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17 April 2009

Ms M Dempsey

Company Law (EU/Legislation) Section

Department of Enterprise, Trade and Employment

Room G.03

Earlsfort Centre

Lower Hatch Street

Dublin 2

BY EMAIL

Dear Ms Dempsey

Consultation on the EU Commission’s recommendation on external quality assurance for statutory audit firms auditing public interest entities

The Institute of Chartered Accountants in England and Wales (the ICAEW) is pleased to respond to your request for comments on your consultation on implementing the EU’s recommendation. 

Please contact me if you wish to discuss any of the points raised in the attached response.

Yours sincerely
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Peter Burton

Head of Regulatory Policy, Professional Standards

T +44 (0)1908 546 273

E  peter.burton@icaew.com
	ICAEW Representation


Consultation on the EU Commission’s recommendation on external quality assurance for statutory audit firms auditing public interest entities

Memorandum of comment submitted in April 2009 by The Institute of Chartered Accountants in England and Wales, in response to the Department of Enterprise, Trade and Employment’s consultation paper published in March 2009

INTRODUCTION

1. The Institute of Chartered Accountants in England and Wales (the ICAEW) welcomes the opportunity to comment on the paper Consultation on the EU Commission’s recommendation on external quality assurance for statutory audit firms auditing public interest entities published by the Department of Enterprise, Trade and Employment.

WHO WE ARE

2. The Institute operates under a Royal Charter, working in the public interest. Its regulation of its members, in particular its responsibilities in respect of auditors, is overseen by the Financial Reporting Council. As a world leading professional accountancy body, the Institute provides leadership and practical support to over 132,000 members in more than 160 countries, working with governments, regulators and industry in order to ensure the highest standards are maintained. The Institute is a founding member of the Global Accounting Alliance with over 700,000 members worldwide.

3. Our members provide financial knowledge and guidance based on the highest technical and ethical standards. They are trained to challenge people and organisations to think and act differently, to provide clarity and rigour, and so help create and sustain prosperity. The Institute ensures these skills are constantly developed, recognised and valued.

MAJOR POINTS

4. The ‘target’ for the proposed arrangement needs much clearer definition. Our view is that is the audits of PIEs, not the auditors of PIEs.

5. The EU document on which this consultation is based is a recommendation. There is no need to follow every aspect of its contents but rather adopt procedures that are appropriate, given the existing quality assurance arrangements.

6. We agree that option II is likely to be the most costly since it cannot avail itself of any economies of scale that would be available to the Recognised Accountancy Bodies. However, while acknowledging the additional monitoring costs, the paper does not discuss the extra costs that are likely to be incurred within audit firms in dealing with whichever of the options is selected. Nor does it deal with the issue of who is then the oversight body. 

7. Options I and III are in reality very similar. The difference seems to be the degree and detail of oversight exercised by IAASA.

8. The consultation document contains a very clear preference for option III. On balance we agree with this, on the assumption that the arrangements under discussion relate to the audits of PIEs. However, it must be realised that the cost of option III will be to a large extent dictated by the approach that IAASA takes to the issues noted in paragraph 22 of the consultation paper, bearing in mind that these costs will ultimately fall on the PIEs.

9. We have no comments on the definition of PIEs. 

DETAILED COMMENTS

10. There is a key issue in the consultation document that needs addressing before a decision can be taken on future arrangements. This is whether the arrangements apply to auditors of PIEs, or the audits of PIEs. While option II refers to the quality assurance in respect of PIEs, option III refers to the quality assurance of auditors of PIEs. The latter is a much wider arrangement than option II. This issue is highlighted as in the consultation document it is noted that the UK follows options II and III, whereas it is just option III.

11. This has major implications for the operation of the option finally selected. In the UK, the Audit Inspection Unit (AIU) of the Professional Oversight Board has responsibility for the review of audits of PIEs. Responsibility for the audits of non-PIEs remains with the Recognised Supervisory Bodies.

12. This reflects the fact that in any audit firm the number of PIE audits is a small proportion of all audits. The AIU can therefore direct its scarce resources to reviewing PIE audits. 

13. Our view is that the target of these proposed arrangements is the audit of PIEs, not the auditors of PIEs. 

14. We do not believe, as set out in paragraph 19.1, that Article 29(1) requires any prior approval of the RABs’ current quality assurance work. The Directive requires oversight of the operation of quality assurance systems. Prior approval of work plans, which in many cases will not change significantly year on year, will be a bureaucratic burden. Rather, the oversight body should review those processes in action and, where appropriate, make proposals for cost effective improvements.

15. We do not consider that option I, where the RABs undertake all quality assurance, is flawed as set out in paragraph 19.1. There would still be a system of oversight and so this would meet the requirement of the Directive. Staff of the oversight body do periodically accompany the quality assurance teams, so they should be obtaining an insight into the operation of audit firms. We do not see this as a reason to dismiss option I. 

16. Nor do we see how Ireland will be regarded as having a demonstrably weaker quality assurance system. The attractiveness or otherwise of a capital market is much more based on factors such as financial and central bank oversight of the capital markets than the status of the quality assurance arrangements.

17. Overall we believe that option I has the many benefits that are set out in paragraph 19.1 and that with appropriate cooperation with the oversight body these should not be lightly dismissed. Nor do we agree that IAASA has no role etc in the current quality assurance arrangements as suggested in paragraph 6.4. This is not suggested by the description set out in paragraph 4.1. Although we have no direct experience of its work, we would have assumed that IAASA would comment, if it thought appropriate, on the matters listed at the end of paragraph 17.

18. The main argument cited against option II is the cost. We also note the comments made by IAASA in its 2007 Annual Report about the difficulties in recruiting suitable staff. It is likely that, although the staff required for option II would have different roles to the current staff members, similar problems of recruitment are likely to arise. Also, see our previous comments about the subject of this monitoring, audits or auditors. Taking option II forward as the basis of all the audit work of a firm that undertakes PIE audits could lead to excessive costs.

19. While any of the options considered in the consultation paper will lead to increased costs we agree that option II is likely to be the most costly. 

20. In the UK, the direct cost of the AIU is relatively small in comparison to, for example, the market capitalisation of the PIE audits it deals with. An equal or even greater cost is borne by the firm in dealing with the AIU in terms of staff time etc. This is a further cost that needs to be considered, but which the consultation paper does not discuss, as ultimately some or all of these additional costs are transferred via audit fees to the PIE clients. 

21. The other issue with option II is that the oversight body is very directly involved in the quality assurance. This then raises the question of how oversight is exercised over this part of the overall arrangements for audit regulation. 

22. We note that option III is clearly the preferred option. However, we referred earlier to the need to identify whether the options apply to the audits or auditors of PIEs. This issue needs to be clearly addressed as it has the potential to create two different quality assurance systems applying to non-PIE audits, depending on whether or not the audit firm also undertakes PIE audits. We do not believe that this is the intention of the EU’s recommendation.

23. In terms of overall efficiency and cost effectiveness our view is that option III is to be preferred, on the assumption that the target of the proposals is the audits of PIEs. However, the degree to which the processes will be efficient may largely depend on how IAASA manages the processes set out in paragraph 22. While the majority of the matters are drawn from the Recommendation, it would be very easy for their operation to become overly bureaucratic, especially as the detailed processes and the staff carrying them out are unlikely to change year on year. 

24. We are lead to this view for a number of reasons:

· the Recognised Supervisory Bodies have established procedures for many of the matters listed in paragraph 20;

· IAASA will have already considered if these, as part of the existing quality assurance arrangements, are fit for purpose as part of its current remit to supervise the way in which the Recognised Supervisory Bodies monitor their firms;

· therefore the implementation of the matters in paragraph 20, if undertaken in a cooperative manner, should be a relatively straight forward exercise;

· the only difference in the Directive between PIE and non-PIE audits is the frequency of inspection, and monitoring visits to the larger firms, who are most likely to have PIE audits, are already visited more frequently than once every three years. So again, implementation should not be onerous. 

25. We have no comments on the definitions of PIEs, which we note accords with that in the Directive. 
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