INVITATION TO COMMENT

PART 1

EU Commission Recommendation of 6 May 2008 on external quality assurance for statutory auditors and audit firms auditing public interest entities (2008/362/EC) "the Recommendation".

1. The Recommendation (see paragraph 7 in relation to electronic access) is addressed to Member States and provides guidance for implementing independent quality assurance systems for those auditors and audit firms engaged in the audits of Public Interest Entities (see paragraph 3.2 for clarification on the term “Public Interest Entities”).

A key predicate of the Commission Recommendation is that “A public oversight authority should assume ultimate responsibility for the external quality assurance system for statutory auditors and audit firms auditing public interest entities”. It goes on to clarify that "Member States should not designate as a public oversight authority any association or body affiliated with the accounting or auditing profession".

Member States are invited to inform the EU Commission of actions taken in the light of the Recommendation by 6 May 2009. 

2. Broad Context for the Recommendation

2.1 The Quality Assurance Recommendation can be seen in the broader context of actions focussing on the operation of the EU’s capital markets such as the Transparency, Market Abuse and Prospectus Directives, which are designed to enhance investor confidence in the markets. 

2.2 European Commission’s ‘Audit Package’

In December 2007, EU Internal Markets Commissioner, Charlie McCreevy, presented his proposals for an ‘Audit Package’ to the Legal Affairs Committee of the European Parliament. The Package included initiatives on:

1 auditors’ liability in EU Member States;

2 ownership restrictions applying to EU audit firms;

3 audit quality and inspections;

4 International Standards on Auditing (‘ISAs’); and

5 co-operation with 3rd (i.e. non-EU) countries.

The  Commissioner’s presentation included the following remarks in relation to quality assurance.

‘The audit market needs more competition but this should not be to the detriment of audit quality. With the....Directive, we have put an end to the long self-regulation of the audit profession. Clearly it is not appropriate in the 21st century. A cornerstone of the Directive is the establishment of an external quality assurance carried out by an independent public oversight body. According to the Directive the external quality assurance system should be objective and independent from the auditing profession.”
3. Directive 2006/43/EC on Statutory Audits of Annual and Consolidated Accounts - the 8th Company Law Directive

3.1 Directive 2006/43/EC of the European Parliament and Council (‘the Directive’) is concerned with statutory audits of annual accounts and consolidated accounts. Article 29 of the Directive provides, inter alia, that each Member State shall ensure that all statutory auditors and audit firms are subject to a system of quality assurance which, at least, meets the criteria prescribed in that article. Article 32 of the Directive sets out the principles of public oversight on which Member States are required to organise their public oversight of statutory auditors and audit firms. Of relevance in the present context is that Article 32(4) requires that a Member State’s system of public oversight shall have ultimate responsibility, inter alia, for the oversight of quality assurance. The Directive provides a statutory underpinning for quality assurance in Ireland for the first time. 

Chapter X of the Directive sets out additional provisions, which apply in the case of statutory audits of Public Interest Entities, e.g. Article 43 provides that the quality assurance reviews of auditors of “Public Interest Entities” shall be carried out at least every three years. The Directive is at present being transposed: this process is expected to be completed in the first half of 2009. 

3.2 Public Interest Entities (PIEs) are defined at Article 2 of the Directive as companies listed on a Member State Stock Exchange, credit institutions and insurance undertakings.  This article also provides that Member States may designate other entities as public interest entities. The Department’s intention in drafting implementing regulations to give effect to the Directive is to align “public interest entities” with the categories specified at Article 2, as set out above. In this way Public Interest Entities would mirror the constituency of entities (‘issuers’) coming within the scope of the periodic financial reporting requirements of the Transparency (Directive 2004/109/EC) Regulations, 2007, for which the Irish Auditing and Accounting Authority (IAASA) is  the competent authority under Irish law. This constituency, which comprises issuers of equity, issuers of debt and closed ended funds whose securities have been admitted to trading on a regulated market in the EU and whose home Member State is Ireland, currently numbers some 237 issuers, a general breakdown of which is provided at Paragraph 13, Part II. Of those issuers that are audited in Ireland, the substantial majority are audited by a small number of the country’s largest audit firms.

4. Situation in Ireland in relation to these matters

4.1 The Irish Auditing and Accounting Supervisory Authority was established on a statutory basis in January 2006, pursuant to the provisions of the Companies (Auditing and Accounting) Act, 2003. One of IAASA’s principal statutory functions under the 2003 Act is to supervise the manner in which the prescribed accountancy bodies (which include Recognised Accountancy Bodies) regulate and monitor their members and member firms. Accordingly, given its current statutory mandate, IAASA will be the public oversight body for the purposes of the Directive.

4.2 Current quality assurance arrangements

Recognised Accountancy Bodies (RABs)

Irish law does not currently require statutory auditors and audit firms to be subjected to external quality assurance reviews. However, each of the recognised accountancy bodies (RABs) does have a non-statutory system of quality assurance reviews, through which periodic reviews are performed of statutory auditors and audit firms. Given the varying scale, membership composition and internal structures of these bodies, their quality assurance arrangements differ in a number of respects. 

Under the 2003 Act, IAASAs current function in relation to quality assurance is to supervise the manner in which the RABs monitor the quality of their member firms’ work. Accordingly, IAASA does not currently have a direct role in, or responsibility for, the performance of quality assurance of auditors or audit firms. 
Further details

Further detail regarding the Directive’s requirements relevant to the present exercise, and the provisions of the Recommendation are set out in Part II of this Consultation Paper.

5. Possible options

Having regard to the Directive’s requirements and the guidance provided to Member States in the Recommendation, the Department has identified three possible options for proceeding on the issue of quality assurance.  

Option I, under, addresses itself to the requirements of the Directive which sets out mandatory  requirements for quality assurance for all companies where statutory audit is entailed – i.e. both PIEs and non-PIEs.  Options II and III deal with prospective arrangements in relation to quality assurance vis-a –vis auditors/audit firms of PIEs in Ireland, as provided for in the Recommendation. 

These three Options are as follows:

I. Provide that the RABs be assigned statutory responsibility for carrying out quality assurance reviews both of PIEs and non-PIEs, subject to satisfaction of at least the criteria laid down by Article 29 of the Directive.  This would, inter alia, entail direct approval of certain aspects of the RAB’s activities by IAASA.  IAASA would, thus, have ultimate responsibility for the oversight of the quality assurance system. (This should satisfy the requirements of the Directive but would not reflect the provisions of the Recommendation);

II. Provide that these auditors and audit firms are subject to inspections exclusively by the public oversight authority, i.e., IAASA, thus removing from the RABs any role in quality assurance of auditors of PIEs (commonly referred to as the ‘direct inspections’ model.  (This option would satisfy the requirements of the Directive and would also reflect the provisions of the Recommendation); or

III. Designate IAASA as having responsibility for quality assurance of these auditors and audit firms and permit IAASA to delegate certain tasks associated with the execution of  quality assurance inspections to the RABs, subject to IAASA retaining at least the responsibilities set out at point 6 (a) to (d)  of the Recommendation.  (This option would satisfy the requirements of the Directive and would also reflect the provisions of the Recommendation). 

The Appendix to this Consultation Paper sets out:

· the principal arguments for and against the three options identified above; and

· an outline of how an Option (III) model might operate in practice.

Further details

Further details regarding the Directive’s requirements and the provisions of the Recommendation are set out in the Appendix to this Consultation Paper.

6. Matters in respect of which comments are sought 
In the context of the foregoing and the additional detailed material set out in the Appendix to this Consultation Paper, the Department now invites interested parties’ views on the following questions:

1. Which of the options do you consider is the most appropriate for Ireland to adopt:

a. Option I, which, subject to the application of the requirements identified at paragraph 19.1 (Part II) as necessary to give effect to Article 29 of the Directive, and the principle of ultimate responsibility for oversight by IAASA, would confer statutory responsibility on the RABs for quality assurance of the auditors both of PIEs and non-PIEs; or

b. Option II, which would introduce a direct inspections regime under which IAASA would undertake all aspects of quality assurance of auditors of PIEs; or
c. Option III, under which IAASA would assume responsibility for quality assurance of auditors of PIEs but would in turn be permitted to delegate certain quality assurance activities to the RABs, such that IAASA would  retain at least the responsibilities set out at point 6 (a) to (d) of the Recommendation.

2. In commenting on one or more of these Options, please indicate

a. what benefits you would  see accruing from the Option’s implementation;

b. what disadvantages, if any, would you see resulting from the Option’s implementation.

Please provide a detailed reasoning for your opinion.

3. If you consider that implementation of the “delegation model”, i.e. Option III, is the more appropriate course of action, do you have any observations on paragraph 22, Part II, entitled “How an Option III model might operate”?

4. Were Option I to be implemented, the current situation i.e. where IAASA has no direct role in, and no responsibility for, quality assurance of auditors of PIEs would continue. If your preferred option is to see Option I implemented:

a. do you foresee any difficulties under those circumstances in Ireland being able to successfully advance the argument that its audit regulatory system should be relied upon by 3rd country audit regulators?

b. if you do envisage such difficulties, how would you suggest such difficulties being addressed?

5. Do you have any views on  the proposed definition of PIEs, (see paragraph 3.2 above), with respect to the Options set out above, and in particular, as regard the Option which you consider it most appropriate to adopt?

7. An electronic version of this document can be found at:

http://www.entemp.ie/commerce/companylawlegislation/publications.htm
Supporting documentation

An electronic version of the Commission Recommendation on external quality assurance for statutory auditors and audit firms auditing public interest entities of 6 May, 2008 (2008/362/EC) can be found at:

http://www.entemp.ie/publications/commerce/2008/QAtext06-05-08.pdf
Also an electronic version of Directive 2006/43/EC of the European Parliament and of the Council of 17 May 2006 on statutory audits of annual accounts and consolidated accounts, amending Council Directives 78/660/EEC and 83/349/EEC and repealing Council Direcitve 84/253/EEC can be found at:

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:157:0087:0107:EN:PDF
8. Format/Confidentiality of Responses 

8.1 Format of responses 
When addressing any issue dealt with in this Consultation Paper, respondents are requested to use this document’s  corresponding references. Respondents are further requested to make their submissions in writing and, where possible, by email. With regard to the latter, respondents are requested to ensure that electronic submissions are furnished in an unprotected format. 

8.2 Confidentiality of responses 
Contributors are requested to note that it is the Department’s policy to treat all submissions received as being in the public domain unless confidentiality is specifically requested. Respondents are, therefore, requested to clearly identify material they consider to be confidential and to place same in a separate annex to their response, labeled “confidential”. Where responses are submitted by email, and those emails include automatically generated notices stating that the content of same should be treated as confidential, contributors should clarify in the body of their emails as to whether their comments are to be treated as confidential. 

8.3 Relevant provisions of Freedom of Information Act 1997 (as amended)
Respondents’ attention is drawn to the fact that information provided to the Department may be disclosed in response to a request under the Freedom of Information Act.  Therefore, should you consider that any information you provide is commercially sensitive, please identify same, and specify the reason for its sensitivity.  The Department will consult with any potentially affected respondent regarding information identified as sensitive before making a decision on any Freedom of Information request.

9. Publication of responses 
In the interests of openness and transparency, the Department intends to make submissions publicly available on its website.

10. Consideration of responses 
All responses received will be considered in detail by the Department and will inform the Minister’s final decision.

11. Deadline for responses
Responses should be sent to Marie Dempsey Marie_Dempsey@entemp.ie
The deadline for receipt of submissions is 17 April 2009.                                                     

                                                         PART II

12. Considerations underpinning the Recommendation

The two key considerations underpinning the Recommendation are:

I. International best practice – auditors of listed issuers

The main factors at play here are:

1 the fundamental importance of independent external quality assurance in enhancing audit quality;

2 the key role played by auditors of listed companies in supporting investor confidence in global capital markets; 

3 the risk of perceptions of differing standards of audit quality arising from differing implementation methodologies  for the quality assurance aspects of the Directive throughout the EU; and

4 emerging international trends.

The Commission considered it appropriate to issue further guidance to Member States through the Recommendation. In particular, the Recommendation has regard to the fact that it is increasingly the case that, in many jurisdictions it is no longer considered appropriate that responsibility for quality assurance vis a vis those audit firms carrying out the audits of listed companies’ financial statements should reside solely with professional bodies of which those firms are members. 

The trend in recent years has been towards regular independent inspections of audit firms by independent audit regulators, or by independent audit regulators in conjunction with professional bodies. For example, jurisdictions which have opted for direct inspections by the independent audit regulators, i.e. the Option II model as set out at Paragraph 5, include:

· Australia

· Canada

· Italy
· Japan

· Luxembourg
· Malta
· Netherlands
· Norway

· Singapore

· South Africa

· Switzerland

· United Kingdom
· United States

Jurisdictions which have opted for a delegated system i.e the Option 3  as set out at paragraph 5, include:

· Austria

· Belgium

· Denmark

· France

· Germany

· Portugal

· Spain

· Sweden

II. Third country considerations

A number of 3rd country jurisdictions (i.e. non-EU) have, in recent years, established audit regulatory arrangements which have extraterritorial application. (The Directive also  has extraterritorial effect).  Irish audit firms wishing to audit issuers having listings in the US and Japan are required to register with the US and Japanese audit regulatory authorities respectively. Moreover, a condition of registering with such 3rd country audit regulators is that Irish firms must subject themselves to recurring inspections by these authorities. This gives rise to the second principal consideration, i.e. that of seeking to ensure that to the extent possible:

· audit firms are not subjected to unnecessary and costly duplication of regulation (i.e. through maximisation of the principle of home country regulation); and

· the costs associated with any necessary duplication of regulation, and that have to be met by auditors’ clients, are kept to a minimum.

To date, 3rd country audit regulators have indicated an intention, where possible, to seek to place reliance on EU Member States’ audit regulatory arrangements, thereby minimising the costs and administrative burdens associated with duplication of regulation. Conversely, where such 3rd country audit regulators are unable to satisfy themselves that there is an appropriate basis upon which to place reliance on those audit firms’ home country regulatory system, the audit firms affected are likely to have to undergo periodic inspections from, at least, the following sources:

1 the US audit regulator (PCAOB);

2 the Japanese audit regulator (CPAAOB);

3 their professional body; and

4 where applicable, their international network’s internal quality assurance function.

In the above context, one of the key considerations looked at by 3rd country regulators when assessing EU Member States’ audit regulator arrangements is that of independence, i.e. the extent to which quality assurance arrangements are independent of the profession. In that regard, quality assurance undertaken by the professional bodies of which audit firms are members is not considered to be sufficiently independent in the context of auditors of PIEs.  

In the EU Commission’s view, EU audit firms which are involved in the extraterritorial arrangements described above, and the relevant authorities of the Member States of provenance of these audit firms, have a strong interest in reducing the burdens which could flow from these arrangements.  The corollary of this would strongly suggest the appropriateness of taking certain steps that would enable relevant 3rd country audit regulators to arrive at determinations to the effect that it is appropriate to place significant reliance on those Member States’ domestic regulatory arrangements vis-à-vis these audit firms. This, over time, should reduce the need for ongoing periodic inspections of those firms by 3rd country regulators and, as a consequence, reduce the regulatory burden on those firms, and the associated costs both in terms of financial costs and management time.  This is an issue of significance to Ireland given that Irish audit firms are involved in the audit of certain numbers of companies with listings in the US and Japan.

13. Public Interest Entities – proposed definition

For the purpose of this document, PIEs are assumed to mirror the constituency of entities (‘issuers’) coming within the scope of the periodic financial reporting requirements of the Transparency (Directive 2004/109/EC) Regulations, 2007. This constituency, which comprises issuers of equity, issuers of debt and closed ended funds whose securities have been admitted to trading on a regulated market in the EU and whose home Member State is Ireland, currently numbers approximately  237 , viz:

	Category of Issuer
	Approximate Number of Issuers

	
	

	Equity
	35

	Debt
	145

	Closed Ended Funds
	57



	Total
	237


Of those of the above issuers that are audited in Ireland, the substantial majority are audited by a small number of the country’s largest audit firms.

14. Relevant provisions of the Directive

Directive 2006/43/EC of the European Parliament and Council (‘the Directive’) is concerned with statutory audits of annual accounts and consolidated accounts. Article 29 of the Directive provides, inter alia, that each Member State shall ensure that all statutory auditors and audit firms are subject to a system of quality assurance which, at least, meets the criteria prescribed in that article. Article 32 of the Directive sets out the principles of public oversight on which Member States are required to organise their public oversight of statutory auditors and audit firms. Of relevance in the present context is the requirement at Article 32(4) that Member States’ system of public oversight shall have ultimate responsibility, inter alia, for the oversight of quality assurance. 

The following are the minimum requirements with which Member States’ quality assurance systems must comply under Article 29:

a. the quality assurance system shall be organised in a manner such that it is independent of the reviewed statutory auditors and audit firms and subject to public oversight as provided for in Chapter VIII;

b. the funding for the quality assurance system shall be secure and free from any possible undue influence by statutory auditors or audit firms;

c. the quality assurance system shall have adequate resources;

d. the persons who carry out quality assurance reviews shall have appropriate professional education and relevant experience in statutory audit and financial reporting combined with specific training on quality assurance reviews;

e. the selection of reviewers for specific quality assurance review assignments shall be effected in accordance with an objective procedure designed to ensure that there are no conflicts of interest between the reviewers and the statutory auditor or audit firm under review;

f. the scope of the quality assurance review, supported by adequate testing of selected audit files, shall include an assessment of compliance with applicable auditing standards and independence requirements, of the quantity and quality of resources spent, of the audit fees charged and of the internal quality control system of the audit firm;

g. the quality assurance review shall be the subject of a report which shall contain the main conclusions of the quality assurance review;

h. quality assurance reviews shall take place at least every six years;

i. the overall results of the quality assurance system shall be published annually;

j. recommendations of quality reviews shall be followed up by the statutory auditor or audit firm within a reasonable period; if the recommendations referred to ante are not followed up, the statutory auditor or audit firm shall, if applicable, be subject to the applicable system of disciplinary actions or penalties.

Chapter X of the Directive sets out additional provisions, which apply in the case of statutory audits of Public Interest Entities (‘PIEs’). In that context Article 43 provides that the quality assurance reviews referred to in paragraph (h) above shall be carried out at least every three years for statutory auditors or audit firms that carry out statutory audits of PIEs.

15. Commission Recommendation on external quality assurance for statutory auditors and audit firms auditing public interest entities

Further to Commissioner McCreevy’s speech to the European Parliament’s Legal Affairs Committee in December 2007, the EU Commission published a Recommendation on external quality assurance for statutory auditors and audit firms auditing public interest entities on 6 May, 2008. Prior to doing so, the Commission carried out consultations on the Recommendation’s proposed content. In particular, the Commission consulted with the larger networks of audit firms, the representative body for EU accountancy bodies and with EU audit regulatory authorities.

16.  Principal provisions of the Recommendation

16.1. Scope

The Recommendation only applies to statutory auditors and audit firms conducting audits of PIEs (hereinafter collectively referred to as ‘relevant auditors’). The Recommendation does not relate to auditors and audit firms of non-PIE entities.

16.2. Independence of the quality assurance system

With reference to the independence of the quality assurance system applying to relevant auditors, the Commission recommends as follows:

i. Ultimate responsibility for the quality assurance system of relevant auditors should reside with the public oversight authority (which, in Ireland’s case, is the Irish Auditing & Accounting Supervisory Authority (IAASA));

ii. Relevant auditors should be subject to inspections that are executed by the public oversight authority:

a.
either exclusively; or

b.
together with another appropriate body (or bodies);

iii. It should be possible for the public oversight authority to delegate certain tasks associated with the execution of inspections to another appropriate body (or bodies), provided that:

a. the accountability of such bodies(ies) to the public oversight body is assured; and

b. the public oversight body retains at least the following responsibilities:

i. approval and, if considered appropriate, amendment of the inspection methodologies, including inspection and follow-up manuals, reporting methodologies and periodic inspection programmes;

ii. approval and, if considered appropriate, amendment of inspection reports and follow up reports;

iii. approval and, if considered necessary, assignment of inspectors for each inspection; and

iv. issuance of recommendations and instructions of any form to the body to which the tasks have been delegated.

iv. The public oversight body should have the right to participate in inspections and to gain access to inspection files, audit working papers and other documents of relevance;

v. None of the funding arrangements in respect of the quality assurance system relating to relevant auditors, including those aspects of the arrangements concerning the level of funding and financial control, should be subject to approval or veto by persons or organisations that are representatives of, or otherwise affiliated with, the accounting profession, the audit profession or an audit firm. Moreover, the level of funding of the system should be such as to ensure that the public oversight body is sufficiently equipped (in terms of staffing) to discharge its responsibilities;

vi. In circumstances where funding for the quality assurance system is provided by relevant auditors, any fees or other contributions payable by relevant auditors should be in the form of mandatory payments.

16.3. Independence of inspections

In the context of the independence of inspections, the Recommendation provides as follows:

1 The public oversight body should ensure that appropriate policies and procedures are in place regarding the independence and objectivity of (i) staff involved in the quality assurance system; and (ii) in the management of that system;

2 Persons who are practising auditors (or who are in the employment of, or are otherwise associated with, a statutory auditor or audit firm) should be precluded  from acting as inspectors;

3 Persons who have, in the preceding two years, ceased to be partners or employees of a relevant auditor (or to be otherwise associated therewith) should be precluded from acting as inspectors of the relevant auditor (i.e. a ‘cooling off’ period);

4 Inspectors should be required to declare that there are no conflicts of interest between them and the relevant auditor to be inspected. Moreover, inspectors who make an incomplete or false declaration in this regard should be (i) prohibited from performing inspections; and (ii) subject to effective, proportionate and dissuasive penalties;

5 Inspectors should not receive any remuneration from a reviewed relevant auditor or from the network to which it belongs;

6 Where the public oversight body considers that specific expertise is essential for the proper conduct of an inspection, inspectors should be assisted by ‘experts’. Experts should act under the direct control of an inspector and, in addition, should be subject to:

o
the public oversight body’s independence and objectivity policies and procedures;

o
the cooling off provisions applicable to inspectors; and

o
the prohibition on receipt of any remuneration from a reviewed relevant auditor or from the network to which it belongs.

16.4. Scope of inspections

The Recommendation provides that the scope of inspections of relevant auditors should cover:

1. an assessment of the design of the relevant auditor’s internal quality control system;

2. adequate testing of the relevant auditor’s internal quality control system, together with a review of PIE audit files, for the purpose of determining the effectiveness of that system;

3. an assessment of the contents of the relevant auditor’s Transparency Report having regard to the assessment of the design of the internal quality control system and the subsequent testing thereof;

4. In the context of the examination of relevant auditors’ internal quality control systems, at least the following should be reviewed:

o
degree of compliance with:


applicable auditing standards;


applicable quality control standards;


applicable ethical and independence requirements; and


relevant laws, regulations and administrative provisions;

o
quantity and quality of resources used, including compliance with applicable requirements in respect of continuing professional development;

o
compliance with applicable provisions regarding audit fees.

5. In the context of testing performed on individual audit engagement files, a least a significant proportion of those files selected for review should be selected on the basis of risks of the inadequate execution of those audits.

16.5. Outcome of inspections

The following is recommended:

1 Inspection findings, and conclusions on which those recommendations are based, should be properly communicated to, and discussed with, relevant auditors in advance of the finalisation of inspection reports;

2 Relevant auditors should be afforded a period (not exceeding 12 months from the date of issue of the final report) in which to take action in response to recommendations concerning the internal quality control system. In the event of a relevant auditor not addressing recommendations in an appropriate manner within that period, the public oversight body should publicly disclose details of major deficiencies found in the internal quality control system;

3 The public oversight system should have the right – in accordance with the due process of law – to take disciplinary actions in respect of, or impose penalties on, relevant auditors;

4 The public oversight body should, at least, inform the public of any final disciplinary actions or penalties imposed in a timely and appropriate manner. In informing the public, the public oversight body should identify the relevant auditor concerned and provide a description of the major deficiencies that gave rise to such action being taken.

16.6. Transparency on the overall results of the quality assurance system
It is recommended that the public oversight body should report annually on the overall results of the quality assurance system. The report should include information on:

1 recommendations issued;

2 follow up on recommendations;

3 disciplinary actions taken; 

4 penalties imposed;

5 other key performance information such as, for example, financial resources and staffing and the efficiency and effectiveness of the quality assurance system.

17. Current quality assurance arrangements

Recognised Accountancy Bodies

As already noted, Irish law does not currently require statutory auditors and audit firms to be subjected to external quality assurance reviews. However, each of the recognised accountancy bodies (RABs) does have a non-statutory system of quality assurance reviews, through which periodic reviews are performed of statutory auditors and audit firms. The Recognised Accountancy Bodies generally do so on foot of:

(i) the EU Commission’s previous Recommendation on Quality Assurance, which issued in 2000; and 

(ii) their obligations as members of the International Federation of Accountants (‘IFAC’), an international representative body for the accountancy profession. 

Given the varying scale, membership composition and internal structures of these bodies, their quality assurance arrangements differ in a number of respects – for example, in the areas of:

1 frequency of reviews of members/member firms;

2 scope of reviews;

3 review methodology; and

4 response to unsatisfactory review outcomes, i.e. response to poor standards of audit work by member auditors/audit firms.

Notwithstanding their differences, the RABs’ quality assurance arrangements, in the main share the following broad characteristics:

1 quality assurance arrangements are funded by each RAB, e.g., through membership fees or review charges;

2 the level of staff and other resources assigned to quality assurance is determined by each RAB;

3 reviews are performed by the RABs’ staff;

4 the RABs have their own criteria for determining whether reviewers are independent of the reviewed auditor/audit firm;

5 the manner in which issues arising from quality assurance reviews are dealt with is determined by each RAB. Typically:

o
authority to deal with certain (generally, less significant) issues arising is delegated and can, therefore, be dealt with at RAB staff level; whereas

o
authority to deal with certain issues (typically, those that are more significant) are considered by a Committee constituted by the RABs;

6 Issues arising from quality assurance reviews are considered either by staff of the RAB or by a Committee, comprising both members of the RAB and non-members;

7 The identities of auditors/audit firms upon whom sanctions are imposed in response to unsatisfactory work performed are not made public. Consequently, there is no mechanism through which auditors’ clients, potential clients or the wider public are made aware of any unaddressed significant deficiencies in auditors’/audit firms’ internal quality control systems.

Irish Auditing & Accounting Supervisory Authority (IAASA)
IAASA’s statutory mandate includes the function of supervising the manner in which the RABs monitor their members and member firms. IAASA does not, however, have any direct role in, or responsibility for, quality assurance of auditors (of PIEs or otherwise). Specifically, under its statutory mandate, IAASA has no role in:

1 determining the scope or frequency of quality assurance reviews;

2 conducting quality assurance reviews of auditors and audit firms; or

3 how issues arising from quality assurance reviews are addressed, monitored or sanctioned by the RABs.

18. Possible Approaches on the Quality Assurance issue

As set out above, the Directive requires that each Member State shall ensure that all statutory auditors and audit firms are subject to a system of quality assurance which, at least meet the criteria prescribed in Article 29. It also stipulates that Member States’ system of public oversight shall have ultimate responsibility for the oversight of quality assurance. The Recommendation provides that ultimate responsibility for the quality assurance system of relevant auditors should reside with the public oversight authority (which, in Ireland’s case, is the Irish Auditing & Accounting Supervisory Authority (IAASA)). It sets out two methodologies for achieving this, either by direct inspections by IAASA, or inspections carried out together with another appropriate body, provided IAASA retains, as a minimum, stipulated responsibilities. 

Having regard to the Directive’s requirements and the guidance provided to Member States by the Recommendation, the three possible options which present themselves are as follows:

a. Option I, which, subject to the application of the requirements identified at paragraph 19.1, below, as necessary to give effect to Article 29 of the Directive, and the principle of ultimate responsibility for oversight by IAASA, would confer statutory responsibility on the RABs for quality assurance of the auditors of PIEs and non-PIEs; or

b. Option II, which would introduce a direct inspections regime under which IAASA would undertake all aspects of quality assurance of auditors of PIEs; or
c. Option III, under which IAASA would assume responsibility for quality assurance of auditors of PIEs but would in turn be permitted to delegate certain quality assurance activities to the RABs (such that IAASA would  retain at least the responsibilities set out at point 6 (a) to (d) of the Recommendation).

The principal arguments which appear to suggest themselves for and against each of these options are set out below.

19. Option I – RABs would be statutorily responsible for carrying out Quality Assurance reviews both of PIEs and non-PIEs, subject to approval of certain aspects of their activities and the general oversight of IAASA
19.1 How Option 1 might operate.

Option I addresses itself to the requirements of the Directive which sets out mandatory  requirements for quality assurance for all companies where statutory audit is entailed – i.e. both PIEs and non-PIEs. It is therefore necessary to examine the criteria set out in Article 29 of the Directive, in conjunction with the principle in Article 32 that the public oversight system assume ultimate responsibility for the oversight of quality assurance.
Article 29(1)(a) sets out the requirement that the quality assurance system be independent of the reviewed auditors, and subject to a public system with ultimate responsibility for the oversight of quality assurance.

Article 29(1)(b) to (e) would appear to require (i) the RABs to submit, on an annual basis, their quality assurance proposals (including  financial and all other  relevant supporting information); and (ii) IAASA’s approval for the RABs’ proposals, with or without amendment as considered appropriate by IAASA.

Under this model, the RABs, apart from the requirement to comply with conditions set out in the preceding paragraph, would continue to be wholly responsible for the conduct of quality assurance reviews of relevant auditors and audit firms and would, by virtue of the implementation of the provisions of the Directive, be statutorily responsible in that regard. The public oversight body’s role would be extended on the basis referred to above, and it would have responsibility for supervising the RABs’ quality assurance activities, as hitherto, but without any element of responsibility for, or control of, the quality assurance process.

Principal arguments for such an approach

The RABs currently perform quality assurance reviews of relevant auditors and, therefore:

· have experience in managing quality assurance systems;

· have staff experienced in carrying out quality assurance reviews; and

· have Committees experienced in considering quality assurance review reports and in taking necessary action on foot of this consideration.

In addition, this option would:

· cause the least disruption to the RABs’ current quality assurance practices; and

· be likely to be the least expensive course of action from an Exchequer perspective.

Principal arguments against

The increasing international trend - and internationally recognised best practice - is towards models under which quality assurance inspections of auditors of listed companies is undertaken by, or under the auspices and control of, independent audit regulators. Judged by these standards, jurisdictions in which quality assurance inspections of such firms is the sole responsibility of professional bodies are liable to have issues raised in relation to the independence, objectivity and credibility of such arrangements. As a consequence, if a regime based on Option I were to be implemented

· Ireland may be regarded (by investors and other stakeholders) as having a demonstrably weaker quality assurance system and levels of audit quality vis a vis other jurisdictions which have moved to the independent approach.  This could, in turn, and at a time when investor confidence is under severe pressure, result in a perception of the Irish capital market representing a higher risk, and, as a consequence, being less attractive than competitor jurisdictions’ capital markets (with the associated implications for the cost of capital); and

· 3rd country audit regulatory authorities would be unlikely to consider it appropriate to place a sufficient degree of reliance on the Irish audit regulatory model to forego direct inspections of relevant Irish audit firms. This would  raise considerations including, 

· the costs (to the audit firms and their clients) arising from duplication of regulation;

· the implications for Ireland’s international prudential supervision reputation; and 
· issues relating to the status of the Irish public oversight body.

· application of this model would also maintain  the public oversight authority at a remove from the relevant audit firms, continuing its current restriction on gaining  insights into the operation of audit  firms.

20. Option II - Designate the public oversight authority as being responsible for all aspects of the quality assurance system in respect of PIEs

Under this option, all inspections would be undertaken by the public oversight body, thus removing the role of professional bodies in relation to quality assurance of PIEs. This would represent a ‘direct inspections’ model.

Principal arguments for

A quality assurance system based on this option would be independent both in fact and perception and, as such, would fully reflect international trends. Such a quality assurance regime would, as a consequence, offer the greatest prospect of substantial  3rd country regulator reliance.

Principal arguments against

This option would have the effect of moving Ireland from a situation of total control by the RABs of the quality assurance process, with all of the knowledge and expertise which has been garnered through this process over time to a “greenfield” scenario. This would mean IAASA having to recruit a team of inspectors and set up a full set of internal arrangements and procedures to move straight to performance of this activity, unable to capitalise on the body of existing expertise built up in this area. Also, it may not be feasible to recruit the numbers of appropriately qualified personnel required to carry out these functions. This is likely to be the most expensive of the three options put forward for consideration. 

21. Option III, under which IAASA would assume responsibility for quality assurance of auditors of PIEs but would in turn be permitted to delegate to the RABs certain tasks associated with the execution of quality assurance inspections, such that IAASA would retain at least the responsibilities set out at point 6(a) to (d) of the Recommendation.

Under this model, the public oversight body would be conferred with statutory responsibility for the quality assurance system applying to auditors of listed companies, but would, in discharging such responsibilities, be empowered to delegate certain aspects of the execution of those reviews to one or more entities (e.g. professional bodies), subject to retaining certain functions as set out in point 6 (a) to (d) of the Recommendation.

Principal arguments for

Implementation of the Recommendation in this manner would:
1 significantly strengthen the actual and perceived independence of the current system (i.e. by assigning responsibility for quality assurance to the public oversight body rather than to professional bodies), thereby providing a basis for Ireland to validly argue that the revised system applying to auditors of listed entities:

o
is comparable to that applying in several EU countries (including, e.g. France, Germany, UK and the Netherlands);

o
forms a sound basis upon which 3rd country regulators could seek to place a significant degree of reliance on the Irish regulatory system (under this option 3rd country audit regulators’ reliance assessments of the Irish system would be capable of being facilitated, inter alia, through the performance of joint inspections with 3rd country audit regulators – not currently possible), thereby providing a basis for reducing unnecessary duplicative regulation of affected firms and the costs arising from this;

2 ensure that the frequency, scope and rigour of inspections is directly within the control of the public oversight body;

3 while strengthening the independence and credibility of the system, avail of the knowledge and experience of quality assurance activities that currently resides in the RABs;

4 through enabling the public oversight body to fully participate in inspections of relevant auditors, address the current significant limitations to the public oversight body’s insight into the performance of audits by  these audit firms;

5 enable Ireland to confirm to its EU and international counterparts that it has adopted and implemented the terms of the EU Commission’s Recommendation and, by extension, is matching international best practice in this area;

6 provide for the professional bodies to continue to have a significant role in the quality assurance of auditors of listed entities. The associated costs, therefore,  –  taken in the context of the fees already being paid by these firms to their professional bodies – would be small in relative terms, particularly when compared with what are seen as the benefits to be derived from implementing this Option;

7 assuming that any additional costs were to be met by the audit firms concerned (which is the norm in jurisdictions employing this model), there would be no additional costs to the Exchequer in respect of the discharge of this aspect of the Option.  
Principal arguments against

As noted ante, some additional costs may arise in relation to the involvement of the professional bodies, which it is predicated might appropriately be met by the audit firms. Implementation of this model would also require that the public oversight body be provided with some additional resources (albeit that the level of additional resources is estimated by IAASA as being small in relative terms).

22. How an Option III model might operate

Set out below for respondents’ information is an indicative summary of how an Option III model might operate in practice. Where relevant, the appropriate reference to the Commission’s Quality Assurance Recommendation is provided by way of footnote.

	Quality Assurance Function
	Responsibility



	
	

	1. Overall responsibility


	

	Overall responsibility for the Quality Assurance system
	Public Oversight Body



	
	

	2. Programme of Quality Assurance inspections and budgets
	

	
	

	Development of proposals for programme of Quality Assurance inspections, including budgets


	RABs, in conjunction with the Public Oversight Body

	
	

	Approval of programme of Quality Assurance inspections, including budgets


	Public Oversight Body


	
	

	3. Quality Assurance methodologies
	

	
	

	Development of Quality Assurance methodologies 
	RABs, in conjunction with the Public Oversight Body



	
	

	Approval of Quality Assurance methodologies


	Public Oversight Body


	
	

	4. Involvement of experts
	

	
	

	Assessment of the need for external experts to participate in inspections
	RABs / Public oversight Authority

	
	

	Approval of involvement of external experts in inspections
	Public Oversight Body


	
	

	5. Execution
	

	
	

	Execution of Quality Assurance reviews of relevant auditors
	Staff of the RABs
, subject to:

· prior approval of allocation of RAB inspectors to individual relevant auditors where considered necessary or otherwise appropriate by the Public Oversight Authority
;

· the RABs/RAB inspectors being directly accountable to the Public Oversight Authority
;

· RAB inspectors being supplemented by staff of the Public Oversight Authority as considered necessary or otherwise appropriate
;

· involvement of experts as considered necessary or otherwise appropriate by the Public oversight Body
.



	
	

	6. Independence of inspectors and experts
	

	
	

	Development of policies and procedures governing inspectors’ independence and objectivity
	RABs

	
	

	Approval of policies and procedures governing inspectors’ independence and objectivity
	Public Oversight Body


	
	

	Development of policies and procedures governing experts’ independence and objectivity
	RABs

	
	

	Approval of policies and procedures governing experts’ independence and objectivity
	Public Oversight Body


	
	

	7. Reporting
	

	
	

	Drafting of inspection reports
	RABs (or, where RAB inspectors have been supplemented by Public Oversight Body staff in the conduct of an inspection, by the RABs in conjunction with the Public Oversight Body staff)



	
	

	Approval of inspection reports
	Public Oversight Body


	
	

	8. Follow up
	

	
	

	Follow up on inspection reports, i.e. monitoring of relevant auditors’ responses to recommendations and other issues raised in inspections reports
	RABs, in conjunction with Public Oversight Body


	
	

	9. Publication – major deficiencies
	

	
	

	Publication of unaddressed major deficiencies in relevant auditors’ internal quality control systems (where such deficiencies have not been addressed within a period of 12 months following the issue of the relevant inspection report)


	Public Oversight Body


	
	

	 10. Sanctions/penalties
	

	
	

	Imposition of sanctions/penalties in respect of quality assurance related issues


	RABs, in the first instance.

However, as per the Commission Recommendation, Public Oversight Body would have the right, in accordance with due process of law, to take disciplinary actions and to impose penalties on relevant auditors
 
 



	
	

	11. Publication – penalties/sanctions
	

	
	

	Publication in a timely and appropriate manner of any final disciplinary actions taken, or penalties imposed, in respect of relevant auditors in relation to the execution of statutory audit, such publication identifying the:

· relevant auditor concerned; and

· the nature of the deficiency giving rise to the disciplinary action or penalty.


	Public Oversight Body


	
	

	12. Right of access
	

	
	

	Full right of access to relevant auditors’ audit working papers and other documents/material of relevance
	RABs and Public Oversight Body


	
	

	13. Issuance of recommendations / instructions
	

	
	

	Issuance of recommendations and/or instructions to the RABs as considered necessary or appropriate
	Public Oversight Body


	
	

	14. Publication – overall results
	

	
	

	Annual publication of the overall results of the Quality Assurance system


	Public Oversight Body


	
	

	15. Joint inspections
	

	
	

	Participation in joint inspections with 3rd country audit regulators, i.e. in the context of seeking to achieve a degree of reliance on the Irish system by those 3rd country audit regulators


	RAB inspectors, under the control and direction of Public Oversight Body staff.
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