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Are you and your auditor 
prepared for the revised 
ethical standard? 

The Audit Committee Institute
Part of the KPMG Board Leadership Centre

The Financial Reporting Council (FRC) has issued a major revision to its Ethical Standard, the Revised 
Ethical Standard 2019.  The changes aim to help strengthen auditor independence, prevent conflicts of 
interest and ensure stronger investor protection resulting from high quality audit.

As well as redefining and restricting non-audit services to those closely related to the audit or required by 
law or regulation, it brings many AIM and large private companies into the scope of the non-audit services 
restrictions previously applicable only to Public Interest Entities (PIEs).  

Non-audit services 

The provision of non-audit services to PIEs has been 
heavily restricted by the FRC Ethical Standards since 
2016.  

Whilst the previous guidance included a list of prohibited 
services, there was always a significant area of grey 
where audit firms were required to self police – to make 
their own determination of the impact on independence, 
and to gain the approval of the audit committee when 
looking to perform any non-audit services.  

By contrast, the new standard defines a list of allowable 
services – and any services not on the list are 
considered to be non-permissible for audited entities.  

Allowable services fall into two types 

- those which the auditor is obliged to perform due to
law or regulation, such as regulatory and solvency
reports; and

- those which are closely related to the audit but could
be provided by others, such as interim reporting.

While only the latter are subject to the 70% fee cap, all 
services continue to be subject to the requirement for 
the audit firm to consult internally on the threats to 
independence where the fees for non-audit / additional 
services are expected to exceed the audit fee in any one 
year. 

All allowable services continue to require assessment 
for their impact on independence and pre-approval from 
the audit committee prior to accepting the work. 

“High quality audit supports the effective 
functioning of capital markets and gives investors 
confidence.  Where audit fails, that confidence is 
undermined.”

Sir Jon Thompson, Chief Executive of the FRC

New entities in scope

As well as defining the list of permissible non-audit 
services, the new standard brings additional entities into 
scope of these additional non-audit service restrictions.  

In addition to PIEs, the FRC has identified a new group 
of companies be included in scope – the ‘other entities 
of public interest’ (OEPI).  That is: ‘an entity which does 
not meet the definition of a Public Interest Entity, but 
nevertheless is of significant public interest to 
stakeholders’. 

This includes:

- Large AIM listed entities;

- Lloyd’s syndicates;

- Large private sector pension schemes; and

- Large private companies, i.e. those subject to the
governance requirements of The Companies
(Miscellaneous Reporting) Regulations 2018.

These OEPI companies will be subject to the same 
restrictions on permissible non-audit services as PIEs, 
although they are not subject to the 70% ratio cap nor 
mandatory audit firm rotation rules, among others.  

https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-ethical-standards-(1)


Cooling in period

The revised standard extends the services subject to 
“cooling in” restrictions for PIEs to include internal audit 
services. This will prohibit a new external auditor from 
providing internal audit services in the twelve months 
prior to the start of the first period for which they are 
external auditor. 

It remains to be confirmed by the FRC if “cooling in” 
restrictions will be applied to OEPI.  

Timing

The revised standard is effective (with the exception of 
OEPI) on 15 March 2020.  

Transitional arrangements are as follows:

- audit engagements commenced prior to 15 March
2020 may be completed on the basis of the existing
ethical standard; and

- engagements to provide previously permitted non-
audit services, entered into before 15 March 2020,
and for which work has already commenced may
continue until completed.

The restriction on allowable non-audit services to OEPI is 
effective for accounting periods commencing on or after 
15 December 2020.  The Revised Ethical Standard does 
not currently provide any specific transitional 
arrangements for OEPI.  

Summary 

The clarity regarding permissible non-audit services will 
potentially make it easier for Audit Committees to 
understand which services they may approve their audit 
firm to provide.

However the increase in scope of entity caught by the 
non-audit services restrictions could lead to some 
significant changes in the way in which OEPI interact 
with their auditor.  

Visit the Financial Reporting 
Council’s (FRC) website to read 
the full new Revised Ethical 
Standard 2019

The KPMG Board Leadership Centre 

The KPMG Board Leadership Centre offers support and guidance to non-executive directors, whether managing a 
portfolio non-executive career or embarking on a first appointment.  Membership offers you a place within a 
community of board-level peers with access to topical and relevant seminars, invaluable resources and thought 
leadership, as well as lively and engaging networking opportunities.  We equip you with the tools you need to be highly 
effective in your role, enabling you to focus on the issues that really matter to you and your business.  

Learn more at www.kpmg.com/uk/blc.  
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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. Although we endeavor to provide 
accurate and timely information, there can be no guarantee that such  information is 
accurate as of the date 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.

© 2020 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. The KPMG name and logo are 
registered trademarks or trademarks of KPMG International. 

http://www.kpmg.com/uk/blc
mailto:tim.copnell@kpmg.co.uk
https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-ethical-standards-(1)
https://www.frc.org.uk/getattachment/601c8b09-2c0a-4a6c-8080-30f63e50b4a2/Revised-Ethical-Standard-2019-With-Covers.pdf
https://www.frc.org.uk/getattachment/601c8b09-2c0a-4a6c-8080-30f63e50b4a2/Revised-Ethical-Standard-2019-With-Covers.pdf
https://twitter.com/kpmguk
https://www.linkedin.com/company/1080
https://www.youtube.com/user/KPMGUK

	Are you and your auditor prepared for the revised ethical standard? 
	Slide Number 2



