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The evaluation  of  external audit effectiveness  is  subject to increased regulator  and investor  
focus. Not only is  it  core to the audit committee r ole  – the committee must be satisfied that  
the audit is  effective – but it can have an impact  on any  recommendations  around audit  
tendering and/or  rotation. 
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 Audit committee oversight essentials … 
The audit  committee has  responsibility  for managing the 
relationship with the auditor  and ensuring that  the auditor  
is  directly accountable to the audit committee.  The audit  
committee should maintain a  strong and candid 
relationship with the auditor  – otherwise  this will limit the  
oversight  the audit committee has  of the external  audit  
process – and should review the relationship between  
the auditor  and executive management  to ensure that  an 
appropriate balance  exists. 
The competence and qualifications of  the auditor  should 
also be addressed.  Some considerations  to this effect  
include the: 
•	 Auditor’s understanding of the risks  facing the

company  and their  response to these in their  audit 
plan.

•	 Performance and  delivery against  the audit plan.
•	 Robustness and perceptiveness of the auditor  in

handling the key  accounting and audit judgements 
identified.

•	 How  the auditor  responds  to questions  from  the audit 
committee.

•	 Comments  provided by  the auditor  on the systems  of 
internal  control.

The evaluation should also assess  the auditor’s  
independence,  objectivity and  professional  scepticism.  
This  part of the evaluation might  include consideration  of: 
•	 The level  of challenge provided by  the auditor  as 

observed through  conversations  with and reporting to
the audit committee.

•	 Safeguards  to independence  implemented by  the
auditor.

•	 Information provided to the audit  committee on this 
area.

By  the time any  disputed issues  are alerted to the audit  
committee,  these may  have already  been resolved 
between executive management  and the auditor,  
therefore it  may  be difficult for  the audit committee to 
observe this  challenge.  This  is  something that  the audit  
committee should consider  and question.  The most  
effective way  to understand  this  may  be through  holding 
private meetings  with the auditor.  The audit  committee 
should also keep in mind the degree to which the 
relationship with executive management  and the 
committee  itself  may affect  the objectivity of  the  
auditor. 
Evaluation of the external  auditor  on  an  annual  basis is 
considered best  practice.  The process not only  helps  to 
optimise the performance of  the auditor,  it  also 
encourages  good communication between the auditor  
and the audit committee. 
A  questionnaire is  often considered a  good way  of  
performing the evaluation, and this  can also provide 
opportunities  to track progress and improvements  from  
prior  years.  However,  it  is  also good practice to deploy  
other  mechanisms  and to ensure all  relevant  views  are 
considered. 
Evaluations of  external  auditors is an  area that  is subject  
to increased attention from  regulators  and investors.  
Audit  committees  may  want to consider  the level  of  
transparency  they  provide in regards  to the evaluation 
process: how it  is  performed;  who it  includes;  what  
areas  of performance it  covers; the results and any  
actions. 



 Key questions for audit committees to consider: 

Evaluation approach 

- Have the following mechanisms for  evaluating the 
effectiveness of the audit been considered: 

- Review  of audit presentations and communications 

- Review  of risk identification and delivery against the 
audit plan / tender  document. 

- Assessment of  professional  scepticism throughout  
the audit. 

- Review of  quality of  staff,  resources,  geographic 
footprint etc. 

- Reviewing of the auditor’s internal  quality control  
procedures and reports? 

- Are the results of  the evaluation process discussed 
with the external auditor  and any areas for  
improvement agreed upon? 

 Judgments and estimates: 
process and assumptions 

- Did the audit team  have the necessary knowledge and 
skills to meet  the company’s audit  requirements? How  
did the auditor respond to feedback? Was the lead 
engagement  partner  accessible to the audit committee 
and company management? 

- Does the audit firm  have the necessary industry 
experience, specialized expertise in the company’s 
critical accounting policies,  and geographical reach 
required to continue to serve the company? 

- Did the audit engagement team have sufficient  access 
to specialized expertise during the audit? 

Independence and 
professional scepticism 

- Did the audit firm report  to the audit committee all  
matters that  might  reasonably be thought  to bear  on the 
firm’s independence? Did the audit firm discuss 
safeguards in place to detect  independence issues? 

- Were there any significant differences in views 
between management  and the auditor? If so,  did the 
auditor  present  a clear point of  view  on accounting 
issues where management’s initial  perspective differed? 

- If  the auditor  is placing reliance on management and 
internal audit testing,  did the audit committee agree 
with the extent of such reliance? 

 Quality of service provided 

- Did the lead engagement partner  discuss the audit plan 
and how it addressed company/industry-specific areas 
of audit  risk (including fraud risk)  with the audit  
committee? 

- In multi-location audits,  did the lead engagement  partner  
provide information about the technical  skills,  
experience and professional objectivity of other  audit  
teams? 

- Did the auditor  meet the agreed upon and audit plan and 
objective performance criteria? Did the auditor adjust  
the audit plan to respond to changing risks and 
circumstances? 

- Did the lead engagement  partner  advise the audit  
committee of the results of consultations with the 
firm’s professional practice office? 

- If  the company’s audit was subject to inspection by 
regulators,  did the auditor advise the audit  committee of  
the inspection findings and their  impact  on the audit  
results? 

- Was the cost  of the audit  reasonable and sufficient for  
the size, complexity and risks of  the company? Were 
the reasons for  any changes to cost (e.g.,  change in 
scope of work)  communicated to the audit committee? 

Communication and 
interaction 

- Did the audit  engagement  partner  maintain a 
professional and open dialogue with the audit  
committee chair? Were discussions frank and 
complete? 

- Did the auditor adequately discuss the quality of the 
company’s financial reporting,  including the 
reasonableness of  accounting estimates and 
judgments? Did the auditor discuss how  the company’s 
accounting policies compare with industry trends and 
leading practices? 

- In executive sessions, did the auditor  discuss sensitive 
issues candidly and professionally – including his/  her  
views and concerns about reporting processes, internal  
controls (e.g.,  internal whistle blower  policy)  and the 
quality of  the finance function? 

- Did the auditor ensure that the audit  committee was 
informed of  current  developments in accounting 
principles and auditing standards and the potential  
impact  on the audit? 
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The information contained herein is of a  general  nature and is not intended to address the circumstances  of any  particular  individual  or entity.  
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it is received or  that it  will  continue to be accurate in the future. No one should act on such information without  appropriate  professional  
advice after a  thorough examination of the particular  situation. 

©  2018 KPMG LLP,  a UK  limited liability  partnership and a member  firm  of the KPMG network  of independent  member  firms  affiliated with  
KPMG  International  Cooperative (“KPMG  International”),  a  Swiss entity. All  rights  reserved. Printed in the United Kingdom. The KPMG name 
and logo are registered trademarks  or trademarks  of KPMG  International.  Designed by  CREATE  | December  2017 | CRT89155 

www.kpmg.com/globalaci

	Assessing �external audit effectiveness
	Slide Number 2


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice





