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About this study
2018 Material weakness study (non-IPO companies)

Purpose

Approach

The purpose of this study was to identify
the common themes and business
process areas associated with material
weaknesses (MW) reported by public
companies. The statistics that follow stem
from a study performed by KPMG in the
spring of 2019.

The study analyzed annual filings released
by SEC registered public companies
between November 2014 and May 2019.
Data was reviewed from the third party
research database ‘Audit Analytics’, and all
MWs reported were aggregated and then
summarized based on the underlying
themes and affected business processes
related to the MW.
For purposes of this report, the 2018 year
considers MWs reported between
November 2018 and May 2019. MW data
from prior years was not updated if there
was a change made subsequent to initial
reporting.
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2014-2018 Study - background statistics
Industry breakdown of companies that disclosed MWs in their filings
between 2014 - 2018
% Of the 917 in
2014-2017 and 150
in 2018* reports
disclosing MWs
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* % Calculations based on 1067 reports with MWs between 2014-2018
Percent of companies disclosing MWs, by year^
5%

6%

6%

551
150
Companies
disclosed
MW in 2018

6%

5%

606

534

5%
Total number of
filings by year

561
396

242

232

245

198

150

— 2018: 3,078
— 2017: 3,726
— 2016: 3,778

95%
Of the 3,078 annual reports filed in
2018, 150 companies (5%) disclosed
MWs in their filings

FY14 (Nov'14 FY15 (Nov'15 FY16 (Nov'16 FY17 (Nov'17 FY18 (Nov'18
- Oct'15)
- Oct'16)
- Oct'17)
- Oct'18)
- May'19)
Number of reports disclosing MWs

— 2015: 3,925
— 2014: 3,977

Number of MWs

^ % represents # of companies that disclosed material weaknesses over the total number of filings
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Summary of material weakness themes reported
Issues contributing to MWs in 2018

The six
themes
2018 material
weakness
root causes

These themes are consistent with
those noted in previous years’
studies. Apart from the top six
themes of material weaknesses,
9% of companies have reported
issues related to restatement of
company filings.
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Trends in material weakness themes reported
Trends in issues contributing to MWs
The following issues contributing to MWs showed notable changes between 2017 and 2018 filings, as depicted below.

2017

28%

2018

2017

40%

30%

Information technology,
software, security and
access issues

2018

17%

Inadequate control design
/disclosure controls

2017

2018

55%

46%

Lack of accounting
resources/expertise

— Material weaknesses reported were often the result of more than one overlapping issue/challenge.
— Percentages are calculated by dividing the # of companies with material weaknesses in a category by total number of
MW reports in the stated year. Individual companies may be reported in multiple years.
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Trends in material weakness themes reported
(continued)
Trends in issues contributing to MWs
The following issues contributing to MWs showed notable trends over the last several years, as depicted below.

2018
Inadequate controls over non routine/complex
transactions

8%

Steady decline from high of
22% down to 8% between
2014 - 2018

Untimely or inadequate account reconciliations

7%

Steady decline from high of
15% down to 7% between
2014 -2018

Lack of documentation, policies & procedures

100%

Held steady at 99%-100%
between 2014 -2018

Segregation of duties issues

27%

Held steady at an average 26%
between 2014 -2018

— Material weaknesses reported were often the result of more than one overlapping issue/challenge.
— Percentages are calculated by dividing the # of companies with material weaknesses in a category by total number of
MW reports in the stated year. Individual companies may be reported in multiple years.
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Trends in material weakness process areas
Process
highest
concentration
ofof
MWs
in 2018
Processareas
Areaswith
with
highest
concentration
MWs
in 2018
The
graphs below represent the percentage by process area reported in 2018, with
notable
percentage
changes
noted beneath
the
relevant
area.
The graphs
below represent
the percentage
by process
area
reported process
in 2018, with
notable percentage changes
noted beneath the relevant process area.

From 48%
in 2017

From 79%
in 2017
61%

87%
Financial
close/reporting

Revenue

32%
Inventory

17%
Tax

12%
Business
Combinations

— Material weaknesses reported often impacted multiple process areas.
— Percentages are calculated by dividing the # of companies with material weaknesses in a category by total number of
companies that reported (150) for 2018.
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Summary of material weaknesses reported in 2018
Number of companies by total material weaknesses
disclosed
The chart below shows the number of companies disclosing multiple MWs. The percentage spread of
companies across the number of MWs in 2018 is comparable with prior years.

19

Number of MWs
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39
65
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Material weaknesses in multiple years
Trends in MWs over multiple years
Between 2014 – 2018*, there were 213 companies that reported MWs in multiple years, which represents 29% of
the total companies filing a report during the time period.
MWs reported in multiple years
MW in 4
years
(17
companies)

MWs reported in
multiple years

MW in 3 years
(39
companies)

213
Companies
disclosed MWs in
multiple years

Of the 731 companies that filed a
report between 2014-2018, 213
companies (29%) disclosed MWs
in multiple years

MW in 2 years
(157 companies)

* KPMG’s Material Weakness study began in 2014. As such, this analysis is based on the data sets included in our current and previous
studies.
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Examples of material weaknesses
Common themes
Lack of accounting resources/expertise

IT, software, security &
access issues
“We did not maintain effective control
over IT change management, including
controls to monitor developers’ access to
production and testing of program
changes…”

Inadequate control design/
disclosure controls
“…The Company did not design and
maintain adequate controls over the
preparation and review of the consolidated
statements of cash flows and the financial
statement disclosures ..…”

“…management’s lack of maintaining appropriate
staffing in its accounting department with the
appropriate level of technical expertise and
experience, resulting in insufficient oversight and
detailed review of the financial reporting function.”

Segregation of duties issue
“We did not maintain effective user access
controls to ensure appropriate segregation of
duties and adequate restrictions on user and
privileged access to the Company’s IT
applications, programs, and data. …”

Material and/or numerous auditor/YE
adjustments
“There was not adequate management oversight of
accounting and financial reporting activities in
implementing certain accounting practices to conform to
the Company’s policies and GAAP…”
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Examples of material weaknesses (Cont’d)
Top 3 process areas

Financial close/reporting
“… our controls were not sufficiently precise
to allow for the effective review of the
underlying information used in the
preparation of the consolidated financial
statements, nor verify that transactions were
appropriately presented…”
Revenue
“…There were ineffective controls related
to revenue including ineffective controls
over the review and approval of a key
revenue calculation spreadsheet …"

Inventory
“Ineffective controls over the existence,
accuracy and valuation of inventories at certain
business units due to insufficient
understanding of relevant risks of material
misstatement”
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Some or all of the services described herein may not be permissible
for KPMG audit clients and their affiliates or related entities.

kpmg.com/socialmedia
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
upon such information without appropriate professional advice after a thorough examination of the particular situation.
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