Appendix 1

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

We consider Option II the most appropriate quality assurance system for auditors of public interest entities in Ireland. This would introduce a direct inspections regime under which IAASA would undertake all aspects of quality assurance of auditors of public interest entities in Ireland.  

Such a system is inevitable as the world’s capital markets seek greater transparency and accountability from audit regulators. We are a small nation and depend very much on international trade and investment. If we chose a different model, Ireland will not be seen to be delivering the right message to the stock markets of the world about our attitude to robust quality assurance of auditors of public interest entities. Ultimately Option II is the best option.

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

a. what benefits you would see accruing from the Options implementation

· Independent inspection by IAASA would be independent in fact and perception

· It would reflect international trends as a great many countries have adopted similar models, especially the USA and the UK, which are two very significant territories, in an Irish context.

· Option II has the greatest potential for 3rd country reliance, especially by the PCAOB in the United States.  

Under Rule 4012 the PCAOB is permitted to rely on independent audit oversight entities located in the home countries of registered non-U.S. audit firms in connection with required inspections.  The PCAOB has relied to a certain extent on auditor oversight entities in several jurisdictions, besides Ireland, since 2004. 

Since then there has been an evolution in auditor oversight around the world.  The PCAOB has found that it shares a number of objectives with many of its new counterparts such as protecting investors, improving audit quality, ensuring effective oversight of audit firms and help to maintain public trust in the auditing profession.  Ireland needs to be part of that evolution. 

In fact the PCAOB prefers to place full reliance on the inspections programs of qualified non-U.S. auditor oversight entities. If IAASA could satisfy these criteria, (and we believe Option II would satisfy them) it would be a very positive signal to the capital markets that Ireland is a good place for US publicly listed entities to locate and do business.

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

Option II is suggested by some commentators to be more expensive. However we do not necessarily agree that this is the case.

It would be IAASA’s choice if it wanted to recruit its own full time inspection team, which would necessitate an expansion of its budget.  However, it could also opt for a less costly subcontract model, where, for example, it had its own smaller full time team and then hired inspectors from the UK Audit Inspection Unit (AIU), to carry out more specialised work on a case by case basis, say for example in the case of banks, certain specialised funds and insurance entities.  This would have at least four main advantages:

· the AIU is experienced in carrying out inspections on behalf of the PCAOB and therefore has already gained a degree of confidence with the PCAOB that an Irish inspection team would take some time to achieve

· use of the AIU would help avoid the unintended consequence of restricting the pool of appropriately experienced audit professionals in Ireland who would be available to conduct assurance reviews, or alternatively remove experienced auditors from the pool of people available to conduct public company audits, thereby potentially impairing audit quality

· both jurisdictions use the same International Standards on Auditing (UK and Ireland) so there is a lot in common technically

· the AIU could be used as and when needed, thus keeping costs down for the nine professional accountancy bodies which currently bear 60% of the costs.

The over-riding objective of using Option II is the need to maintain and build confidence in capital markets.  After a number of years of implementation we would recommend the workings of this model be independently reviewed to build on lessons learned.  

We would like to make some additional comments about:

· the independence of the quality assurance system

· the independence of inspectors

· the conduct of inspections

· transparency on the overall results of the quality assurance system

The independence of the quality assurance system

To be effective, a system of quality assurance must be, and be seen to be, independent of undue influence from any quarter including from the audit firms that it is set up to oversee.  

We encourage the DETE to ensure that in choosing Option II, it takes account of the fact that it is fundamentally important for IAASA to be staffed by appropriately skilled people and to have sufficient resources to do its job properly.  

The quality assurance process in any jurisdiction will flourish or fail on the competence of the inspectors that it employs.  The staff recruited should have recent experience and current knowledge. This does not mean that the oversight body is not independent of the audit profession and indeed such recent experience and current knowledge are critical to the success of the oversight process.

The independence of inspectors

Monitoring visits must be conducted and overseen by high quality, informed but independent people.  Inspectors must be knowledgeable about and experienced in public company audit work, and in relevant industry sectors, so that they command the appropriate respect of the monitored audit firms and the capital markets.  High quality and experienced inspectors are vital if the capital markets are to draw comfort from the quality and robust nature of the monitoring process.

Conduct of inspections

We strongly recommend the DETE to encourage IAASA to continue to engage with similar bodies around the world with the aim of sharing best practice and encouraging co-operation between oversight bodies. 

We are aware that this already takes place through IAASA’s participation in the International Forum of Independent Audit Regulators (IFIAR) and the Committee of European Securities Regulators (CESR).  In an environment of international audits and consistent audit methodologies applied across international audit networks an effective long term goal might be for oversight bodies in different jurisdictions to reach agreement on a globally accepted framework and approach for conducting quality assurance inspections.  The DETE should encourage the EC to play a useful role in facilitating the exchange of ideas between oversight bodies from Member States and beyond.

We believe there should be a risk-based approach to carrying out quality assurance reviews.  Reviewers should identify and consider the application of internal quality control policies and procedures of audit firms.  The review should be carried out substantially in the offices of the audit firm.

Transparency on the overall results of the quality assurance system

The guiding principle for a system of quality assurance of auditors must be to support confidence of the capital markets in financial reporting and audit.  The confidence of the capital markets is the overriding objective and this will be achieved where there is a robust and fair oversight process supported by prudential enforcement.  

Appropriate public reporting of monitoring results on the profession is an important step in maintaining confidence of the capital markets.  The PCAOB in the US makes public its reports and the Financial Reporting Council in the UK commenced to publish summary inspection reports last year. Grant Thornton is very much in favour of this approach and we advocate the same in Ireland.

We believe that there is also a place for private reporting to audit firms so that all matters can be discussed without concern for potential harmful misinterpretation of the relative seriousness of matters raised.  However, if any necessary improvements by an audit firm are not made within a reasonable timescale (which is clear and agreed between all parties) there should be implications for including appropriate comment in a public report.

Confidence in capital markets will be enhanced where public reports are balanced, between positive and critical feedback, and also where matters are reported consistently from one year to the next.  

Overall, we support a brief summary of the major findings on the profession, thereby leaving detailed points to be reported and followed up privately.  We recommend that the DETE specify that public reports should highlight where appropriate, alongside the recommendations from the oversight body, that audit firms possess the requisite skills to conduct audits (including public interest audits, where applicable).

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”?

We have no comments as we do not favour this option.

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:

We have no comments as we do not favour this option.

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

We believe the definition itself is satisfactory but that perhaps the definition should be expanded to include credit unions and building societies as they are, in effect, small banks.

