed standards to stop providing auditing services. 
 
We share breaches and observations from the quality review program with members 
annually:  
 
Top ten audit and assurance breaches for 2016 

 
 

Regulator Inspections 
 

We actively communicate with members the findings of ASIC inspections of Registered 
Company Auditors, Australian Taxation Office’s reviews of registered SMSF auditors and 
the International Forum of Independent Regulators (IFIAR) survey of audit regulators.  We 
record interviews with relevant regulators and publishing podcasts and a range of reports 
and other materials to detail and explain those findings.  For the FRC’s information, our 
member resources include: 

 

• Podcast: SMSF auditor compliance program findings for 2016-2017 

• Article: Six warning signs the tax office uses when monitoring SMSF auditors 

• Article: Six (more) threats to auditor independence 

• Podcast: ASIC 2015-16 audit inspections  

• Podcast: ASIC 2014-15 audit inspections 

• Article on IFIAR survey: Why is it proving so hard to lift audit quality? 
 

In order to improve the quality and consistency of CPA Australia’s quality reviews with 
regulators’ inspections and for our Quality Review team to gain a better understanding of 
the reviews conducted by the regulators, we have initiated workshops with the regulators.  
These workshops involve our quality review team comparing approaches, findings and 
members’ concerns with the regulator’s inspection team.  A workshop was conducted with 
the ATO in 2017 on SMSF auditors and is planned to continue annually.  Planning is 
underway for a workshop with ASIC in early 2018 on RCAs.  

 
 
2. Resources & Training 
 

Audit quality is supported through resources to assist with the conduct of the audit including 
manuals which are regularly updated, live chats, webinars and podcasts, such as: 

 

• Manual: Small Entity Audit Manual (SEAM) 

• Guide: Independence guide  

• Webinar: Responding to Non-Compliance with Laws and Regulations 
 
Remaining up-to-date with the current accounting standards is also vital for auditors in 
conducting their work effectively.  Competence is a key contributor to audit quality.  We 
provide tools through our website, such as podcasts on the new accounting standards: 
 
• IFRS 9 Financial Instruments 

• IFRS 15 Revenue from Contracts with Customers 

• IFRS 16 Leases 

• IFRS 17 Insurance Contracts  
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We circulate updates on the latest developments in accounting and auditing standards 
through our weekly newsletter CPA Update and reflect those changes by updating website 
pages with relevant content.  We also circulate the Latest Ethics, Auditing and Reporting 
update (LEARN) quarterly, which provides a snapshot of changes to reporting, auditing and 
ethical standards applicable now or available for early adoption. 
 
We offer on-line training for accounting and auditing topics and include relevant sessions at 
CPA Congress, Not-for-Profit Forum and Public Practice Forum. 

 
 
3. Research 
 

In the interests of the profession, CPA Australia funds research on topics which can 
contribute to audit quality and publish findings to inform stakeholders. For example: 
 

• Auditor professional scepticism: Impact of trust and distrust 

• Auditor’s reports in Australia 2005-2015: An updated analysis 
 
We share these findings also through articles and commentary in the media.  Future 
research being funded in 2018 includes data analytics, how it can be used in the audit and 
whether the existing standards accommodate these new and evolving audit techniques. 

 
 
4. Audit Quality Initiatives  
 

We are commencing work on two audit quality initiatives in conjunction with the Australian 
Public Policy Committee (largest six international networks). These projects are: 
 
1. Accountability mechanisms for audit quality 
2. Root cause analysis 
 
The first initiative is led by CPA Australia, the second by CAANZ.  CPA Australia’s initiative 
will explore the drivers of audit quality and the measures of audit quality at the individual 
practitioner and staff level.  The mechanisms being used in practice by the largest six firms 
currently will be explored through interviews, examining documentation of systems and 
processes in place and a workshop to draw out best practices.  The output is intended to be 
a scalable model of accountability which could provide a best practice menu of techniques 
by which to drive and measure audit quality.  This model or menu will then be shared with all 
practitioners to support improved techniques in all firms to boost audit quality. 
 
The root cause analysis project will similarly draw on the existing practices of the largest six 
firms, then workshop and document the best practice approaches to identifying root causes 
of failures in audit quality. Again, these practices can be shared widely. 
 
The objective of both projects is to improve audit quality on a practical level which is 
actionable by firms of all sizes. 

 
 
Collaboration: 
 

1. Regulators & Standard-setters 
 

CPA Australia representatives meet regularly with regulators including ASIC, ATO, ACNC 
and APRA to hear any issues of concern relating to reporting, auditing or ethics, raise 
matters which may require actions by the regulator or by us through raising awareness with 
members or advocating for legislative or regulatory change.  
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We meet with ASIC every quarter, as well as attending other stakeholder engagement 
sessions including Audit Committee Forums, Auditing and Accounting Standing committee 
and quarterly accounting liaison meetings.  
 
We participate in regular stakeholder engagement sessions held by ATO, ACNC and APRA 
and actively contribute to discussion of matters impacting the conduct of audits in the 
relevant sector.  We make submissions on amendments to auditor report templates, 
regulatory requirements and other material disseminated by the regulators with respect to 
reporting and audit. 
 
CPA Australia attends AASB, AUASB and APESB meetings and contributes to development 
of standards through participation in project advisory groups, submissions to consultation 
papers and exposure drafts in response to IASB, IAASB and IESBA consultations.  

 
We meet with the AUASB formally every two months to collaborate on initiatives such as 
communication with stakeholders, co-hosting roundtables to obtain stakeholder feedback or 
information sessions to inform of changes and to identify improvements the standards or 
guidance which support audit quality.  
 
We hosted AASB roundtable consultations on the Financial Reporting framework for 
Charites in Adelaide, Sydney and Brisbane and AUASB roundtable strategy consultations in 
Adelaide, Perth and Sydney in October 2018. We also hosted panel discussions on auditor 
reporting implementation in Perth and Brisbane earlier in 2017 and on proposed auditing 
standard ISA 540 on accounting estimates in Sydney in June. 
 

 
2. Practitioners and other stakeholders 
 

We attend regular discussion groups with stakeholders on reporting and auditing matters in 
Sydney (Sydney Research Group) and Melbourne (Emerging Reporting and Auditing Issues 
discussion group and Large National Networks discussion group). These groups are an 
opportunity to share concerns, discuss interpretation of standards and hear views which 
help to inform submissions on consultation papers and exposure drafts and to understand 
matters which may need to be addressed to support audit quality. 
 
CPA Australia’s External Reporting Centre of Excellence provides a forum for members to 
actively inform and support accounting and auditing policy.  The committee meets quarterly 
and members are regularly consulted to inform specific submissions. 

 
 
3. Monitoring Group audit reforms – bringing the profession together 
 

CPA Australia convened roundtable meetings in Sydney and Melbourne in December 2017 
to bring the profession together to discuss the Monitoring Group’s proposals for changes to 
international auditing standard-setting.  These roundtables brought together key 
stakeholders, including IFAC, FRC, ASIC, AUASB, APESB and AICD, as well the Australian 
member of IESBA and former member of IAASB.  The meetings facilitated the profession as 
a whole to draw out issues arising from the proposals which are ultimately intended to 
improve audit quality. 
 
 
 
 
 
 
 
 





 

22 December 2017 

 

The Chair  
Mr Bill Edge 
c/- The Treasury 
Langton Crescent 
Canberra   ACT   2600 

frcsecretariat@treasury.gov.au 

 

 

 

Dear Bill  
 
We refer to your letter dated 21 November 2017 relating to audit quality. 
 
On behalf of the Institute of Public Accountants (IPA) I would like to assure you and 
the Financial Reporting Council that the IPA is committed to improving audit quality 
across our membership and the profession more broadly.   
 
We refer to the ASIC Audit inspection program report for 2015-16 (Report 534) and 
note its findings; in particular, as noted in your letter, that 25 per cent of the total 
390 key audit areas that were reviewed across 93 audit files did not obtain 
reasonable assurance that the financial report as a whole was free of material 
misstatement. 
 
We note further the announcement by the former ASIC Chairman, Greg Medcraft, 
that this result was “appalling”, as reported in the media; and the consequent 
concern raised by Minister O’Dwyer.   
 
We also have regard to ASIC Information Sheet 222 Improving and maintaining 
audit quality; Information Sheet 196 Audit quality: The role of directors and audit 
committees; RG 260 Communicating findings from audit files to directors, audit 
committees or senior managers; RG 34 Auditor’ obligations: Reporting to ASIC; 
and numerous other guidance from ASIC, AASB and others.    
 
We also refer to the IPA’s report to the FRC on Registered Company Auditors in 
August 2017 which indicated that there is no cause for concern with respect to 
these auditors; and which outlined the IPA’s current quality assurance program to 
which auditors are subjected every three years.  However, the IPA has considered 
the comments of the FRC around improvements; and has sourced reviewers with 
appropriate expertise to undertake face to face audits, in addition to the digital 
process.   
 
Further, we refer to the ‘Areas for improvement’ outlined in Report 534 (p 6) and 
we are able to assure the FRC that the IPA will focus on improving audit quality 
through changes to our current programs on continuing professional development; 
technical information provided to members; tools and resources; helping firms to 
develop action plans; media and communications to raise awareness of the 
importance of audit quality; and activities focusing on cultural change.   
 
In addition, as previously mentioned, the IPA has discussed a thought leadership 
initiative to improve audit quality with the IPA Deakin University SME Research 
Centre. We understand that representatives from Deakin University have held 
discussions with the FRC to scope a possible topic.  We note that Report 534 (p 
15) provides a useful outline of areas that require attention in order to improve and 
maintain audit quality and which could be the subject of further research and 
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analysis. For instance, ‘action plans to improve audit quality’ is an obvious activity, 
however, we question whether there is credible research to determine whether 
these action plans are being implemented and actually resulting in sustainable 
improvements.   
 
The IPA contends that since the coverage of ASIC’s inspections is limited to the 
point where extrapolations cannot be made, a supplementary process may be 
beneficial to broaden the coverage to more audit firms and especially to smaller 
firms. For instance, an online survey may be useful or even a type of online quality 
assurance program where firms are required to submit working papers, file 
documents and so on.  This could be as narrow or as wide-reaching as needed, 
based on risk profiles, industry sectors, size or other criteria. 
 
We also note that Report 534 (p6) states that ‘Our inspections focus on higher risk 
audit areas and so caution is needed in generalising the results across the entire 
market.  We generally select some of the more complex, demanding and 
challenging audits, and some more significant or higher risk areas of the financial 
reports’.  ‘Hence, purely random reviews could result in a different level of findings 
than indicated in paragraph 3’.  Therefore, the IPA contends that the findings are 
unlikely to be representative of audit quality more generally.  Reports from the 
professional accounting bodies about their respective members may be useful 
when seeking to ascertain the extent of the issues.  We note that the IPA report on 
Registered Company Auditors mentioned above did not indicate any cause for 
concern.   
 
However, it may well be that the way we identify, measure, report and evaluate 
audit quality needs to be revised.  Report 534 (p 9) appears to indicate that it’s not 
possible to draw any statistically rigorous conclusions, nor to establish a trendline, 
from the findings. Even though figures are presented for 2015 and 2016, the note 
states that the percentages are ‘not directly comparable between periods’.   
 
The IPA’s main focus is on small business and SMEs, since three-quarters of our 
members work or advise in these sectors.  ASIC inspected only nine small firms 
and reviewed only one file at each.  In order to determine more accurately the state 
of audit quality with respect to smaller firms, it might require a much larger sample 
size.  Since this may not be possible given time and resources, an online survey or 
quality assurance type process, as outlined above, may be beneficial.  The 
professional accounting bodies and their respective research facilities are already 
established and able to undertake this work in our co-regulatory system.   
 
However, since smaller reporting entities do not present a systemic risk, we believe 
it would be preferable to reduce the reporting requirements on these entities, 
including incorporated associations.  One option is to reduce the audit threshold, 
that is, the point at which an entity requires an audit to be performed by an RCA, 
thereby increasing the capacity for non-RCAs to undertake reviews. IPA members 
play an increasingly important role in the Not-for-Profit and charities sectors and 
we believe this should also be taken into account when reviewing the entire audit 
and assurance review framework.  All of these measures, especially in aggregate, 
would have the benefit of reducing red tape and compliance for these entities while 
also reducing ASIC’s workload; and without compromising audit quality given the 
other proposals we have outlined.      
 
 
 
 
 






