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Review Group on Auditing - Invitation to Comment

The Tanaiste and Minister for Enterprise, Trade & Employment, Mary
Harney, has decided to establish a Review Group on Auditing. The
Group, establishment of which is in line with the recommendation of the
DIRT Inquiry Report recently completed by a Sub-Committee of Dail
Eireann's Committee of Public Accounts, will be asked to conduct its
work and make a final report by 31 May, 2000 in accordance with the
following Terms of Reference:

*  Whether self-regulation in the auditing profession is working
effectively and consistently,

*  Whether any new or revised structures and arrangements are
necessary to improve public confidence, and if so, what form
should they take.

The Group will be also asked to examine and report on those issues
concerning the auditing profession which were raised in the DIRT Inquiry
Report. These include:

* the role of the external auditor in providing other services
to the same institution,

* the impact of other functions such as tax advice and consultancy
on the external audit process,

* the determination of fees, bearing in mind shareholder interests,

* the relationships between an external auditor and the
management that appoints and remunerates him,

+ the statutory provisions on auditing in the Companies Acts
and related codes,

* the role of the external auditor in ensuring compliance
with statutory provisions,

* the possible role of the Central Bank in regard to management
letters issued by external auditors to financial institutions,

* the possible strengthening of audit standards relating to
financial institutions,

* the suitability of having joint auditors to financial institutions
with one being appointed by the Central Bank,

* the possible introduction of a maximum term of five years
for an auditor to a financial institution.

The Group will also be asked to examine and report on any matters
directly related to the foregoing.
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Pending settlement of the composition of the Group, it has been decided
to invite all interested parties to make written submissions on one or more
elements of the Terms of Reference. Each submission should clearly
indicate which part of the Terms of Reference it is addressing. Having
regard to the tight time frame set for the preparation of the Group's report,
all submissions should be sent to Mary Solan-Avison at the Department of
Enterprise, Trade & Employment, South Frederick Street, Dublin 2, to arrive
no later than 31 January, 2000 (e-mail address:solanm@entemp.irlgov.ie
telephone: (01) 631 2652; fax: (01) 631 2834).

Please note that all submissions may be subject to release under the
Freedom of Information Act, 1997.

Paul Haran

Secretary-General

Department of Enterprise, Trade & Employment
29 December, 1999
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Source of Submissions to the Review Group on Auditing
1. Comptroller and Auditor General

2. Central Bank of Ireland
3. Revenue Commissioners
4

The Foundation for a New Independent
Regulatory System for Accountants

5. Auditing Practices Board

6. Mr John Maher, Waterford Institute of Technology
7. Mr John McCallig, University College Dublin

8. Professor Edward Cahill, University College Cork
9. Institute of Certified Public Accountants in Ireland
10. Association of Chartered Certified Accountants
11. Institute of Incorporated Public Accountants

12. Association of International Accountants

13. Institute of Chartered Accountants in England and Wales
14. Institute of Chartered Accountants of Scotland
15. Institute of Chartered Accountants in Ireland

16. Institute of Internal Auditors

17. Chartered Institute of Public Finance and Accountancy
18. KPMG

19 Arthur Andersen

20. Deloitte & Touche

21. PricewaterhouseCoopers

22. Ernst & Young

23. Messrs J. O'Brien and W. Nolan

24. Mr Dermot O'Mahony, City Life

25. Mr Gearoid Costelloe

26. Irish Bankers’ Federation

27. Chartered Institute of Management Accountants
28. Institute of Directors in Ireland

29. Irish Institute of Credit Management

30. Dublin Funds Industry Association

31. Feédération des Experts Comptables Européens (FEE)
32. Department of Enterprise, Trade and Employment
33. Financial Services Authority

34. Irish Association of Investment Managers

35. Mr Simon Quinn, Institute of Technology, Tralee
36. Irish Business and Employers Confederation

37. Department of Finance
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Appendix Il
Members of the Review Group on Auditing

Chair: Senator Joe O'Toole, General Secretary,
Irish National Teachers’ Organisation;

Vice-Chairs: Professor Niamh Brennan, Michael MacCormac
Professor of Management, Department of Accountancy,
University College Dublin;

Ms Ann Fitzgerald, Secretary General,
Irish Association of Investment Managers;

Members:  Mr Joe Brady, Joseph G. Brady Insurances Ltd;
Mr Shay Cody, Deputy General Secretary, IMPACT;

Mr John Corcoran, Assistant Secretary,
Department of Enterprise, Trade and Employment;

Mr Brendan Dennehy, Institute of Incorporated
Public Accountants Ltd;

Mr Colm Dunne, Director of Audit,
Office of the Comptroller and Auditor General;

Mr Alan Farrelly, Institute of Certified Public
Accountants in Ireland;

Mr Robert Grier, Director/Secretary,
Irish Business and Employers’ Confederation;

Mr Jim Kelly, Principal Inspector of Taxes,
Office of the Revenue Commissioners;

Mr David Leonard, Association of Chartered
Certified Accountants;

Dr Irene Lynch-Fannon, Head of Department of Law,
University College Cork;

Mr Conor O’Mahony, Assistant Principal,
Department of Finance;

Dr Liam O'Reilly, Assistant Director General,
Central Bank of Ireland;

Mr Terence O’Rourke, Institute of Chartered
Accountants in Ireland;

Dr James Stewart, Senior Lecturer in Finance,
School of Business Studies, Trinity College Dublin.

Secretariat: Mr Paul Appleby, Department of Enterprise,
Trade and Employment

Ms Geraldine Hurley, v
Ms Mary Solan-Avison,

Ms Nuala Moloney, "




APPENDIX VII

Appendix IV

International Links of the Recognised
Accountancy Bodies

ACCA | ICAEW | ICAS
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Appendix V

Principal Statutory Provisions dealing
with Auditors and Accounts Preparation
under the Companies Acts, 1963 - 1999

» Sections 148 to 164 of the 1963 Act (No. 33 of 1963),
together with the Sixth Schedule (as amended) thereto;

* Companies (Amendment) Act, 1986 (No. 25 of 1986)
and the Schedule thereto®;

* Part X of the Companies Act, 1990 (No. 33 of 1990) which
revised and extended the 1963 Act provisions and which
implemented Council Directive No. 84/253/EEC of 10 April,
1984 on the approval of persons responsible for carrying out
the statutory audits of accounting documents;

* Companies Act, 1990 (Auditors) Regulations, 1992 (S.I. No. 259
of 1992) which made a number of amendments to the provisions
of Part X of the 1990 Act;

* European Communities (Companies: Group Accounts) Regulations,
1992 (S.I. No. 201 of 1992) which implemented Council Directive
No. 83/349/EEC of 13 June, 1983 on the co-ordination of national
legislation on consolidated accounts;

* European Communities (Credit Institutions: Accounts) Regulations,
1992 (S.I. No. 294 of 1992) which implemented:

a) Council Directive No. 86/635/EEC of 8 December,
1986 on the annual accounts and consolidated accounts
of banks and other financial institutions and

b) Council Directive No. 89/117/EEC of 13 February, 1989
on the obligations of branches established in a Member
State of credit institutions and financial institutions having
their head offices outside that Member State regarding the
publication of annual accounting documents;

* European Communities (Accounts) Regulations, 1993

(S.I. No. 396 of 1993) which implemented:

a) Council Directive No. 90/604/EEC amending Directive No.
78/660/EEC on annual accounts and Directive No.
83/349/EEC on consolidated accounts as concerns the
exemptions for small and medium-sized companies and
the publication of accounts in ECUs;

b) Council Directive No. 90/605/EEC of 8 November, 1990
amending Directive No. 78/660/EEC on annual accounts and
Directive No. 83/349/EEC on consolidated accounts as
regards the scope of those Directives and

c) Article 11 of Council Directive No. 89/666/EEC
of 21 December, 1989 on disclosures by branches;

* Part lll of the Companies (Amendment) (No. 2) Act, 1999 (No. 30
of 1999) which exempts certain small companies from the
requirement to have accounts audited.

% This Act does not however apply to unlimited companies, or in certain respects, to licensed banks and certain other
companies in the financial services area.
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Membership of the Recognised Accountancy
Bodies in 1999

1999 Reports of the
ICAI*® | ICPAI"] ACCA®®

Accountancy Bodies

Total Number of Members

world-wide

(i) atthe start of 1999 10,919 1,634 66,083 317
(i) movement in numbers in 1999 +438 +173 +5,455 +13
(i) at end-1999 11,357 1,807 71,538 330

Total Number of Members in
Practice in the State at end-1999

(i) Partners in Practising Firms 1,386 378 406 125
(ii) Employees in Practising Firms 1,094 297 706 103

Number of Registered Audit
Firms at end-1999

(i) Firms registered to sign audit
reports for companies

registered in the State 1,044 n.a. 789 n.a.
(i) Firms (from (i)) resident
in the State 800 n.a. 273 n.a.

Responsible Individuals

(RIs) at end-1999

(i) Members registered to sign
audit reports for companies

registered in the State 1,630 n.a. n.a. n.a.
(i) Members (from (i) resident
in the State 1,243 n.a. n.a. n.a.

Registered Auditors (RAs)

at end-1999

() Members registered to sign
audit reports for companies

registered in the State n.a. 378 1,271 125
(i) Members (from (i) resident
in the State n.a. 375 371 125

% The ICAl registers firms for audit. Those persons eligible and wishing to sign audit reports are designated as
Responsible Individuals (RIs). Eligible persons who are not members of the ICAI become audit affiliates to gain
RI status. The ICAI monitors the activities of all Rls in all firms to whom it grants Audit Registration.

¥ The ICPAI registers individuals only for audit.

% The ACCA registers individuals and firms for audit. Those persons eligible and wishing to sign audit reports
are designated as Registered Auditors. The ACCA monitors the work of all Registered Auditors to whom it
grants Audit Registration.

% The IIPA to date has only registered individuals for audit.
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Staff/Members involved in Monitoring,
Investigations and Disciplinary Work

o iceal ] acos —Jicaew Jicas —Jiea —

Quality Practice Practice Professional Professional  Practice
Assurance Review Regulation ~ Standards  Authorisation Review

16 staff 3 full time Department: Office (all and Legal 3 part time
including 1 part time 17 full time  aspects of = Departments

5 full time regulation) 16 staff

reviewers 91 staff

JMU Investigations/ Legal Joint JMU

Additional  Disciplinary: ~ Department Monitoring 4 staff

staff is 4 full time 11 full time  Unit deployed

available 36 staff on ICAS

if required. business
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Applicability of Recommendations
in Review Group’s Report to
Different Categories of Companies

The following table relates to the Recommendations contained in
Chapters 12 to 15 (inclusive) - which are directed at specific categories
of companies. Some of the Recommendations could be related to audit
firm size rather than category of client company.

The following is a definition of different categories of companies covered
in the table:

Public Limited Companies (PLCs): Companies where members' liability
is limited. At least seven shareholders. No upper limit on the number of
shareholders. Shares may be offered for sale to the public.

Financial Institutions'®: While legislation to give effect to the
recommendations will have to define precisely what constitutes a
financial institution it should include the following: credit institutions,
insurance undertakings, investment firms, moneybrokers, stockbrokers,
credit unions, exchanges and IFSC entities.

Public Interest Companies: Further work needs to be done to clearly
define a public interest company. This can be done in the context of
preparing legislation to give effect to the recommendations. For the
purposes of this Report, the Group has adopted the definition contained
in the ICAI Ethical Guide for Members'™' which is as follows: "There are
some unlisted companies and organisations, in both the public and
private sectors, which are ‘in the public eye’ because of their size or the
product or the service they provide. Example of such companies and
organisations would be large charitable organisations and trusts, major
monopolies, duopolies, building societies, industrial and provident
societies or credit unions, deposit taking organisations and those
holding investment business client money."

™There are a number of small financial entities (for example, retail investment intermediaries, insurance intermediaries
and small credit unions) which fall into the small business category. The degree to which the recommendations
(in Chapter 15) apply to these smaller financial entities has to be examined further.

9'ICAI Ethical Guide, Part C, Statement 1, para. 19.6
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Medium Sized Companies: Medium sized private companies are currently
defined in company law as companies having: (a) a balance sheet total that
does not exceed £6 million; (b) a turnover of £12 million and (c) not more
than 250 employees'®. A private company can be treated as a medium
sized company if it satisfies at least two of these three criteria.

Small Companies: a small private company is a sub-set of the above and
is defined as a company having: (a) a balance sheet total that does not
exceed £1.5 million, (ii) a turnover of not more than £3 million and (c) not
more than 50 employees.

Companies exempt from audit'®: Certain private limited companies and
partnerships with a turnover not exceeding £250,000 and a balance sheet
total not exceeding £1.5 million and the number of employees not
exceeding 50 are exempted from the requirement to have a statutory audit.

Note: It should be noted that not all companies fit into the above
categories. For example, some unlimited companies may not fall within
the definition of medium sized companies, are not PLCs and could not
be considered to be public interest companies. The precise application
of the recommendations to such companies will need to be clarified in
the context of preparing legislation to give effect to the Report. However,
they should at least be regarded as coming within the scope of any
recommendation which applies to medium sized companies.

1251 396 of 1993 European Community (Accounts) Regulations
®Companies (Amendment) (No. 2) Act, 1999, (No. 30 of 1999) Part 3.
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APPENDIX VIII

Recommendation PLC’s Financial Public Interest | Medium Sized Small Exempt

Institutions Companies Companies Companies | Companies

Recommendation 12.3 _H_ _H_ _H_ _H_ _H_ _H_

When the non-audit fee earned by an audit firm from a client
company exceeds the audit fee then the audit committee of
the client company must set out in the annual report to
shareholders the reasons why the non-audit services were
obtained from the audit firm and confirm that it is satisfied that
this does not compromise the independence of the auditor.

Recommendation 12.4'% 5% 5% 5% 10% 10% _H_
The maximum allowable proportion of overall fee income

contributed by any one client company or group of client
companies to the total portfolio of the audit firm should, at
most, be limited to 10%. A lower limit of 5% should apply in
the case of listed companies, financial institutions and
public interest companies and more formal monitoring for
compliance with this requirement should be put in place.

'®Also applies to audit firms
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Recommendation

Financial
Institutions

Public Interest
Companies

Medium Sized
Companies

Small
Companies

1 Also applies to audit firms

Exempt
Companies




APPENDIX VIII

suwy yipne o} seljdde os|y

“4"'€ | UOIEPUSWUWODSY Ul PAUINO SE SIolpne j0 juswjuiodde

B} UO SIOp|OYBIeyS O} UOIBPUSWWIODSI S) Ul UOISIOap

_H_ _H_ _H_ _H_ _H_ _H_ s Amsnl pinoys 8spILIWOD JPNe 8y “9pus) O} INO JOBIU0D
¥pne ayi Ind 0} JayleyMm SISeq [enuue Ue U SSoiIlWoD ypne Aq

UOIJRISPISUOD 9pN[oul PINOYs siy| Jauuew jusredsuel} pue usdo

Ue Ul SISBq [enuUe UB UO PSpIeme ad pnoys 10U Jipne ay|

8'C | Uoilepuswwoday

99O HPNY

8y} 0] passaippe JoNa| djeledss e Io Jopd| Juswabeuew ay)
ur papnjoul 8q pjnoys uswebeBus ypne sy} Buunp su

JO JuswaBeuew 8y} O} JUBASJSI UOIFeWLIO| Juswabebus

JO U9139] DY} Ul N0 39S 8q P|NOYs douspuadapul Jpne 0}

SHsl JO JuswaBeuew pue UOIBOYIUSP! SY} SPIEMO} Wil 8} JO
Koljod [eseuab ay| ypne ue Buunp saluedwod Jusljo [enpIAIpUI
0} UOIJe|aJ Ul YIM }[eap are souspuadapul Jojpne 0} Sysl Moy
JUBWND0p 0} pue aduspuadapul Jojpne 0} SysU Buluieouod
£oijod [esauab a1y} 10 18 0} palinbal 8q pinoys sl JIpny

_H_ _H_ _H_ _H_ _H_ _H_ 1012°C | UOllepUSWILLIOIDY

saluedwo) f sauedwod sajuedwo) sajuedwo) suoin}isu|

jdwaxgy llews pazis wnipapy | 1sa19)u] o1gnd jeroueury | S.O1d uoljepuawwoosdy




APPENDIX VIII

Recommendation

Financial
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Public Interest
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Companies

Exempt
Companies
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Recommendation

Financial
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Public Interest
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Medium Sized
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Small
Companies

Exempt
Companies
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Recommendation PLC’s Financial Public Interest | Medium Sized Small Exempt

Institutions Companies Companies Companies | Companies

Recommendation 13.6 _H_ _H_ _H_ _H_ _H_ _H_

Audit committees of companies should meet their external
auditor a number of times each year, both in the presence of
management and independent of management. Such meetings
must be held at both the planning stage of the audit and
following the completion of the audit.

Recommendation 13.7 _H_ _H_ _H_ _H_ _H_ _H_

Management letters from auditors to the Board of Directors
should refer to the existence of any other audit related letters
(e.g. letters of detail) and should make these available to the
Board and the audit committee on request.

Management letters should be available to the Board and the
audit committee in advance of approval of the financial
statements. Given the tight reporting deadlines, a preliminary
draft containing all issues but possibly excluding some
management responses is acceptable.

Audit committees should establish a time frame within which
management responses should be received in respect of
management letters, internal audit reports and any other audit
related letters (e.g. letters of detail).
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Recommendation PLC’s Financial Public Interest | Medium Sized Small Exempt

Institutions Companies Companies Companies | Companies

Recommendation 14.2'¢ _H_ _H_ _H_ _H_ _H_ _H_

The external auditors should report as to whether, in their
opinion, the Directors’ report of the company’s compliance
with its obligations is reasonable.

* In making their report, the auditors should specifically
address whether the directors have made appropriate
disclosure concerning any circumstances of which the
auditors are aware that give reasonable grounds to believe
the company has not, or may not have, fulfilled its
obligations.

e Where in the auditor's opinion such circumstances have not
been so disclosed by the directors, and the directors have
not amended their report, the auditors should include
relevant information in their report.

This report should be appended to the annual

financial statements.

Recommendation 14.3'% _H_ _H_ _H_ _H_ _H_ _H_

In situations where the Directors have not issued the report
referred to in Recommendation 14.1 within a specified
timeframe then the external auditors will have a duty to report
that failure to the Director of Corporate Enforcement.

"% This recommendation will not apply to those companies who decide to avail of the exemption from statutory audit.
"% This recommendation will not apply to those companies who decide to avail of the exemption from statutory audit.
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THE REPORT OF THE REVIEW GROUP ON AUDITING

Chapter 15: The Audit of Financial Institutions

Recommendation

Recommendation 15.1

The accountancy profession should commence work as a
matter of urgency on updating and strengthening auditing
pronouncements relating to the audit of Irish financial
institutions. The accountancy profession should engage in
prior consultation with the Central Bank in advance of revision
to auditing pronouncements.

PLC’s

Financial

Institutions

[]

Public Interest
Companies

[

Medium Sized
Companies

[]

Small
Companies

[]

Exempt
Companies

[]
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APPENDIX VIII

Recommendation PLC’s Financial Public Interest | Medium Sized Small Exempt

Institutions Companies Companies Companies | Companies

Recommendation 15.3 _H_ _H_ _H_ _H_ _H_ _H_

There should be increased liaison between the Central Bank
and the external auditors of financial institutions. To facilitate
this, a protocol concerning the exchange of information should
be agreed between the Central Bank and the accountancy
profession. If necessary, legislation should be enacted to
permit this exchange of information.

Recommendation 15.4

The Central Bank should have the power to obtain reports
from external auditors or other reporting accountants on
financial institutions’ accounting and other records, their
internal control systems, and any other issues that, in the
opinion of the Central Bank, are appropriate or necessary for
regulatory purposes.

Recommendation 15.5 _H_ _H_ _H_ _H_ _H_ _H_

The accountancy profession and the Central Bank should
agree a protocol, and if necessary, legislation should be
enacted, to make audit working papers available on request to
the Central Bank.
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