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EXECUTIVE SUMMARY
1.

The Ministerial Statement dated 20 July 2015 (below in full) cannot be brought into

effect in the UK unless the Companies Acts and Insolvency Acts with consequential are
revoked.
1.1.

Key reasons include the following:

the auditor’s report is inseparable from the auditor – “the auditor shall report” refers to

the auditor’s report to those charged with the governance of the enterprise (directors and
company secretary severally), colloquially known as a “letter to management”. It is the
directors severally who are responsible for the maintenance of proper records. These include
the reports emanating from the auditor and their response to them;
1.2.

the title of the current consultation “Enhancing Confidence in Audit” is not as

precise or focussed a description of the core subject of the consultation as the 2010 FRC/FSA
consultation “Enhancing Auditor’s Contribution to Prudential Regulation”. “Audit” is not
a traded commodity or service per se. The correct term is “the report(s) of the auditor”.
The essential difference is that the auditor is an office holder with uncapped statutory
obligations and powers. “Audit” does not exist per se save as a verb in the dictionary. Over
time perception has developed (incorrectly) that there is a process that can be parcelled
essentially like taking a car for an MOT test or having the gas boiler tested and certified.
The replacement of statute law by process brought into law is a dangerous path to go down.
This has a parallel in the Insolvency Act 1985. This attempted to bring process into law and
to operate on process rather that substance. The result was the now defunct “insolvency
practitioners” industry culminating finally in the abrupt demise of the “Insolvency Practitioners
Association” (formerly the Insolvency Practitioners Society) with effect from January 2014.
The IPA was caught out covering-up on a secret Willis wrappered financial instrument.
This was not authorised by the FSA or known about publicly. It was used to pierce personal
or corporate estates (or both) to steal and block come-back. In essence transactions sought to
mimic owner(s) abandoning what is theirs, whilst blocking come-back. An alternative cyber
and media image was created of the owner(s). The bundled product contained an insurance
policy. This paid out on discovery of fraud or dishonesty of a named individual colluding with
others or others with his connivance. The task of the IPA was to make sure the victims never
found out, so that only the secret beneficiaries of the instrument could cash in, if any of the
middlemen made off with the spoils. If the victims found out, the IPA would be exposed as
complicit with secrecy. It would not survive. The story of “the Rise and Fall of the Farringdon
Bond and the IPA” is now one for The National Archives, crown copyright. The IPA assumed
the grand title of a “Regulatory Professional Body”. It supported its members by refusing to tell
the public that they were targeted. The secret operations continued outside the law, with
none of the individuals registering for VAT. This would have given them away.
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Tracks were well covered for the twenty years from November 1995 during which time the
scam continued. Exponents deluded themselves into the belief that, were they to operate in
groupings using a branding which mimicked that of a properly constructed limited liability
entity, registered in Companies House, the world would be deluded into a state of belief that
the construct existed and had capacity. Using the branding, they went to extremes of
camouflage even running a payroll and accounting for PAYE, going so far as to boast publicly
that they “paid their fair share of tax” on annual take home pay that more nearly reflected life
time earnings of those they brought down.
The excessive returns were a prima facie indicator that something was wrong, required
investigation by an auditor, with the suspicion of linkage to the concurrent otherwise random
redistribution of wealth and the helplessness of those who lost out, their prey. The suspicion
was heightened as exponents said of themselves that they were agents (of undisclosed
principals) who liquidated their targets first then looked around for someone to pick up the
residue of that which they called “realizations”, as though discovering oil in a new site.
They claimed that the left overs, quaintly described as a “surplus”, would be returned,
without explaining how, having pierced the estate veil then ripped it apart, sucked out all
they could, so it could no longer function as a whole, they could put it together again, even as
an empty shell. Such activities were plainly a prima facie contravention and circumvention of
the covenant made by members of institutes emanating from the 1880 Charter, which
debarred members from such activities and obliging them, as auditor, to blow the whistle.
In the important terms of the 1984 Directive 84/253/EEC, not only were members debarred
(“incompatible”) but they were compelled to report (“independent”) adversely (“honestly”) and
could not make excessive returns by complicity without facing sanction. Importantly approval
criteria, requests for registration, registration, approvals were all made public.
Persons responsible for carrying out audits of accounting documents must be of good repute and
may not engage in any activity incompatible with the auditing of such documents.
Member States must ensure that approved persons are liable to appropriate sanctions if they do
not carry out audits honestly and independently.
Member States must ensure that the names and addresses of all natural persons and firms of
auditors approved by them to carry out statutory audits of accounting documents are made
available to the public.
The thirty years 1984 to 2014: independence verification – self checking and declaring
There is no mechanism in the universe that independence verification, a self declared state of
affairs that is true, before acquiring knowledge protected by statutory duties of confidentiality,
can be turned into a “process” which thereby becomes a surrogate for the truth.
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The now-defunct “insolvency practitioners” industry represents just that: locking into a
“process” blind which remains secret and therefore incapable of challenge. It is a mechanism
for cannibalising a target and not independently reporting on that person’s financial standing.
An extract from a served warning to exponents in early 2014 illustrates the point. At the time
the industry had admitted to itself that its bubble had burst, in papers published by KPMGsponsored John Tribe, Kingston University, but not admitted to the outside world.
JAN 2014 Extract from communication to business acceptance and compliance officer
You are described as Compliance Officer with corporate responsibilities, which in any event you
carry as legal director and member. In that capacity and with the benefit of your FCA, it is within
your knowledge that the following disclaimer statement on your communications is meaningless,
since legal personal liability cannot simply be shed because you do not like it or do not want it.
“Partners and directors who act as office holders do so as agents and without personal
liability.”
Business acceptance; POCA compliance; knowing who you are benefiting before you start; and
who is rewarding you, all happens BEFORE you start, regardless of whether the assignment is
as IP, a reconstruction, fundraising, a report, and, if you do any, valuations, tax and trustee
work (fiduciary).
REDACTED….. well versed in these matters having been active in the turnaround market since
1982 (private and public); negotiated successfully to REDACTED advantage with receivers and
administrators; supplied to, and been a client of, complex trust and property work from 1983;
and led the designing and building of the operations and IT support systems of the single
biggest global wealth manager in trust and fiduciary business.
I reject your attempt to say your “involvement” is AFTER acceptance, if someone complains.
Business acceptance is before. If you were guillotining someone’s head off, do you think that you
should be hearing their objections before you sharpen the guillotine, or after, and, if the latter,
what do you think the prospects are of a decapitated body being able to articulate the objections?
Your definition is plainly absurd as well as being wholly incompatible with ICAEW (copyrighted)
guidelines on business acceptance, which are not the rules of the IPA, which relies wholly on the
general law; makes no rules for members; and allows for independence verification to be done,
as a series of contractor singletons “as though” the FRP Advisory LLP front or façade did not
exist.

The resignation of the auditor of this façade was filed (late) in Companies House in early 2016.
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2.

Accordingly any move to replace the “auditor” by a “process” is doomed to failure,

with the thirty years experience of the “insolvency practitioners” industry as proof.
The industry omitted proof or evidence of claims, in reliance on a secret instrument,
untoward activity and secret underwriting of secret transactions without sanctioning by any
law whereas the auditor relies on persuasive audit evidence. The industry destroyed that
which it did not own whereas the auditor reports on himself and that which he does own
(recorded in his working papers) and that which he professes, the truth of his independence.
It was by law debarred from any activity as administrator, trustee, liquidator, receiver or
indeed crossing the threshold of the courts let alone being heard there or anywhere else.

Royal Charter of the 11th May 1880
Victoria by the Grace of God
of the United Kingdom of Great Britain and Ireland Queen Defender of the Faith
TO ALL TO WHOM THESE PRESENT SHALL COME GREETINGS!
That the Profession of Public Accountants in England and Wales is a numerous one and their
functions are of great and increasing importance in respect of their employment in the capacities
of Liquidators acting in the winding-up of companies and of Receivers under decrees and of
Trustees in bankruptcies or arrangements with creditors and in various positions of trust under
Courts of Justice as also in the auditing of the accounts of public companies and of partnerships
and otherwise

Exponents know this and publicly advertise themselves as the representatives (or indemnified
agents) of the anonymised beneficiaries, mysteriously labelled “creditors”. Their breath-taking
arrogance has even led them to advertising on websites that they will deliver the spoils of
pecuniary advantage in its various forms to those who neither wish to reveal their identity nor
prove any entitlement. This plainly can only be because they have none.
In other words the rot is endemic beyond the “insolvency practitioners” industry including
those who are prepared to be cross border risk eliminators for “clients”; have the profits
quoted on one exchange and the risk buried in the London markets; exploit public registers
and notice boards to advantage, peppered with forgeries; and even develop product to create
media and cyber images with scant regard to what is true and what is not. Obscenely the
discredited crown dependencies (Guernsey) sport law protecting “image rights” with the tax
advantages that brings, marketed and sold by those on the payroll of international banks,
using those who themselves advertise “having the ear of the court” to achieve what could not
be achieved without. They brazenly promote new instruments as protected cell companies,
such that when illicit profits of one scam are recovered (if they are), the rest are not at risk.
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Once it is accepted that fines can be paid instead of curtailment; that shareholders’ reserves
can be plundered to meet those fines, turning quoted securities into another form of gambling
casino; and that prosecutors can abandon the prosecutors’ code for a discretionary test made
up by themselves and executed in secret courts with reporters allowed in but silenced “as
though” this were open justice, it becomes time to stop and take stock on who exactly is
charged with reporting on what is true, who owns what, who is entitled to what, and who can
change that entitlement, including the right to be heard.
Covenants and commitments
3.

Those signed up to the covenants implicit in the 1880 Charter, unchanged from that

date to now, are charged by society as a whole with the commitment: “that the Profession of
Public Accountants in England and Wales is a numerous one and their functions are of great and
increasing importance in respect of their employment in the capacities of Liquidators acting in the
winding-up of companies and of Receivers under decrees and of Trustees in bankruptcies or
arrangements with creditors and in various positions of trust under Courts of Justice as also in
the auditing of the accounts of public companies and of partnerships and otherwise”.
This tells the world that in 1880 by Royal Charter a commitment was made and that those
signing up did so as a matter of personal choice or covenant, a promise or word of honour.
Those choosing of their own choice to make that promise do not have the option of
productizing their registration recording that promise. They are distinguished from “solicitors
to the court”, who represent, including the anonymised without capacity or recognisable
standing who hire those “of counsel” i.e. of the court entitled to be heard, but in current times
without record of their identity or even the knowledge of on whose behalf they speak and not
providing a notice of funding such that the court might have a clue even if not the targets.
Collectively they appear reluctant to admit that time is up and they have been rumbled.
The FRC: Enhancing the Auditor’s Contribution to Prudential Regulation v Enhancing
Confidence in Audit – does the FRC have the power to make such a change?
4.

The FRC is a statutory body constructed as a company limited by guarantee. It was

not intended at the time it was created that it should be a participant in either secret
arrangements as those above or in trafficking secret financial instruments and transactions.
Indeed so cautious is it that even its consultation is marked: “the FRC does not accept any
liability to any party for any loss, damage or costs howsoever arising, whether directly or
indirectly, whether in contract, tort or otherwise from any action taken (or not taken) as a result
of any person relying on it or otherwise using this document or arising from any omission from it.”
Therefore the subtle shift between “Enhancing Auditor’s Contribution….” and “Enhancing
Confidence in Audit” must be identified, examined, understood and positively accepted or
rejected. Until the replies to the 2010 consultation are high-lighted on its website, and those
responses referenced in the current consultation, this exercise cannot reliably start.
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Enhancing Auditor’s Contribution to Prudential Regulation
5.

The FRC 2010 consultation was driven in support of the FSA, now PRA, subsidiary of

the Bank of England. The Governor, Mark Carney, has long since admitted that honesty and
integrity cannot be policed. He echo’ed what was known in 1880 and reflected in the 1984
Directive, that society requires a commitment to independence and honesty and this can only
be delivered by covenant or promise not by policing. Whatever sanctions are imposed, they
are after the event when it is far too late and the irreversible damage is done, including to
confidence in markets; wealth polarisation; and economic loss of opportunity.
Bank chiefs highlight the impact of operating globally including in the US; the US sanctions
regimes; and the impact in the UK of the entry of US investment banks with the devastation
and carnage it brought, as well as the extraction of value from the UK to pay US fines.
Although this is a massive topic, it is one that auditors of so called “public interest entities”,
simply “public companies” in 1880, must master before putting themselves up to hold office.
Who carries the damages bill?
6.

In money terms this means that those who have purported to report as auditor and

(i) have done so in regard financial statements which do not contain (sufficient) contingent
liabilities; reliable distributable reserves calculations before bonds and other financial capital
is repaid; or (ii) have not set out a path for those with evidence relevant to the discharge of the
duties of the auditor (CA 1985 s389B; CA 2006 s501), thereby depriving themselves of the
opportunity to elicit such evidence and/or when they have it, not dealing with it properly;
have, by their own conduct, made a conscious decision. This is to be complicit and to assume
liability for that which, in their hands, are uninsured and uninsurable damages i.e. they are
knowingly gambling with their own existence. They can only survive with underwriting
arrangements in place, the very existence of which precludes them from reporting, compelling
immediate resignation on grounds of loss of independence. By November 2012, the courts, at
least the Commercial Court, Queens Bench Division, had caught up.
WITNESS: Statutory audits means you must have professional negligence for those audits; it does not
entitle you to go and enter into underwriting agreements. Underwriting agreements are important.
A statutory auditor can never do one of those because they would stop you being independent.
Certainly that is something that properly ought to be disclosed to a court.
JUDGE: That certainly helps me on rider REDACTED of your claim form.
WITNESS: Excellent.

Stephen Haddrill’s words in 2010 (gist) told the Bank of England, the world and financial
markets that independence was high on the agenda and had to be achieved and maintained
without intervention.

The actual release, reflecting the FRC commitment as to who was

accountable without intervention, is below:
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https://www.frc.org.uk/getattachment/5cadee47-6422-46f0-b692-b3f377544769/FSA-FRCDiscussion-Paper-Enhancing-the-auditor-s-c.aspx
http://www.fca.org.uk/static/pubs/discussion/dp10_03.pdf
Discussion Paper June 2010- 10/3
Enhancing the auditor’s contribution to prudential regulation
http://www.fsa.gov.uk/pages/Library/Communication/PR/2010/108.shtml
FSA and FRC look to enhance auditors' contribution to prudential regulation
FSA/PN/108/2010
29 Jun 2010
The Financial Services Authority (FSA) and the Financial Reporting Council (FRC) have today issued a
discussion paper which considers ways of enhancing auditors' contribution to regulation.
High quality corporate reporting, audit and assurance support effective governance and underpin market
confidence and market discipline. Together with effective communication between the FSA, regulated firms
and their auditors, they are critical to achieving the FSA's objectives relating to market confidence, financial
stability and consumer protection. They are also central to the FRC's complementary objectives in promoting
high quality corporate governance and reporting to foster investment.
The purpose of the paper is to stimulate debate on the role of auditors following the financial crisis. The
paper, therefore, explores how the FSA, the FRC and auditors can work together more effectively to
enhance auditors' contribution to prudential regulation.
The paper:
Questions aspects of the quality of audit work relevant to prudential regulation - in particular, whether the
auditor has always been sufficiently sceptical and has paid sufficient attention to indicators of management
bias when examining key areas of financial accounting and disclosure which depend critically on
management judgement;
Outlines the FSA's concerns about auditors' work on client assets and how auditors fulfil their legal
obligation to report to the FSA;
Explores a variety of ways in which changes are being made and further changes could be made by the
FSA, the FRC and auditors to increase the effectiveness with which auditors undertake their work; and
Examines the regulatory environment in which auditors operate more widely and suggests measures to
enhance how auditors contribute to prudential supervision.
Paul Sharma, FSA director of prudential policy, said:
"Our experience has indicated that, at times, auditors have focused too much on gathering and accepting
evidence to support firms' assertions rather than exercising sufficient professional scepticism in their
approach - this falls far short of what the FSA - and society at large - expects from auditors.
"We have learnt the lessons of the financial crisis and continue to enhance all aspects of our approach to
prudential regulation of firms. It is time for the auditing profession to demonstrate that they have also learnt
from the crisis. This paper is an important step in the debate that needs to be had around the role of
auditors."
Stephen Haddrill, chief executive of the FRC, said:
"Raising the bar for auditors on the application of professional scepticism has been high on our agenda for
some time. Investors have a right to expect a more robust approach from auditors in challenging
management's judgements and related disclosures. The auditor's ability to carry through their challenge is
also important and proposals in this paper for improved engagement and information sharing between
auditors and the FSA will facilitate appropriate improvements.
"We see significant improvements in disclosures about credit exposures, risks and uncertainties provided
by banks in their most recent financial statements. Much of this follows from guidance issued by various
bodies in the regulatory community. These improvements should have been achieved earlier and with less
intervention. This is a key lesson we believe auditors can help firms respond to as disclosures required in
relation to critical risks and judgements evolve."
The deadline for responses to the discussion paper is 29 September 2010.
Notes for editors
The Discussion Paper can be found on the FSA website.
The FSA regulates the financial services industry and has five objectives under the Financial Services and
Markets Act 2000: maintaining market confidence; promoting public understanding of the financial system;
securing the appropriate degree of protection for consumers; fighting financial crime; and contributing to the
protection and enhancement of the stability of the UK financial system.
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FRC: can it make decisions independent from the FSA/PRA/BoE – can it go it alone?
7.

It is wholly unclear whether the FRC can consult independently of others and still

come out with a meaningful result, especially to the exclusion of consideration of FSMA 2000;
the Bank of England; the Prudential Regulatory Authority; the Financial Conduct Authority;
the Human Rights Act; the Equalities Act; or those with prosecution powers. If it does, it is at
risk of throwing out the baby with the bath water.
8.

The 2010 release stated that the FSA regulates the financial services industry and has

five objectives under the Financial Services and Markets Act 2000 which it listed as:
1. maintaining market confidence;
2. promoting public understanding of the financial system;
3. securing the appropriate degree of protection for consumers;
4. fighting financial crime; and
5. contributing to the protection and enhancement of the stability of the UK financial
system.
Crucially these five commitments are not echo’ed in the 15 July 2015 Ministerial Statement
from the Department of Business Innovations and Skills (“BIS”). BIS are heavily influenced by
an influx from the private sector who have no true understanding of the Civil Service Code let
alone a life-long commitment to living by it. BIS have been the key promoters of the
“insolvency practitioners” industry which has just recently (end of 2013) spectacularly and
publicly imploded or fizzled out, depending on perspective. This has been accompanied by a
rush by exponents to disassociate themselves. This includes by coming off the CPS/SFO
preferred supplier list for investigations and asset recovery and/or grabbing someone else’s
name under which to operate in order to camouflage identity, including to their targets.
9.

BIS supported the invention and launch of a business and professional services group

and even sits on it, for the apparent objectives of burying what certain operators were up to;
give a veneer of respectability by use of the word “professional” (now inevitably heavily
tainted); and promoting the impression that services could flourish without manufacture and
were something more than commodity. At the same time the protectors of the public and of
the public purse were being closed, being the OFT and OGC, to be followed by the
Competition Commission, with Trading Standards buried about four rungs down the
hierarchy of local councils, not at the very top, where properly they should be.
10.

BIS orders its prosecutors not to investigate/prosecute UNLESS it comes at the

initiative of “enforcement” controlled effectively by the “insolvency practitioners”. It buried the
Companies Investigation Branch in the Insolvency Service and took away its email address,
after Stephen Speed had retired, having promised Parliament it was in safe hands. The path
that BIS must follow to file for the compulsory winding up of those under whose instructions
and control it operates does not exist. BIS is looking for a body to plug the gaps. It has picked
the FRC, supervisor of members’ bodies which must blow the whistle, including on BIS.
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The consequences of the closures since 2010 (OGC, OFT, CC)
11.

The inevitable was that auditor resignation on grounds of loss of independence

(presuming that independence was ever there) was replaced by “tendering” “retiring by rotation”
and other devices. The sole purpose was to bury the knowledge of one; create a gap in time
(or possibly a third party assurance report); with a second coming in without knowledge of
the past. This is the single highest risk approach to all concerned. A trader’s history is carried
in their retained earnings. An incoming auditor must know the history from inception as
though he had lived through it day-by-day. Importantly if a company take on a bust
enterprise they will be pulled down unless in advance they get to grips with the extent of the
hole and have secured fresh money to plug it, which does not dilute the value already there.
This is part of the history: it cannot be resolved by the short term printing of money or the
belief that political influences and transaction skimmers who push through instability will be
there to protect at a later date. The principle “if it is too hot in the kitchen, get out” applies.
20 July 2015 BIS statement: ignores market confidence, stability, crime, protection
12.

The BIS statement dated 20 July 2015 does not recognise a single one of the five

market objectives under FSMA 2000 to which the FRC committed in 2010. Therefore the FRC
first has to

agree with the BoE; PRA; FCA; prosecutors; consumers; and public before

responding. Companies Acts and FSMA would need to go. The 1880 Charter would become a
mockery. The FRC would also have to explain its volte face from 2010, especially since the
2010/2011 investigations all pointed the finger at lack of independence and implicit
dishonesty, House of Lords saying “we do not believe you” to the chairman of a brand operator.
The worst was from exponents of the secret wrappered Farringdon Bond, to which no
reference was made in reports and accounts, let alone in accrued contingent liabilities.
The BIS statement to which the FRC is invited to respond instead refers to:
1.

“tendering” – the prospective office holder puts themselves forward by an “offer”. Only

the offeror knows if he is independent. A tender cannot replace such self declaration;
2.

the “government” – this is a large size entity, carved up into unco-ordinated

departments which has lost a consistent identity after an unquantified influx from the private
sector. It has been cut up and spread around the country heightening risk and inefficiency.
It plays musical chairs without consulting leaving the public with no certain recourse. It has
moved central government obligations to local councils without assessing their delivery
capabilities. It has moved FoI from MoJ to Cabinet Office; Land Reg from MoJ to BIS; TNA
from MoJ to Culture and Media; made up things for BIS legal department and TSol to do,
including making up unenforceable and inconsistent law; inventing a “litigation” function; and
has productized each of the official solicitor and official receiver. It has allowed those with
prosecution obligations to make up instruments such as DPAs/NPAs which promote secrecy
and allow wrongdoers to continue offending.
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There is no protection for victims who have fallen outside the system with the October 2012
directive for their protection being treated as non existent. It is clear as mud that BIS can
impose obligations on the FRC. It is clear however that the FRC cannot accept them,
especially given its obligations as supervisor of those operating under charter (1880);
3.

“recognised supervisory bodies” – there are none. There can be none given that the

driver of the Charter is commitment (i.e. guaranteed by the state) and covenant (i.e. promise
by the individual). The experiment with “RPBs” (recognised professional bodies) that was
secret to start, secret in implementation and now revealed to have never been capable of
taking off, with AML obligations, transaction by transaction (2007 law), which “RPBs” never
carried out (or could have carried out), should have been enough to cause the NAO to
undertake a one-off investigation of the interventions of BERR and the economic impact of the
break-up of the DTI and CIB. The FRC cannot make good these events and history; is not
directly accountable for them; and cannot set the clock back a decade;
4.

delegation of regulatory “tasks” – The auditor is an office holder. The auditor’s report

is not severable from the auditor. The process he follows is his concern and not that of any
other body, BIS included. Interference will only distort and create extra court proceedings,
bringing in others, that properly should not exist. “Tasks” is linked to “process” which is
irrelevant in a world of underwritten outcomes, where independence is under scrutiny;
5.

delegation of “regulatory” tasks – members of chartered institutes under the 1880

Charter are not “regulated” and cannot be “regulated”;
6.

“delegation” of regulatory tasks – the FRC is statutory supervisor of those operating

under the 1880 Charter: the supervisor cannot delegate to those it supervises;
7.

“overall this would mean the FRC would only have to….”- the Companies Act 2006

would have to be repealed in order to alter the FRC’s supervisory obligations which are
uncapped by law. The FRC regretfully has some employees who themselves are not members
of an 1880 body who have attempted to say, including to MPs, that “all obligations are
excluded unless there is something to say they are included”. They have invented and used the
word “remit”. The FRC has enough of a problem demonstrating independence from BIS and
those it must hold to account, without its own staff adding to risk and credibility or being
allowed to speak without proper qualifications;
8.

delegated bodies “being able to rely on each others’ work” – there is no lawful

mechanism by which information protected by statutory confidentiality can move from one
body to another without the written consent of every person concerned. There is no record of
BIS consulting with the ICO before suggesting such trafficking. ICO would say “no”.
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At present ICAEW and ICAS cannot even agree who they have registered as auditor, from
when, to when, and under what conditions. Therefore the 1984 requirement for (public)
registration has not been enforced, over three decades later.
9.

“Government “does not intend to make statutory provision for the regulation” of

accountants”.

Accountants,

like

lawyers,

costs

draftsmen,

notaries,

bailiffs,

private

investigators, “insolvency practitioners”, members associations, as R3, IPA etc are all
unregulated. Members of 1880 bodies, and successors are bound by commitment and
covenant and are independent of government, being relied on by government, Parliament and
the courts to tell them when they have got it wrong. It is a thankless job, unpaid and, if not
properly discharged, subjects the member to the real risk of disciplinary. There is no record of
BERR or the “Better Regulation” teams achieving any benefits for victims of wrongdoing;
10.

minimise the “compliance cost” for business – NAO has recently concluded a

consultation on (self) regulation. At present its focus has been on audit by department (rather
than cross department transactions) and on value for money rather than on contingent
claims assumed by government for avoidable delivery disasters. This approach needs update.
Serious issues for NAO include the vested interests transferring liability for their own wrongdoing onto the public purse, the voiceless public and the Lloyds underwriting market; acting
together with those at the bottom of the rankings. These are prepared to be the middlemen for
forgery, breaking and entry, burglary, use of partnership and client monies accounts to pass
bribes and other criminal proceeds, in order to get on the bandwagon, seemingly oblivious
that the music has stopped or labouring under the delusion that they can go around again.
BIS cannot go on a foray of its own to eliminate law enforcement without agreeing with NAO.
Audit and auditor regulation: Written statement - HLWS137 WS
Department for Business, Innovation and Skills
Made on: 20 July 2015 - Made by: Baroness Neville-Rolfe (Parliamentary Under-Secretary of State for
Business, Innovation and Skills and Minister for Intellectual Property) - HLWS137
Audit and auditor regulation
The Government will require all public interest entities i.e. listed companies, banks, building societies and
relevant insurers to put their audit out to tender at least every 10 years and change their auditor at least
every 20 years. The Government also intends that public interest entities that retendered audit
engagements should benefit from transitional recognition of that re-tender where possible.
The Government intends that the Financial Reporting Council (the “FRC”) should be the UK competent
authority for the regulation of auditors, but that legislation will require it to delegate regulatory tasks so far
as is possible to recognised supervisory bodies that meet criteria set out in the legislation. Overall this
would mean the FRC would only have to conduct audit inspections, investigations and disciplinary cases in
relation to public interest entities, and would oversee the work of the recognised supervisory bodies for
other audits.
It would still be open to a recognised supervisory body to ask the FRC to agree to undertake work that
would otherwise have been delegated to the recognised supervisory bodies. As now the FRC would also
have the ability to take over any particular inspection or investigation if it deemed it to be in the public
interest. To minimise the compliance cost for business the FRC and the recognised supervisory bodies will
be obliged to cooperate with each other, and the legislation will provide they should all be able to rely on
each other’s work.
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The Government does not intend to make statutory provision for the regulation of accountants. This would
be a matter for the professional bodies.
The Government will publish a more detailed consultation in the coming months building on its further
consideration of the responses to the Discussion Document that my Department published last December.
The Government also welcomes the agreement of the Financial Conduct Authority and Prudential
Regulation Authority to update the existing rules on Audit Committees.
This statement has also been made in the House of Commons: HCWS147

The decisions for the FRC
13.

In an important sense, the FRC is in a good place. Most of its decision-making is

already made for it. It does not have the choice of abandoning what is law; foregoing
independence in favour of BIS/politics/policy; or taking steps which amount to enabling
certain persons to purport to report as auditor whilst not being held to account. It does not
have a cost problem: members of bodies emanating from the 1880 Charter are “free resource”.
In 2010, it signed up with BoE, FSA, public and markets with a public commitment to
assurance, stability, confidence, prosecutions. This is in line with the 1880 Charter and 1984
Directive. It became supervisor in the same year (2006) that the 1984 Directive was
supposedly “repealed”. However this repeal was not good in UK law because the Companies
Act(s) were still in existence, albeit seriously diluted by the Companies Act 2006. This created
the FRC as supervisor. It allowed anyone to have access and reporting privileges of an auditor
who registered themselves, confident that prosecutors would take no action because “the FRC
was there”. The bill for the past decade of opportunism has yet to be accrued or settled.
14.

Unless the FRC is prepared to turn its back on the five objectives it signed up to in its

2010 consultation (risking perceived complicity), it must be ready to repeat its commitment.
It has no choice but to say that Enhancing the Auditor’s Contribution to Prudential
Regulation (2010 with the FSA) is not the same as Enhancing Confidence in Audit.
Further, that the auditor’s unique obligations in law bring with them unfettered powers.
In other words no one can tell an auditor what to do, how to do it or when to do it.
15.

The enforcement of the statutory contract set out in the articles of an enterprise is

binding and enforceable without outside interference and disruption. The FRC cannot double
guess the auditor but a director can refuse to sign the letter of representation, leaving the
auditor with no choice but to resign citing reasons. An auditor who allows himself to be
controlled by “internal lawyers” or who operates in other activities, automatically debars
himself from reporting on grounds of loss of independence. The notion these are a population
of persons who can then be regulated on some process secret to themselves is ill conceived.
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Question 1: Do you consider the proposed Procedure adequately reflects the ARD requirements?

1.1.

No. In the world of assurance activity (direct reporting or otherwise) the tail does not wag

the dog. The methodology to be adopted is that selected and designed by the assurance person
themselves who is to carry out the examination with certain objectives about which he must be
satisfied. Experience allows such a person to design an appropriate process efficiently.
1.2.

Exactly the same applies to any form of accountability or sanction. It must be highly

targeted and defined by the person carrying out the exercise who is bound to report on that exercise
and the conclusions derived from it. The details of “how” are case specific. The assurance
practitioner is the one who reports and he does so by saying what he has done, why his conclusions
stack and why he is credible and experienced. This is to be contrasted to attending an MOT garage
and having a car put through pre set tests with a certified outcome. Inspectors can ensure that the
garage is up to scratch. The same cannot apply to an auditor who establishes the truth which he
compares with the records and verifies records to draft estimates in the accounts. He designs his
own tests. No third party can interfere in the design or implementation (called “double guessing”).
1.3.

An important example is in the case of Chartered Accountants. Each individual in essence

makes a covenant i.e. a personal commitment. This determines how they conduct their affairs,
approach to work, principles used etc. For example before offering to do a task, project, contract,
there needs to be a record of the exam question, research, evaluation of requirements, competence,
resources, timescales, risk management, completion and testing criteria. Two people brought up in
such an environment, may be predicted to deliver a result which is essentially the same. Experience
improves the result. However in essence the outcome is predictable. This is important in delivery of
statutory obligations requiring certainty of law.
1.4.

Part of the covenant is the implicit duty to self-report. The corollary is the duty to report on

others, in the case of ICAEW to the Head of Staff. The incumbent does not have a “do nothing” option
as they too are members. ICAEW is a members body. It is not a “regulator” nor indeed could it ever
convert to one, since a covenant is not capable of “supervision” by its very nature. A member may be
sanctioned (disciplined) for omitting to self-report when properly they ought to have done. A third
party (regulator) cannot expect to be able to police this, unless they follow each member 24x7.
1.5.

This exercise is very late in the cycle: the public consultation under the Equalities Act

ought to have been long before any European Directive. In June 2010 the FRC launched a joint
consultation with the FSA entitled “Enhancing an auditor’s contribution to prudential regulation”.
It achieved a huge response from a broad base of well-informed respondents. These must be revived.
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Question 2: Do you agree that the Procedure achieves a balance between protecting the public and fairness to those
subject to the Procedure?

2.1.

No. There is no proper mechanism by which the FRC can involve itself in law enforcement

or in creating or prosecuting adversarial situations. It can be a conduit to prosecutors. It can tell
those who purport to report as assurance operators that they must respond to those wishing to
communicate with them in timescales measured in less than decades; deliver up that which belongs
to others; and either divest themselves of internal lawyers, estate agency activity, technology
experiments, activities incorporating the Farringdon Bond or like, drop out of underwriting, reveal
contract arrangements with members and take-home pay, drop risk based reporting, divulge the
identity of both audit partners on quoted entities, report adversely where there is third party
financial dependence, reveal counterparty identity and risk, or move out of reporting once and for all.
2.2.

The FRC cannot promote or operate a random system of “fairness”. It has not to date

compelled compliance with the 1984 Directive requiring approval to register for assurance reporting.
This means that there must be a publicly available request to register with all financing and
underwriting arrangements revealed and public scrutiny and reporting at least at the same level of
rigour as applies to those audited whose directors depend on that rigour and openness.
2.3.

The criteria under FSMA 2000 and the Companies Act is reckless or knowing conduct: a

purported auditor in receipt of such must be publicly accountable for what he does.
Question 3: Do you consider there is anything missing from the proposed Procedure that would improve its
effectiveness?

3.1.

Bizarrely the FRC appears to be attempting to replicate the CPS Guidelines in an informal

setting where the “prosecutor” (FRC) is funded and controlled by those being “prosecuted”. It needs
to go back to the drawing-board and ask itself the question, what does it believe it is doing, why and
who does it believe will be better off as a result, if anyone?
3.2.

BIS is in a long term stand-off of several years duration with other prosecutors. It does not

communicate with the public. FRC’s general counsel is clear that the FRC does not plug the gap.
There is no mechanism for clearing the resultant prosecution backlog. If FRC can assist, it has not
worked out how. The answer is unlikely to involve expenditure but rather appetite. Until it starts
communicating and distancing itself from those it could be sanctioning, it will not be inspired.

Enhancing Confidence in Audit- Response to FRC 4 May 2016

Page 14 of 17

Question 4: Do you have any other comments about the proposed Procedure?

4.1.

It does not solve any problem and exacerbates existing ones. The FRC is not a body

that can assist BIS in discharging its obligations. As part of assurance the FRC must maintain a
distance from BIS, publish all communications and meeting records, and determine who it
recruits independently of BIS. Unless it succeeds in demonstrating its own independence and
willingness to engage with the public, it will rapidly become isolated and blamed for that which it
does not control and maybe does not even know about. Its relationships should be with the BoE,
PRA and law enforcers as well as the local authorities running Trading Standards.
4.2.

In 2010, the FRC committed with the FSA to the following five objectives. On all five

accounts there has been deterioration with no discernible body responsible. The “proposed
Procedure” makes no indent in this problem nor does it provide a route for those entitled and
requiring redress. The FRC formally regards this as outside its raison d’être. However it is the
only measure of confidence, protection, curtailment of wrongdoing and stability. The five are:
1. maintaining market confidence;
2. promoting public understanding of the financial system;
3. securing the appropriate degree of protection for consumers;
4. fighting financial crime; and
5. contributing to the protection and enhancement of the stability of the UK financial system.
4.3.
2010

These factors must all be addressed. This includes the impact of the inertia since
from

which

time

all

five

factors

have

worsened

and

complexity

increased.

Adding “procedures” or “sanctions” or attempting to raise money to recreate another edifice as
the FCA, its “skilled persons review” and other devices to exclude and deflect will have no effect
and even fewer takers. Pseudo court cases create adversarial circumstances for no upside.
4.4.

Appendix One considers a thirty year overview and the effect of Directive 2006/43/EC,

May 2006 Article 50. This sought to repeal Directive 84/253/EEC, April 1984, an impossibility
without repealing Companies Act 1948 and the 1985 equivalent. It points out that building
edifice upon edifice does not work. Proper consideration must start from the position in 1984.
Appendix One is set out under the following paragraph headings:
1. Identifying interested parties and reaching them with a question they can answer
2. 2011 referral by OFT not yet resolved: priority for this consultation
3. Bank of England (29 Jan 2016): financial uncertainty reflected in systemic risk buffers (SRBs)
and risk weighted assets (RWAs) the effect of which is not predicted or predictable
4. Repeal of Directive 84/253/EEC by 29 June 2006- loss of assurance equating to safety
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Question 5: Do you have any comments on the proposed funding arrangements?

5.1.

Council tax, rates and the Home Office currently fund Trading Standards and police,

as well as Citizens Advice and Social Services, including adult care and enforcement of the
Equalities Act 2010. Prosecution budgets are also held by CPS, SFO, NCA, OFT (as was), BIS
prosecutions, DPP, FSA (now FCA), others, funded through taxation. The public is entitled to
benefit from full protection and representation through these channels, as well as public purse
funding of requests to the court to issue. There is no mechanism by which the FRC can intercept
due process nor interfere as between one body or private entity and another. Any funding it
manages to secure must not have the effect of causing such interference. It has no capital base
that is available to risk or to fund damages resulting from interception.
5.2.

The FRC is compelled, through its supervision obligations, to ensure that those

members’ bodies which it supervises are operating in each of their activities in a manner which
is not partisan, including disciplinary e.g. maintaining proper records of who their members are
and offering employment to only those who are members and therefore bound to adhere to the
same standards as those they support.
5.3.

In addition those members of bodies emanating from the 1880 Charter are a “free”

resource to the FRC, insofar as their accreditation compels them to support reporting (including
self reporting) and upholding the 1880 Charter. This is a source of resource but not cash.
5.4.

Members bodies charge a subscription so that they can provide technical and ethical

advice to their members confidentially. They have no mechanism to raise money to fund law
enforcement (eg contraventions of public order acts) nor the wherewithal to know what to do or
how to do it. If they had, it would not be available to fund the obligations of the FRC. Sky high
subscription rates have fuelled members’ attrition, including retired members whose wisdom
and experience cannot thereafter be harnessed.
5.5.

The FRC has not as yet exercised its statutory supervisory obligations to compel these

members’ bodies to provide to it complete lists of their staff, their background, accreditations
and functions. Until it does this, it will not be able to answer FoI questions on those it is obliged
to supervise nor judge what function, if any, such bodies have in supporting it. At present at
least ICAEW neither speaks to its members nor speak for them.
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5.6.

The FRC has a particular problem if it finds that these bodies have started employing

“solicitors” with a connection to the solicitors regulatory authority (SRA).

This has been an

important source of the financial instability of the last decade including in promoting the Legal
Services Act 2007 and deadly “alternative business structures”.

There is also a problem with

staff who are neither members nor qualified by over fifteen years’ service in members’ support.
The unwieldy and inflated cost base, together with home working and part time working, has
made prompt response to any FSMA 2000 issue impossible.
5.7.

The FRC has an additional problem if it finds that these bodies have been replying to

consultations, or allowing representatives to provide evidence in Parliament, “as though” they
had consulted their membership when in fact they had not.
5.8.

Importantly there is no such “profession” as the “audit profession”. The FRC has no

mechanism to distinguish between one member of ICAEW/ICAS/NI Chartered Accountants and
another. Although an individual may have a specialist practicing certificate in one field, there is
no mechanism to identify that person to load them with the FRC’s overheads. In particular the
funding which must be provided is that for victims of offences by those purporting independence
to report as auditor and who are compelled to file in court to be heard, in particular where
directors are concerned, in whose names severally the wrongdoing has been commissioned.
5.9.

The FRC has no published relationships and routes to prosecutors. It has no need to

raise funds to investigate “allegations”, which is a matter for police/Trading Standards/BIS, if it
prosecuted/others. It needs to focus on evidence not allegations and on the devastating effect on
the public when it spends years on a “tribunal” and whatever the outcome, the public suffers the
damage and is not heard.
5.10.

The FRC should not in the ordinary course of event have to hire external labour such

as counsel, who themselves are not members of bodies which would discipline them using the
same criteria as those which apply to members. One counsel in the Administrative Court
purporting to speak on behalf of the FRC told the judge that “auditors are a subset of the
accountants”. No-one blinked or took him to one side to explain and to require him to clarify the
correct position to the court. In court, the FRC must speak for itself using someone accredited.
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APPENDIX ONE: 1984; 2006; FSA (2010); JULY 2015 (BIS)
Examination of the UK’s leadership in and acquiescence to the
DIRECTIVE 2006/43/EC May 2006 Article 50 repeal of Directive 84/253/EEC (April 1984)
Did the 2006 Directive repealing that of 1984 in effect repeal Companies Act 1985 by the backdoor?

The Financial Reporting Council (“FRC”), the statutory supervisor under the Companies Act 2006,
of ICAEW, ICAS and the Institute of Chartered Accountants in Ireland (1888), known as
Chartered Accountants Ireland, has embarked on a public consultation under the Equalities Act
2010, closing 4 May 2016, prior to the possibility of the latest EU regulation being adopted in the
UK (June 2016) (“FRC Equalities Act Consultation”).
1. Identifying interested parties and reaching them with a question they can answer
The FRC Equalities Act Consultation calls for evidence from “interested parties”. Those interested
are those whose lives have been affected being those who directly or indirectly were alive and
therefore affected in 2003. This was when the solid 1984 directive was repealed. It was replaced
by a free for all, described as a “vision”. The effect was to bring down financial markets; to cause
the financial supply chain to turn markets into a gambling casino of opportunism and self
interest; to facilitate the market as a repository for “dumping”, extracting value whilst locking into
financial instruments which block come-back, including cyber media and perverse use of the
rules of court. These have no predictable or predicted outcome, save chaos and the random
redistribution of wealth, thereby increasingly concentrated globally in the hands of a few
individuals, to the exclusion of the many.

Aberrations like dumping food in the ocean whilst

populations starve resulted. High speed trading flourished making a turn on the fact a reasoned
decision was made but denying that decision maker the proper market return on that decision.
Markets, staples and natural resources, human life became merged and now are blurred with
instruments of anonymity, derivatives with no underlying tangible asset, risk elimination
instruments and exclusion. The individual, their estate, standing, history has become reduced to
a name on a website or a spent entry on a register as the Land Registry. This was previously a
state run register, now a hotbed of forgeries and theft whose nominal profitability, designed to
attract but which excludes its history of contingent liabilities, is being parcelled up to be dumped
on the market by the transaction skimmers. The unknowing public will pay the hidden damages.
For the FRC Equalities Act Consultation, it is the victims of these developments who are “those
interested”. The question the FRC must ask itself and the hurdle it must overcome to be able to
show the Administrative Court it has consulted, is that it has properly identified “those interested”
and its questions are couched in terms that “those interested” can answer meaningfully having
been given the salient overview from 1984. “Interested” is a euphemism for affected directly or
indirectly over thirty plus years, bearing in mine also the global reach of financial markets and
the UK’s position in thought leadership in the EU i.e. we can risk being hung by our own petard.
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Other EU members are quick to point this fact out: if we do not like the EU “monster” we have
been party to creating, we have only ourselves to blame. It has been said that properly we should
expect to repair the damage to which we have contributed, if we do not like it, from the inside.
2. 2011 referral by OFT not yet resolved: priority for this consultation
This is particularly important as the UK, along with the rest of the EU, is still reeling from the
effect of the OFT’s 2011 referral of those reporting as auditor to the Competition Commission.
This was for abuse of a dominant position. The response was a display of muscle and influence
over the authorities by procuring the shutting down of the OFT, a punishment and, worse,
churning through the EU a system of “rotation” by way of a “response” to the challenge.
This invention meant that an auditor could retire without reporting, to be replaced by one without
knowledge and therefore debarred from reporting, leaving each of the directors of the enterprise in
an extremely risky position and the market wholly in the dark. The merry-go-round took off.
3. Bank of England (29 Jan 2016): financial uncertainty reflected in systemic risk buffers
(SRBs) and risk weighted assets (RWAs) the effect of which is not predicted or predictable
Those the FRC must consult may have a PhD in advanced micro and macro economic modelling.
Conceivably they do not. If they have but are distracted by being forced to queue at the foodbanks they may not have their reply to the FRC as their most urgent priority. For the FRC
Equalities Act Consultation to be effective, it must be able to reach those affected and explain the
links and their effect on them, in particular the repeal of the 1984 Directive. BoE is plainly key.
- Directive 84/253/EEC, 10 April 1984 (repealed by 2006/43/EC 17 May 2006)
The directive addressed the qualifications of the auditor in its preamble, a seemingly
uncontroversial topic. However it extended those who could take up office from natural persons
(individuals or partnerships) and legal persons to “other types of company, firm or partnership”.
This broadening out especially the reference to “other” made it possible to operate in an undefined
way, potentially without capacity; as a vehicle; in association with others although with multiple
VAT registrations; potentially as merely a brand name; a grouping; a front for one or more
undisclosed principals or beneficiaries, known or unknown, or the fashionable but fatally flawed
ABSs (alternative business structures). Although these and their promoters are unlikely to
survive to celebrate their first decade in the UK the devastation and instability caused will remain
potentially for decades to come.
It is reported that there has been little or no take-up of ABSs in the US. Commentators have put
this down to the fact that the US has Deleware and Nevada. By association ABSs are tarnished
with the manufacture/deployment of tax evasion instruments; cross border financial dependence
and extraction of value; as well as instruments to block come-back. In other words the constructs
are an antithesis of assurance reporting, being devoid of independence and driven by self-interest.
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- Preliminary considerations before designing sanctions: commitments made
Over thirty years later the effect of this “liberalisation” has come home to roost. It is an unresolved
problem for the FRC which must address the question of capacity, financial stability and
independence as a preliminary issue before it can contemplate the possibility of being in the
position of consulting those affected with a view to designing an effective sanctions regime.
Its paraments are the five commitments it made in 2010 to the FSA and, with it, to the public
under FSMA 2000:
1. maintaining market confidence;
2. promoting public understanding of the financial system;
3. securing the appropriate degree of protection for consumers;
4. fighting financial crime; and
5. contributing to the protection and enhancement of the stability of the UK financial
system.
These objectives have singularly failed: alternative desperate measures have taken over that are
not part of the day to day vocabulary of corporate Britain, in the way “auditor” “independent” and
“honest” are. SRB (systemic risk buffer); RWA (risk weighted assets); LOBO loans (sold to local
authorities as sophisticated investors they are not, rather than retail, bleeding them viciously);
hedge instruments, which are anything but hedges (but which lock into extremes of risk that is
outside the control of the buyer, giving immediate profit to the seller); EFG loans (protection of
vendor at the expense of customer, undeclared); loans that cannot be repaid or penalties that are
unforseen; these are all words, concepts, transactions, instruments which were alien to most
people but now are the drivers of, or blocks on, the lives of millions. City of London police “what is
an “insolvency practitioner”, never heard of them. Keep away. We cannot protect you.”
For reasons which are not clear and which are wholly unexplained, the FRC appears to have
become remote from the BoE and the PRA, although in 2010 for a period of some months they
appeared to be singing from the same hymn sheet. Its commitment to the above five objectives
appears diluted and not oft repeated. The question must be asked and the answer provided, as to
why the consultation issued on 29 January 2016 for reply by 22 April 2016, was not issued
jointly with the FRC, refreshing also the five objectives of 2010 and asking “what happened?”.
Certainly in a world that assurance vendors have become extinct and lawyers are hired to get the
definition and effect of risk weighted assets wrong, as instruments of intervention incentivizing
staff to “pull” on customers, something has gone seriously wrong. Where was the FRC?
Therefore the FRC must decide where it belongs: if it is not with the BoE and the PRA it may have
written the case for its own obsolescence. This rift from those charged with monetary and fiscal
stability will have to be explained to the Treasury Select Committee in the context of
KPMG/HBOS. It will need to have an answer first before it can explain. Time is running out.
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Its apparent proximity to those it must discipline, not least for lack of independence, will also
remain in the spotlight. The suggestion of receiving money from them or relying on them in any
other way is wholly incompatible with protecting the public and markets from complicity.
A meaningful response from the FRC to the BoE should be provided (albeit later than the closing
date) and serious thought given to re-running both consultations together with the PRA.

http://www.bankofengland.co.uk/publications/Pages/news/2016/026.aspx
News Release - The Financial Policy Committee’s Framework for the Systemic Risk Buffer (SRB)
29 January 2016
As part of the legislative package implementing the recommendations of the Independent Commission on
Banking in the UK, the Financial Policy Committee (FPC) is required to produce a framework for a systemic risk
buffer (SRB) for ring-fenced banks and large building societies.
The SRB is one of the elements of the overall capital framework for UK banks and building societies as set out
by the FPC in its publication ‘The framework of capital requirements for UK banks’, which was published
alongside the December 2015 Financial Stability Report.
The SRB will be applied to individual institutions by the Prudential Regulation Authority (PRA) and will be
introduced, like the ring-fencing rules, from 2019.
Deputy Governor, Financial Stability, Jon Cunliffe said:
“These new rules will mean that large UK banks and building societies are more resilient to adverse shocks,
enabling them to continue to lend to households and businesses even in times of stress. The financial crisis
demonstrated the long-lasting damage that can be caused when large banks become distressed and have to
cut back lending to the economy. These proposals are intended to reduce the risk of this happening again.”
Summary of the proposals
It is proposed that those banks and building societies with total assets above £175bn will be set progressively
higher SRB rates as total assets increase through defined buckets (see table below).HM Government required
the FPC to produce a framework for the SRB at rates between 0% and 3% of risk-weighted assets (RWAs).
Under the FPC’s proposals, ring-fenced bank sub-groups and large building societies in scope with total assets
below £175bn will be subject to a 0% SRB.
Based on current information, under these proposals the FPC expects the largest ring-fenced bank in 2019 to
have a 2.5% SRB. In line with the FPC’s previous announcement on the leverage ratio framework, those
institutions subject to the SRB will also be set a 3% minimum leverage ratio requirement, together with an
additional leverage ratio buffer calculated at 35% of the applicable SRB rate. For example, an institution with
an SRB rate of 1% would have an additional leverage ratio buffer of 0.35%.
As stated in the FPC’s capital framework document in December, the proposed calibration is expected to add
around an aggregate 0.5 percentage points of risk-weighted assets to equity requirements of the system in
aggregate.
Total Assets (£bns)
Risk weighted
SRB rate

Lower threshold

Upper threshold

0%

-

<175

1%

175

<320

1.5%

320

<465

2%

465

<610

2.5%

610

<755

3%

≥755

Notes to Editors
1. The consultation will close on 22 April and the FPC intends to finalise the framework by 31 May 2016. The
buffer will apply from 2019.
2.

The Financial Policy Committee’s framework for the systemic risk buffer
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Importance of Directive 84/253/EEC: why it could not be repealed
The 1984 directive was compatible with company law and FSMA 2000 when it arrived. Its repeal
in 2006 could have no effect. The 2006 replacement to the latest that the FRC seeks to adopt is
incompatible with company law and has predictably made the whole lot wholly impenetrable, as
well as irrelevant to the lives of most people. The gap that this leaves can only be plugged by the
FRC reverting to 1984; scrapping what has happened since; adopting instead the five objectives
agreed with the FSA in 2010; examining reasons for failure; and adding BoE objectives.
4. Repeal of Directive 84/253/EEC by 29 June 2006- loss of assurance equating to safety
A key consequence of the repealing of the 1984 directive (Directive 2006/43/EC 17 May 2006
Article 50: Directive 84/253/EEC shall be repealed with effect from 29 June 2006) was that the
rigour of the auditor was lost, taking us back to where we were before 1984. It was no longer the
case that the purported auditor’s report published in financial statements and underpinning the
preliminary announcement of results could be regarded as safe.
ABN AMRO’s lack of financial resilience before being rolled into RBS, as that of HBOS before
being rolled into Lloyds, have both been analysed to saturation although only now hitting the
courts as opportunists do deals for tens of millions to notionally defend the banks on the false
prospectuses they themselves had sponsored previously operating in self interested networks.
The FRC is required to explain to the Treasury Select Committee (and the public) KPMG’s reports
on HBOS, a decade or more ago.
FRC’s explanation must set out in simple terms why it is that where an entity is bust the only
solution is to recapitalize it after establishing the extent of its contingent liabilities and that these
cannot be known unless there is an auditor in place within the meaning of the Companies Act.
Further the benchmark for verification of the contingent liabilities cannot be known unless there
is direct communication between the auditor and the person entitled: the auditor loses
independence and must resign citing loss of independence where he cannot show his benchmark.
In providing this explanation, the FRC must have due regard to the unresolved status in law and
consequences of the repeal of Directive 2006/43/EC: arguably the events since May 2003 when
this repeal was in the offing were facilitated by the knowledge the repeal was in the pipeline.
The heavy legal question is the status of that repeal and whether it can be good, if the underlying
law (Companies Act 1985) is unchanged. This defines the legal obligations of the directors
severally; liability of shadow directors (not all the provisions relating to directors flow to shadow
directors); the articles which put on a statutory contractual footing the relations with members;
the company secretary; the auditor. Law enforcer, the DTI was broken up and disappeared.
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- an auditor shall report: parity with directors severally
In particular “the auditor shall report” implicitly requires that report to be made to those charged
with the governance of the enterprise at any time there is anything to report throughout the
period of office, counting in whole periods of account. An auditor putting in their formal
resignation at the start of a period of account is liable for that full period and is in substance
underwriting the closing balance sheet: he remains liable for his letter about his resignation (“no
reasons to notify shareholders and creditors” etc) and his response to an incoming auditor for ever.
This gives him parity in law with each of the directors severally who remain liable for the
publication of reports emanating from the auditor and ensuring that they are true before
publishing or, where they are not, as soon as they find out. Directors only become liable for the
auditor’s contraventions if the prosecutor can show that they have behaved knowingly or
recklessly in publishing that which is false, misleading, omitting the truth or other statutory
offence. Auditors’ reports (called “letters to management”) are part of the books of prime record.
Any director, not believing that the auditor has properly discharged his statutory duties, has an
obligation to notify. The mechanism in place is the refusal to sign a “letter of representation”
drafted by the auditor and addressed to him. An auditor who has defaulted has no choice but to
immediately resign citing loss of independence. It is a statutory offence not to do so.
Accordingly remuneration levels including indemnity arrangements must be such, that a director
can resign citing reasons, and essentially have the same returns “as though” he had continued.
Unless this is guaranteed, a director’s resignation as an important market signal cannot work.
- FSMA 2000: confidence in markets – capital adequacy
FSMA 2000 added market notification rules and timescales in protection of confidence in markets.
The requirement under the Rules was for the auditor to review that capital adequacy verification
had been carried out by the directors severally. That gave the auditor a key function since the
auditor is responsible for ensuring that the estimates in the accounts are supported by the
underlying true position and records, with a statutory obligation to make an adverse report if not.
Accordingly high on the FRC’s concerns list is (or ought to be) the practice of reporting on the
basis of “notification” and “states of awareness” or “belief” with identification of counterparty
omitted, capacity untested, all packaged as “judgment”. Readers interpret this correctly as the
accounts have been made up, in particular where the purported auditor formally resigned days
into a new period of account, saying there is nothing to report in connection with the exit.
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- “public interest entities”
The definition of public interest entities is confused and confusing. It introduces strange
vocabulary such as “institution” and “entity”. It could be understood to refer to quoted securities
plus certain others involved in credit. There is no correlation between such a group (even if it
could be properly defined with what is in distinguished from what is out) and the “public interest”.
The 1984 Directive is prescriptive (below in full). It places honesty, independence, registration
(with name and address), approval criteria, sanctions all on a statutory footing i.e. in accordance
with the 1948 Companies Act; the 1985 Companies Act; FSMA 2000; the Human Rights Act 1998.

Persons responsible for carrying out audits of accounting documents must be of good repute and may
not engage in any activity incompatible with the auditing of such documents.
Member States must ensure that approved persons are liable to appropriate sanctions if they do
not carry out audits honestly and independently.
Member States must ensure that the names and addresses of all natural persons and firms of auditors
approved by them to carry out statutory audits of accounting documents are made available to the
public.
It is impossible to mount any proper criticism of this 1984 Directive (extract of text above) apart
from terminology that is at risk of misunderstanding viz.:
i.

the use of the term “firms of auditors” which is a nonsense term. The auditor is either a
natural person (or partnership) or a legal entity such as a company. They must exist and have
capacity. Accordingly the reference is to the auditor only.
Nevertheless until to-day over three decades the UK has been non compliant. It has neither
published the approval criteria, advertised publicly those making a request for approval so that
objections could be heard, or provided addresses for acceptance of service of documents.
In particular those self-registering out of public sight and knowledge have not been debarred on
grounds of lack of independence by for example being involved in (or having knowledge of) the
Farringdon Bond; estate agency or other interested activity; “dumping” on the market (or
complicity with those “dumping”) and blocking come-back, including by involvement in pulling
down personal or corporate estates (“pre-packs”); lack of capacity; financial standing indicative
of third party dependence that would be the subject of an adverse report in those on whom they
report. This latter means that arbitrage can flourish so long as there is underwriting in place.

ii.

the use of the term “auditing of documents” which is a nonsense term. It has connotations
of an individual being placed in a darkened room, provided with “documents” and told to “audit”.
Under the Companies Act there must be an auditor. Their obligations include ensuring that the
true position as they establish it, is reflected in the estimates in the report and accounts and to
report adversely if this is not the case. “Persuasive” audit evidence must be written.
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iii.

the use of the term “carrying out an audit” which is also a nonsense term. There is an
auditor who reports. There is no separation of the auditor from his activity as designed and
implemented by him, with those working papers which he sees fit to generate, his own property.

- Independence: importance of FRC establishing its own independence
“Independence” (or its lack) is a self-declared state of affairs which is true and is at the heart of
the problem faced by the FRC. The FRC must prove that it is independent before it can hold itself
out as policeman of the independence of those hopefuls putting themselves out as fit to be
registered as an office holder in assurance reporting. It will not readily succeed unless it purges
itself of opportunists, the vested interests and other hangers-on, such as “consultants” who are
not accredited in assurance reporting telling it what it should be doing. The FRC cannot properly
be “advised” by those who are active in value creation by the manufacture of cross border risk
elimination instruments, combined with exploiting arbitrage between stock markets, relying on
arbitrage between “auditors” none of whom are on notice of the downside contingent liabilities.
- example Royal Shell and BG Group
http://www.financialdirector.co.uk/2016/05/03/conflicts-of-interest-hit-royal-dutch-shells-bg-grouptakeover/?utm_medium=email&utm_campaign=FD.Weekly_RL.EU.A.U&utm_source=FD.DCM.Editors_Updates

These events, which are current, highlight the problem for which the FRC has no answer and
cannot proceed to address until its own independence is established. The use of the term “conflict
of interest” (as opposed to independence) is not helpful. The question requires a thirty year
perspective as this evidence demonstrates.
- honesty, independence, good repute, debarring from activity which is incompatible
The directive goes on to assert that the auditor must be of “good repute” and is debarred from
activity which prevents reporting (independence). “Good repute” includes not commissioning a
crime (as opposed to being caught, charged, found guilty). This is not capable of being policed.
It is problematic because in practice in the UK it is said that unless caught, charged, found guilty,
there is no contravention. This has allowed an environment and accounting policies based on a
regime of “what you can get away with”. Unless the auditor self reports and insists those they
audit record their accounting policy is based on “what you can get away with”, where that is the
case, the statements cannot be true. The systemic corruption that results becomes endemic.
A sample current report and commentary is linked below, highlighting the influence of the UK
globally, the same sphere over which the FRC is concerned. Its conclusion is that the authorities
are not aligned in their thinking with the public, those they serve:
http://www.taxjustice.net/2016/05/02/tax-justice-focus-the-corruption-issue/
http://www.taxjustice.net/wp-content/uploads/2016/05/TJF_2015_11-1.pdf
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The FRC has not to date reported publicly on the proposition that had the 1984 directive
continued and been enforced, the circumstances prevailing by 2003 would have caused those
responsible to be held to account and may even have caused opportunism to be curtailed.
Economic history and market behaviour could have taken a very different turn. Such a
proposition has not been made, properly ought to have been, evaluated, empirical evidence
obtained and conclusions drawn. Until the FRC does this it cannot critically appraise, respond or
consult on papers issued by others, such as the fifty nine page document entitled “Impact
Assessment” prepared by BIS in the context of this FRC Equalities Act Consultation. BIS is part
of government, from which the FRC must be, and be seen to be, independent.

Following pages:
A critical appraisal of the front page of the fifty nine page BIS impact assessment, followed by:
1. BIS 2015 impact statement, one page
2. 1984 Directive: the benchmark, under one page;
3. 2006 Directive: “repealing” the 1984 Directive, long, ill conceived and impenetrable.

Enhancing Confidence in Audit- Response to FRC 4 May 2016 – APPENDIX ONE Page 9 of 39

Section 4 (page 12): FRC Equalities Act Consultation – invitation to respond to “Impact
Assessment” of BIS and FRC commitment to take responses into account
The following are a series of bullet pointers challenging the thinking underpinning the BIS impact
assessment as set out on the next page (first page of fifty nine with key points only).


BIS’s interest is properly on a number of accounts, including at least:

I.

prosecutor of first resort for Companies Act offences; windings-up in the public interest;
companies (including limited liability partnerships) investigations; tax offences; fraudulent
trading; official receiver offences; “pre pack” offences; fake bankruptcy offences including their
use to steal judicial standing; offences involving cyber crimes; Companies House, Land
Registry, London Gazette, gov.uk, offences including forgery; co-operation with other
prosecutors including cross border; ownership secrecy and anonymous operations; ensuring
that those with a right to be heard in Chancery Courts are supported, funded and heard;

II.

controller of Companies Investigation Branch, Insolvency Service (IS), including auditors;

III.

controller of statutory redundancy, operated by IS, compelling prosecution where abused;

IV.

investigator of the consequences of highly leveraged activity and of collapses affecting the
public (recently, steel, Northern Ireland farming, retail, BHS, Austin Reed, previously Lehmann
Bros, Woolworths, Direct Marketing Group (Farepak)) as well as cross border activity;

V.

responsibility for the consequences of break-up of the DTI, closure of the OFT, and the
consequences of “BERR”, “Better Regulation”, the closure of the Competition Commission with
statutory powers and obligations, the creation of the CMA with a mandate to “seek to promote”
and no tangible accountability, using it as a tool to block statutory independence;

VI.

responsibility for exports, space and technology, and economic and statistical support and
publication of reports including loss of opportunity calculations;

VII.

responsibility for government guaranteed “loans” which guarantee the bank rather than
those for whom the benefit was intended;

VIII.

decisions to impose a private sector board of directors on the Insolvency Service, operating
in a partisan manner and in essence representing vested interests, thereby bringing risk of
massive contingent claims onto government. Further decision to create and sponsor a
“professional and services group” which puts certain individuals and their networks and brand
identities above the law, thereby interfering as between private entities and each other;

IX.

responsibility for controlling the selection of directors of the FRC and seeking to use the
FRC as an instrument to deliver “policy” rather than safe independent assurance reporting;

X.

supporting a secret “legal” team of, they say, some two hundred and fifty individuals.
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Oddly this secret and remote legal team has no published structure or line management
reporting, public CVs, including of those who have come in from the private sector, or who join
BIS whilst in transition to elsewhere. This volatility together with the impact of external
influences brought in, has caused what appears to be a catastrophic dilution of civil service
standards and enforcement of law and public order.
DTI inspectors, inspecting internal and external activity have disappeared from the landscape,
as have audit trails in the work of BIS and those it controls. They have not been replaced.
BIS must be distinguished from the DTI that until 2005 was the cornerstone of company law
and enforcement. Officials informed at the time that it was a full twenty five years earlier that
they were able to operate effectively, often by a mere phone call or observation. As BIS is a
government department, heavily influenced by being infiltrated by vested interests, it is not
independent in the way an auditor must be or those supervising members bodies which
register auditors. The FRC must keep its distance and report all meetings before and after.
Unless it does this it will be tarnished with the same lack of independence brush.
FRC’s commitment to enhancing auditors’ contribution: informing itself
Its paraments are the five commitments it has already made in 2010 to the FSA and, with it, to
the public under FSMA 2000. There is no mechanism to back-off from these:
1. maintaining market confidence;
2. promoting public understanding of the financial system;
3. securing the appropriate degree of protection for consumers;
4. fighting financial crime; and
5. contributing to the protection and enhancement of the stability of the UK financial
system.
Consequently the FRC must start by informing itself independently including by collecting the
relevant input materials in terms of investigations already carried out, in particular:
I.
II.

House of Lords (to March 2011);
Office of Fair Trading (Summer 2011);

III.

Parliamentary Commission on Banking Standards;

IV.

Tribunals (eg JP Morgan re PwC in which Tim Dutton invented the notion of an “honest
mistake”, which under FSMA 2000 would be reckless conduct liable to indictment);

V.
VI.

Investigations (eg Farepak, pre pack PwC with BDO, Barclays Private Equity launch);
FSA/FRC joint consultation 2010 – Enhancing the Auditor’s Contribution to Prudential
Regulation and 2011 (FRC) on Capital Adequacy;

VII.

Evidence transferred from the OFT to the CC, and evidence before filtering received by
CC. Published evidence, CC and CMA;

VIII.

Various NAO reports and corruption and tax evasion reports.

Enhancing Confidence in Audit- Response to FRC 4 May 2016 – APPENDIX ONE Page 11 of 39

Unless and until it has imbued the above in total, the FRC is not in the position to set out its
stall, explain the problem it believes it faces such that it can efficiently illicit evidence from those
interested to arrive at a solution that is “safe” and can be expected to survive judicial review
under the Equalities Act. Attempting to “enhance confidence” in a “process” without commitment
to outcome, starting from a position of no independence from those purporting to report, will not
succeed and will only result in the FRC dwindling to discredit as a tool of failed policy.
- proper problem diagnostic required including start date
The FRC must establish its independence from BIS, inform itself, revive its 2010 commitments
and do its own problem diagnostic as to why there has been failure from 2010 before it lists
what the possible solutions might be. Certainly 2008 is far too late a date from which to start.
This is in particular since it was in the fifteen years leading to the millennium where money was
dished out in the expectation that what came back would be above a normal return and the
fifteen years post millennium that fresh transactions with underwritten outcome (undisclosed)
were concluded. These sought to make good the pre millennium hole(s), in essence by
cannibalizing customer bases in all walks, including public companies and private estates.
- avoiding endorsing misperceptions and inaccurate vocabulary
The FRC has a public duty to avoid and not publish or cross refer to materials which are
misleading or downright wrong including by omission. Amongst the most common:


Separating the auditor’s report from the auditor and confusing “the auditor shall report” (to

those responsible for the governance of the enterprise) with the report emanating from the
auditor to the directors that they must publish on the RNS, in the accounts, in Companies
House. The public is entitled to independent assurance reporting and has not been getting it
since pre millennium. Directors carrying the can severally for defaults in independence are at
serious risk especially when bullied into pre close statements they cannot make. Events at
Tesco and former owners of BHS could not have happened had the purported auditor been
independent. Letters of representation are obtained without directors being informed;


Believing that a “state of confidence” can be engineered by maneuvering without tickling

lack of independence. Related is omitting to consult counterparties, customers, suppliers and
those likely to realize that the financials are made up on states of awareness/belief/notice;


that there is a “market” or can be a market and that it could operate “competitively”.

“Tendering” can never apply. The auditor is an office holder and is therefore part and parcel of
an enterprise, cemented by its articles, arbiter of truth and arguably the most powerful person;


that skepticism, cynicism or any other ill founded notion has any part to play or that tax

advisory and compliance can be separated and still be safe and reliable;
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that there is an “audit profession”. There is not: there is an auditor and assurance

reporting. “Unjustified clean audit report” is a misleading euphemism for criminal complicity;


that there is a problem of “expectations gap”. “Expectations” do not feature. There are

contraventions of the Human Rights Act/ECHR and no mechanism to enforce a purported
auditor responding properly by resigning on grounds of loss of independence when faced with
persuasive audit evidence of his own contraventions. “Rotation” has compounded the problem by
“legitimizing” dropping knowledge of the past;


that “audit” can be separated as a “process” and treated as a commodity whose “quality”

can be improved. Commodities including MOT car testing and gas boiler servicing by
experienced experts, according to criteria, can be inspected and certified. The holder of an office
as auditor or director is not comparable and what he does and how he does it is his business
and no-one else’s: since the auditor must remain independent of management (or is debarred
from reporting) he must remain silent if operations are based on “what you can get away with”
and are likely to succeed;


that any of those regularly purporting to report on banks, insurers etc are independent or

can properly report; or that they do not come tumbling as a result of false or delayed assurance;
or that transaction managers or those with access to underwriting arrangements or controlled
or influenced by “internal lawyers” can ever report; or that they can “rotate” out of the carnage
they have created after the event; or keep the identity of the second of two partners secret; or
that more than one auditor can report on a global group; or even retire or move job to escape the
consequences of their own lack of independence or omitting to resign with reasons;


that members of a delegated committee of the board such as an audit committee or

remuneration committee can be approached separately from the main board; or that non
executives can ever assume executive responsibilities (e.g. procurement) without losing their
non executive status; or that retiring “audit” partners can ever be regarded as having the
experience to serve on the board of a publicly quoted company or are entitled to consider, if they
do, that they have lesser liability than executives, or some kind of “oversight” function of
executives. Their presence will inevitably increase risk exponentially.
Following pages:
4. BIS 2015 impact statement, one page
5. 1984 Directive: the benchmark, under one page;
6. 2006 Directive: “repealing” the 1984 Directive, long, ill conceived and impenetrable.
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What is the problem under consideration? Why is government intervention necessary?
The financial crash in 2008, led to calls for greater scrutiny of the audit profession. The belief was that the
accounts of several financial institutions had been given unjustified clean audit reports and so potentially misled
investors and regulators, undermining confidence in the financial system as a whole and affecting the efficient
allocation of financial capital.
The crisis further underlined the “expectation gap” between the assurance that a statutory auditor is required to
provide and that which investors and the public assume. The risk is that the market will underprovide a socially
optimal level of rigorous and independent auditing, and hence there is a need for Government intervention.
The market failures are due to misaligned incentives, conflict of interests and lack of competition. Companies
infrequently tendering audit appointments or changing auditors cause there to be little opportunity for new
entrants to compete for contracts, leading to a lack of competition in the market for the provision of audit
services.
Meanwhile, the emphasis on client retention acts as a disincentive for auditor scepticism which brings into
question the independence of the audit. “Professional scepticism” of the auditor could also be compromised
when audit and non-audit services are provided by the same organisation (especially where non-audit service
revenues from the statutory audit client become substantial; where auditors risk reviewing their previous nonaudit work or where the provision of statutory audit services becomes a gateway to the provision of non-audit
services.
What are the policy objectives and the intended effects?
The policy intends to improve confidence in the value of audit through enhanced audit quality and stricter
independence requirements on statutory auditors, including on the provision of non-audit services to audit
clients. It will also make the audit report more informative for shareholders and audit committees; will extend
the regulatory requirements applying to audits of listed companies to unlisted banks, building societies and
unlisted insurers, which would now be included in the definition of Public Interest Entities (PIEs); increase
accountability to independent audit committees of PIEs, and increase competition in the audit market. This
should strengthen investor confidence in audit reports and contribute to a more dynamic audit market in the EU.
What policy options have been considered, including any alternatives to regulation? Please justify
preferred option (further details in Evidence Base)
Do nothing – this will not address the problems identified by the EU around the quality and scrutiny of audit.
In addition, this option would place the UK in breach of its Treaty obligation to demonstrate transposition of the
Directive into UK law and implement the mandatory requirements introduced by both the Directive and
Regulation. This would impose costs on the Government in fines for infraction, and could also have significant
reputational and diplomatic consequences. (see page 20).
Take the minimum action required by the Directive and Regulation to address the problems identified.
Implement only those mandatory changes to the current system which are required by the Directive and
Regulation and no other changes (see page 20).
Implement the EU baseline, accompanied by additional adjustments to requirements on companies in order to
facilitate a more flexible implementation (the preferred option, see page 20).
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Eighth Council Directive 84/253/EEC of 10 April 19841
Qualifications of persons responsible for carrying out the statutory audits of accounting documents: eighth
Directive
1) OBJECTIVE
To complete the series of Directives concerning company accounts, defining the qualifications of persons
responsible for carrying out the statutory audits of the accounting documents required by the fourth and seventh
Directives.
2) ACT
Eighth Council Directive 84/253/EEC of 10 April 1984 based on Article 54(3)(g) of the Treaty on the approval of
persons responsible for carrying out the statutory audits of accounting documents [Official Journal L 126 of
12.5.1984].
3) SUMMARY
Persons responsible for carrying out audits of accounting documents may, depending on the law of each Member
State, be natural or legal persons or other types of company, firm or partnership.
The Directive applies to persons responsible for carrying out:
• statutory audits of the annual accounts of companies and firms and verifying that the annual reports are
consistent with those annual accounts in so far as such audits and such verification are required by
Community law;
• statutory audits of the consolidated accounts of bodies of undertakings and verifying that the consolidated
annual reports are consistent with those consolidated accounts in so far as such audits and such verification
are required by Community law.
Persons responsible for carrying out audits of accounting documents must be of good repute and may
not engage in any activity incompatible with the auditing of such documents.
A natural person may be approved to carry out statutory audits of accounting documents only after:
• having attained university entrance level;
• completed a course of theoretical instruction;
• undergone practical training; and
• passed an examination of professional competence of university, final examination level organized or
recognized by the State.
Member States may nevertheless approve persons who do not satisfy some of the above conditions if those
persons can show either:
• that they have, for 15 years, engaged in professional activities which have enabled them to acquire sufficient
experience in the fields of finance, law and accountancy and have passed the examination of professional
competence;
• that they have, for seven years, engaged in professional activities in those fields and have, in addition,
undergone practical training and passed the examination of professional competence.
Member States must ensure that approved persons are liable to appropriate sanctions if they do not
carry out audits honestly and independently.
Member States must ensure that the names and addresses of all natural persons and firms of auditors
approved by them to carry out statutory audits of accounting documents are made available to the
public.
Act Directive 84/253/EEC Date of entry into force13.04.1984
Final date for implementation in the Member States 01.01.1990
4) implementing measures
5) follow-up work
On 21 May 2003 the Commission adopted a communication on reinforcing the statutory audit in the European
Union [COM(2003)286 - Not published in the Official Journal].
Noting the progress made with regard to financial information, statutory audit, corporate governance and securities
markets, the Commission, via this communication, would like to press ahead with its efforts and to set out its
vision of a modern regulatory framework for statutory audits in the European Union and the new initiatives
envisaged in this connection. Basically, these initiatives consist in: modernising the Eighth Company Law
Directive; strengthening the regulatory framework in the European Union; reinforcing at Community level public
oversight of the audit profession; imposing the use of International Standards on Auditing (ISAs) for statutory
audits in the European Union as of 2005; improving the systems of disciplinary sanctions; establishing the
transparency of audit firms and networks of such firms; as regards corporate governance, reinforcing audit
committees and internal control; strengthening auditor independence and introducing a code of ethics; facilitating
the establishment of audit firms and examining auditor liability.
Last updated: 06.08.2003

1 bold highlighting that of the witness where it appears in the body of the text
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DIRECTIVE 2006/43/EC OF THE EUROPEAN PARLIAMENT AND 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 Directive 84/253/EEC (Text with EEA relevance)
THE EUROPEAN PARLIAMENT AND THE COUNCIL OF THE EUROPEAN UNION,
Having regard to the Treaty establishing the European Community, and in particular Article 44(2)(g) thereof,
Having regard to the proposal from the Commission,
Having regard to the opinion of the European Economic and Social Committee ( 1 ),
Acting in accordance with the procedure laid down in Article 251 of the Treaty ( 2 ),
Whereas:
(1) Currently, the Fourth Council Directive 78/660/EEC of 25 July 1978 on the annual accounts of certain
types of companies ( 3 ), the Seventh Council Directive 83/349/EEC of 13 June 1983 on consolidated accounts
( 4 ), Council Directive 86/635/EEC of 8 December 1986 on the annual accounts and consolidated accounts of
banks and other financial institutions ( 5 ) and Council Directive 91/674/EEC of 19 December 1991 on the
annual accounts and consolidated accounts of insurance undertakings ( 6 ) require that the annual accounts or
consolidated accounts be audited by one or more persons entitled to carry out such audits.
(2) The conditions for the approval of persons responsible for carrying out the statutory audit were laid down in
the Eighth Council Directive 84/253/EEC of 10 April 1984 on the approval of persons responsible for carrying
out the statutory audits of accounting documents ( 7 ).
(3) The lack of a harmonised approach to statutory auditing in the Community was the reason why the
Commission proposed, in its 1998 Communication on the statutory audit in the European Union: the way
forward ( 8 ), the creation of a Committee on Auditing which could develop further action in close cooperation
with the accounting profession and Member States.
(4) On the basis of the work of that Committee, on 15 November 2000 the Commission issued a
Recommendation on quality assurance for the statutory audit in the European Union: minimum requirements
( 9 ) and on 16 May 2002 a Recommendation on Statutory Auditors' Independence in the EU: A Set of
Fundamental Principles ( 10 ).
(5) This Directive aims at high-level — though not full — harmonisation of statutory audit requirements. A
Member State requiring statutory audit may impose more stringent requirements, unless otherwise provided for
by this Directive.
(6) Audit qualifications obtained by statutory auditors on the basis of this Directive should be considered
equivalent. It should therefore no longer be possible for Member States to insist that a majority of the voting
rights in an audit firm must be held by locally approved auditors or that a majority of the members of the
administrative or management body of an audit firm must be locally approved.
(7) The statutory audit requires adequate knowledge of matters such as company law, fiscal law and social law.
Such knowledge should be tested before a statutory auditor from another Member State can be approved.
(8) In order to protect third parties, all approved auditors and audit firms should be entered in a register which
is accessible to the public and which contains basic information concerning statutory auditors and audit firms.
(9) Statutory auditors should adhere to the highest ethical standards. They should therefore be subject to
professional ethics, covering at least their public-interest function, their integrity and objectivity and their
professional competence and due care. The public-interest function of statutory auditors means that a broader
community of people and institutions rely on the quality of a statutory auditor's work. Good audit quality
contributes to the orderly functioning of markets by enhancing the integrity and efficiency of financial
statements. The Commission may adopt implementing measures on professional ethics as minimum standards.
When doing so, it might consider the principles contained in the International Federation of Accountants (IFAC)
Code of Ethics.
(10)
It is important that statutory auditors and audit firms respect the privacy of their clients. They should
therefore be bound by strict rules on confidentiality and professional secrecy which, however, should not impede
proper enforcement of this Directive. Those confidentiality rules should also apply to any statutory auditor or
audit firm which has ceased to be involved in a specific audit task.
(11)
Statutory auditors and audit firms should be independent when carrying out statutory audits. They
may inform the audited entity of matters arising from the audit, but should abstain from the internal decision
processes of the audited entity. If they find themselves in a situation where the significance of the threats to
their independence, even after application of safeguards to mitigate those threats, is too high, they should resign
or abstain from the audit engagement. The conclusion that there is a relationship which compromises the
auditor's independence may be different as regards the relationship between the auditor and the audited entity
from that in respect of the relationship between the network and the audited entity. Where a cooperative within
the meaning of Article 2(14), or a similar entity as referred to in Article 45 of Directive 86/635/EEC, is required
or permitted under national provisions to be a member of a non-profit-making auditing entity, an objective,
reasonable and informed party would not conclude that the membership-based relationship compromises the
statutory auditor's independence, provided that when such an auditing entity is conducting a statutory audit of
one of its members, the principles of independence are applied to the auditors carrying out the audit and those
persons who may be in a position to exert influence on the statutory audit. Examples of threats to the
independence of a statutory auditor or audit firm are a direct or indirect financial interest in the audited entity
and the provision of additional non-audit services. Also, the level of fees received from one audited entity and/or
the structure of the fees can threaten the independence of a statutory auditor or audit firm. Types of safeguards
to be applied to mitigate or eliminate those threats include prohibitions, restrictions, other policies and
procedures, and disclosure. Statutory auditors and audit firms should refuse to undertake any additional nonaudit service that compromises their independence. The Commission may adopt implementing measures on
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independence as minimum standards. In doing so, the Commission might take into consideration the principles
contained in the abovementioned Recommendation of 16 May 2002. In order to determine the independence of
auditors, the concept of a ‘network’ in which auditors operate needs to be clear. In this regard, various
circumstances have to be taken into account, such as instances where a structure could be defined as a
network because it is aimed at profit- or cost-sharing. The criteria for demonstrating that there is a network
should be judged and weighed on the basis of all factual circumstances available, such as whether there are
common usual clients.
(12)
In cases of self-review or self-interest, where appropriate to safeguard the statutory auditor's or audit
firm's independence, it should be for the Member State rather than the statutory auditor or the audit firm to
decide whether the statutory auditor or audit firm should resign or abstain from an audit engagement with
regard to its audit clients. However, this should not lead to a situation where Member States have a general
duty to prevent statutory auditors or audit firms from providing non-audit services to their audit clients. For the
purposes of determining whether it is appropriate, in cases of self-interest or self-review, that a statutory
auditor or audit firm should not carry out statutory audits, so as to safeguard the statutory auditor's or audit
firm's independence, the factors to be taken into account should include the question whether or not the
audited public-interest entity has issued transferable securities admitted to trading on a regulated market
within the meaning of point 14 of Article 4(1) of Directive 2004/39/EC of the European Parliament and of the
Council of 21 April 2004 on markets in financial instruments ( 11 ).
(13)
It is important to ensure consistently high quality in all statutory audits required by Community law.
All statutory audits should therefore be carried out on the basis of international auditing standards. Measures
implementing those standards in the Community should be adopted in accordance with Council Decision
1999/468/EC of 28 June 1999 laying down the procedures for the exercise of implementing powers conferred
on the Commission ( 12 ). A technical committee or group on auditing should assist the Commission in the
assessment of the technical soundness of all the international auditing standards, and should also involve the
system of public oversight bodies of the Member States. In order to achieve a maximum degree of harmonisation,
Member States should be allowed to impose additional national audit procedures or requirements only if these
stem from specific national legal requirements relating to the scope of the statutory audit of annual or
consolidated accounts, meaning that those requirements have not been covered by the adopted international
auditing standards. Member States could maintain those additional audit procedures until the audit procedures
or requirements have been covered by subsequently adopted international auditing standards. If, however, the
adopted international auditing standards contain audit procedures the performance of which would create a
specific legal conflict with national law stemming from specific national requirements related to the scope of the
statutory audit, Member States may carve out the conflicting part of the international auditing standard as long
as those conflicts exist, provided the measures referred to in Article 26(3) are applied. Any addition or carving
out by Member States should add a high level of credibility to the annual accounts of companies and be
conducive to the public good. The above implies that Member States may, for example, require an additional
auditor's report to the supervisory board or prescribe other reporting and audit requirements based on national
corporate governance rules.
(14)
For the Commission to adopt an international auditing standard for application in the Community, it
must be generally accepted internationally and have been developed with full participation of all interested
parties following an open and transparent procedure, add to the credibility and quality of annual accounts and
consolidated accounts and be conducive to the European public good. The need for the adoption of an
International Auditing Practice Statement as part of a standard should be assessed in accordance with Decision
1999/468/EC on a case-by-case basis. The Commission should ensure that before the start of the adoption
process a review is conducted in order to verify whether those requirements have been met and report to
members of the Committee set up under this Directive on the outcome of the review.
(15)
In the case of consolidated accounts, it is important that there be a clear definition of responsibilities
as between the statutory auditors who audit components of the group. For this purpose, the group auditor
should bear full responsibility for the audit report.
(16)
In order to increase comparability between companies applying the same accounting standards, and to
enhance public confidence in the audit function, the Commission may adopt a common audit report for the
audit of annual accounts or consolidated accounts prepared on the basis of approved international accounting
standards, unless an appropriate standard for such a report has been adopted at Community level.
(17)
Regular inspections are a good means of achieving a consistently high quality in statutory audits.
Statutory auditors and audit firms should therefore be subject to a system of quality assurance that is
organised in a manner which is independent from the reviewed statutory auditors and audit firms. For the
application of Article 29 on quality assurance systems, Member States may decide that if individual auditors
have a common quality assurance policy, only the requirements for audit firms need to be considered. Member
States may organise the system of quality assurance in such a manner that each individual auditor is to be
subject to a quality assurance review at least every six years. In this respect, the funding for the quality
assurance system should be free from undue influence. The Commission should have the competence to adopt
implementing measures in matters relevant to the organisation of quality assurance systems, and in respect of
its funding, in cases where public confidence in the quality assurance system is seriously compromised. The
public oversight systems of Member States should be encouraged to find a coordinated approach to the
carrying-out of quality assurance reviews with a view to avoiding the imposition of unnecessary burdens on the
parties concerned.
(18)
Investigations and appropriate penalties help to prevent and correct inadequate execution of a
statutory audit.
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(19)
Statutory auditors and audit firms are responsible for carrying out their work with due care and thus
should be liable for the financial damage caused by a lack of the care owed. However, the auditors' and audit
firms' ability to obtain professional indemnity insurance cover may be affected by whether they are subject to
unlimited financial liability. For its part, the Commission intends examining these issues, taking into account
the fact that liability regimes of the Member States may vary considerably.
(20)
Member States should organise an effective system of public oversight for statutory auditors and audit
firms on the basis of home country control. The regulatory arrangements for public oversight should make
possible effective cooperation at Community level in respect of the Member States' oversight activities. The
public oversight system should be governed by non-practitioners who are knowledgeable in the areas relevant to
statutory audit. These non-practitioners may be specialists who have never been linked with the audit
profession or former practitioners who have left the profession. Member States may, however, allow a minority of
practitioners to be involved in the governance of the public oversight system. Competent authorities of Member
States should cooperate with each other whenever necessary for the purpose of carrying out their oversight
duties on statutory auditors or audit firms approved by them. Such cooperation can make an important
contribution to ensuring consistently high quality in the statutory audit in the Community. Since it is necessary
to ensure effective cooperation and coordination at European level among competent authorities designated by
Member States, the designation of one entity, responsible for ensuring cooperation, should be without prejudice
to the ability of each single authority to cooperate directly with the other competent authorities of the Member
States.
(21)
In order to ensure compliance with Article 32(3) on principles of public oversight, a non-practitioner is
deemed to be knowledgeable in the areas relevant to the statutory audit either because of his or her past
professional skill or, alternatively, because he or she has knowledge of at least one of the subjects listed in
Article 8.
(22)
The statutory auditor or audit firm should be appointed by the general meeting of shareholders or
members of the audited entity. In order to protect the independence of the auditor it is important that dismissal
should be possible only where there are proper grounds and if those grounds are communicated to the authority
or authorities responsible for public oversight.
(23)
Since public-interest entities have a higher visibility and are economically more important, stricter
requirements should apply in the case of a statutory audit of their annual or consolidated accounts.
(24)
Audit committees and an effective internal control system help to minimise financial, operational and
compliance risks, and enhance the quality of financial reporting. Member States might have regard to the
Commission Recommendation of 15 February 2005 on the role of non-executive or supervisory directors of
listed companies and on the committees of the (supervisory) board ( 13 ), which sets out how audit committees
should be established and function. Member States may determine that the functions assigned to the audit
committee or a body performing equivalent functions may be performed by the administrative or supervisory
body as a whole. With regard to the duties of the audit committee under Article 41, the statutory auditor or
audit firm should in no way be subordinated to the committee.
(25)
Member States may also decide to exempt public-interest entities which are collective investment
undertakings whose transferable securities are admitted to trading on a regulated market from the requirement
to have an audit committee. This option takes into account the fact that where a collective investment
undertaking functions merely for the purpose of pooling assets, the employment of an audit committee will not
always be appropriate. The financial reporting and related risks are not comparable to those of other publicinterest entities. In addition, undertakings for collective investment in transferable securities (UCITS) and their
management companies operate in a strictly defined regulatory environment and are subject to specific
governance mechanisms such as controls exercised by their depositary. For those collective investment
undertakings which are not harmonised by Directive 85/611/EEC ( 14 ) but are subject to equivalent
safeguards as provided for by that Directive, Member States should, in this particular case, be allowed to
provide for equal treatment with Community-harmonised collective investment undertakings.
(26)
In order to reinforce the independence of auditors of public-interest entities, the key audit partner(s)
auditing such entities should rotate. To organise such rotation, Member States should require a change of key
audit partner(s) dealing with an audited entity, while allowing the audit firm with which the key audit partner(s)
is/are associated to continue being the statutory auditor of such entity. Where a Member State considers it
appropriate in order to attain the objectives pursued, that Member State might, alternatively, require a change
of audit firm, without prejudice to Article 42(2).
(27)
The interrelation of capital markets underlines the need also to ensure high-quality work performed by
auditors from third countries in relation to the Community capital market. The auditors concerned should
therefore be registered so as to make them subject to quality assurance reviews and to the system of
investigations and penalties. Derogations on the basis of reciprocity should be possible subject to an
equivalence testing to be performed by the Commission in cooperation with Member States. In any case, an
entity which has issued transferable securities on a regulated market within the meaning of point 14 of Article
4(1) of Directive 2004/39/EC should always be audited by an auditor either registered in a Member State or
overseen by competent authorities of the third country from which the auditor comes from, provided that the
said third country is acknowledged by the Commission or a Member State as meeting the requirements
equivalent to Community requirements in the field of principles of oversight, quality assurance systems and
systems of investigations and penalties, and that the basis of this arrangement is reciprocity. While one Member
State may consider a third country's quality assurance system equivalent, other Member States should not be
bound to accept that assessment, nor should the Commission's decision be pre-empted thereby.
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(28)
The complexity of international group audits requires good cooperation between the competent
authorities of Member States and those of third countries. Member States should therefore ensure that
competent authorities of third countries can have access to audit working papers and other documents through
the national competent authorities. In order to protect the rights of the parties concerned and at the same time
facilitate access to those papers and documents, Member States should be allowed to grant direct access to the
competent authorities of third countries, subject to the agreement of the national competent authority. One of
the relevant criteria for the granting of access is whether the competent authorities in third countries meet
requirements which the Commission has declared adequate. Pending such a decision by the Commission, and
without prejudice thereto, Member States may assess whether the requirements are adequate.
(29)
Disclosure of information as referred to in Articles 36 and 47 should be in accordance with the rules
on the transfer of personal data to third countries as laid down in Directive 95/46/EC of the European
Parliament and of the Council of 24 October 1995 on the protection of individuals with regard to the processing
of personal data and on the free movement of such data ( 15 ).
(30)
The measures necessary for the implementation of this Directive should be adopted in accordance with
Decision 1999/468/EC and with due regard to the declaration made by the Commission in the European
Parliament on 5 February 2002 concerning the implementation of financial services legislation.
(31)
The European Parliament should be given a period of three months from the first transmission of draft
amendments and implementing measures to allow it to examine them and to give its opinion. However, in
urgent and duly justified cases, it should be possible to shorten that period. If, within that period, a resolution
is adopted by the European Parliament, the Commission should re-examine the draft amendments or measures.
(32)
Since the objectives of this Directive — namely requiring the application of a single set of international
auditing standards, the updating of the educational requirements, the definition of professional ethics and the
technical implementation of the cooperation between competent authorities of Member States and between
those authorities and the authorities of third countries, in order further to enhance and harmonise the quality
of statutory audit in the Community and to facilitate cooperation between Member States and with third
countries so as to strengthen confidence in the statutory audit — cannot be sufficiently achieved by the Member
States and can therefore, by reason of the scale and effects of this Directive, be better achieved at Community
level, the Community may adopt measures, in accordance with the principle of subsidiarity as set out in Article
5 of the Treaty. In accordance with the principle of proportionality, as set out in that Article, this Directive does
not go beyond what is necessary in order to achieve those objectives.
(33)
With a view to rendering the relationship between the statutory auditor or audit firm and the audited
entity more transparent, Directives 78/660/EEC and 83/349/EEC should be amended so as to require
disclosure of the audit fee and the fee paid for non-audit services in the notes to the annual accounts and the
consolidated accounts.
(34)
Directive 84/253/EEC should be repealed because it lacks a comprehensive set of rules to
ensure an appropriate audit infrastructure, such as public oversight, disciplinary systems and systems of
quality assurance, and because it does not provide specifically for regulatory cooperation between
Member States and third countries. In order to ensure legal certainty, there is a clear need to indicate
that statutory auditors and audit firms that have been approved under Directive 84/253/EEC are
considered as approved under this Directive,
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HAVE ADOPTED THIS DIRECTIVE:
CHAPTER I
SUBJECT MATTER AND DEFINITIONS
Article 1
Subject matter
This Directive establishes rules concerning the statutory audit of annual and consolidated accounts.
Article 29 of this Directive shall not apply to the statutory audit of annual and consolidated financial statements of
public-interest entities unless specified in Regulation (EU) No 537/2014 of the European Parliament and the
Council ( 16 ).
Article 2
Definitions
For the purpose of this Directive, the following definitions shall apply:
1. ‘statutory audit’ means an audit of annual financial statements or consolidated financial statements in so far as:
(a) required by Union law;
(b) required by national law as regards small undertakings;
(c) voluntarily carried out at the request of small undertakings which meets national legal requirements that are
equivalent to those for an audit under point (b), where national legislation defines such audits as statutory audits;
2. ‘statutory auditor’ means a natural person who is approved in accordance with this Directive by the competent
authorities of a Member State to carry out statutory audits;
3. ‘audit firm’ means a legal person or any other entity, regardless of its legal form, that is approved in accordance
with this Directive by the competent authorities of a Member State to carry out statutory audits;
4. ‘third-country audit entity’ means an entity, regardless of its legal form, which carries out audits of the annual
or consolidated financial statements of a company incorporated in a third country, other than an entity which is
registered as an audit firm in any Member State as a consequence of approval in accordance with Article 3;
5. ‘third-country auditor’ means a natural person who carries out audits of the annual or consolidated financial
statements of a company incorporated in a third country, other than a person who is registered as a statutory
auditor in any Member State as a consequence of approval in accordance with Articles 3 and 44;
6. ‘group auditor’ means the statutory auditor(s) or audit firm(s) carrying out the statutory audit of consolidated
accounts;
7. ‘network’ means the larger structure:
— which is aimed at cooperation and to which a statutory auditor or an audit firm belongs, and
— which is clearly aimed at profit- or cost-sharing or shares common ownership, control or management, common
quality-control policies and procedures, a common business strategy, the use of a common brand-name or a
significant part of professional resources;
8. ‘affiliate of an audit firm’ means any undertaking, regardless of its legal form, which is connected to an audit
firm by means of common ownership, control or management;
9. ‘audit report’ means the report referred to in Article 51a of Directive 78/660/EEC and Article 37 of Directive
83/349/EEC issued by the statutory auditor or audit firm;
10. ‘competent authorities’ means the authorities designated by law that are in charge of the regulation and/or
oversight of statutory auditors and audit firms or of specific aspects thereof; the reference to ‘competent authority’
in a specific Article means a reference to the authority responsible for the functions referred to in that Article;
12. ‘international accounting standards’ means International Accounting Standards (IAS), International Financial
Reporting Standards (IFRS) and related Interpretations (SIC-IFRIC interpretations), subsequent amendments to
those standards and related interpretations, and future standards and related interpretations issued or adopted by
the International Accounting Standards Board (IASB);
13. ‘public-interest entities’ means:
(a) entities governed by the law of a Member State whose transferable securities are admitted to trading on a
regulated market of any Member State within the meaning of point 14 of Article 4(1) of Directive 2004/39/EC;
(b) credit institutions as defined in point 1 of Article 3(1) of Directive 2013/36/EU of the European Parliament and
of the Council ( 17 ), other than those referred to in Article 2 of that Directive;
(c) insurance undertakings within the meaning of Article 2(1) of Directive 91/674/EEC; or
(d) entities designated by Member States as public-interest entities, for instance undertakings that are of
significant public relevance because of the nature of their business, their size or the number of their employees;
14. ‘cooperative’ means a European Cooperative Society as defined in Article 1 of Council Regulation (EC) No
1435/2003 of 22 July 2003 on the Statute for a European Cooperative Society (SCE) ( 18 ), or any other
cooperative for which a statutory audit is required under Community law, such as credit institutions as defined in
point 1 of Article 1 of Directive 2000/12/EC and insurance undertakings within the meaning of Article 2(1) of
Directive 91/674/EEC;
15. ‘non-practitioner’ means any natural person who, during his or her involvement in the governance of the public
oversight system and during the period of three years immediately preceding that involvement, has not carried out
statutory audits, has not held voting rights in an audit firm, has not been a member of the administrative,
management or supervisory body of an audit firm and has not been employed by, or otherwise associated with, an
audit firm;
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16. ‘key audit partner(s)’ mean(s):
(a) the statutory auditor(s) designated by an audit firm for a particular audit engagement as being primarily
responsible for carrying out the statutory audit on behalf of the audit firm; or
(b) in the case of a group audit, at least the statutory auditor(s) designated by an audit firm as being primarily
responsible for carrying out the statutory audit at the level of the group and the statutory auditor(s) designated as
being primarily responsible at the level of material subsidiaries; or
(c) the statutory auditor(s) who sign(s) the audit report;
17. ‘medium-sized undertakings’ means the undertakings referred to in Article 1(1) and Article 3(3) of Directive
2013/34/EU of the European Parliament and of the Council ( 19 );
18. ‘small undertakings’ means the undertakings referred to in Article 1(1) and Article 3(2) of Directive
2013/34/EU;
19. ‘home Member State’ means a Member State in which a statutory auditor or audit firm is approved in
accordance with Article 3(1);
20. ‘host Member State’ means a Member State in which a statutory auditor approved by his or her home Member
State seeks to be also approved in accordance with Article 14, or a Member State in which an audit firm approved
by its home Member State seeks to be registered or is registered in accordance with Article 3a.
CHAPTER II
APPROVAL, CONTINUING EDUCATION AND MUTUAL RECOGNITION
Article 3
Approval of statutory auditors and audit firms
1. A statutory audit shall be carried out only by statutory auditors or audit firms which are approved by the
Member State requiring the statutory audit.
2. ►M3 Each Member State shall designate the competent authority to be responsible for approving statutory
auditors and audit firms. ◄
3. Without prejudice to Article 11, the competent authorities of the Member States may approve as statutory
auditors only natural persons who satisfy at least the conditions laid down in Articles 4 and 6 to 10.
4. The competent authorities of the Member States may approve as audit firms only those entities which satisfy
the following conditions:
(a) the natural persons who carry out statutory audits on behalf of an audit firm must satisfy at least the
conditions imposed by Articles 4 and 6 to 12 and must be approved as statutory auditors in the Member State
concerned;
(b) a majority of the voting rights in an entity must be held by audit firms which are approved in any Member
State or by natural persons who satisfy at least the conditions imposed by Articles 4 and 6 to 12. Member States
may provide that such natural persons must also have been approved in another Member State. For the purpose of
the statutory audit of cooperatives, savings banks and similar entities as referred to in Article 45 of Directive
86/635/EEC, a subsidiary or legal successor of a cooperative, savings bank or similar entity as referred to in
Article 45 of Directive 86/635/EEC, Member States may lay down other specific provisions in relation to voting
rights;
(c) a majority — up to a maximum of 75 % — of the members of the administrative or management body of the
entity must be audit firms which are approved in any Member State or natural persons who satisfy at least the
conditions imposed by Articles 4 and 6 to 12. Member States may provide that such natural persons must also
have been approved in another Member State. Where such a body has no more than two members, one of those
members must satisfy at least the conditions in this point;
(d) the firm must satisfy the condition imposed by Article 4.
Member States may set additional conditions only in relation to point (c). Such conditions shall be proportionate to
the objectives pursued and shall not go beyond what is strictly necessary.
Article 3a
Recognition of audit firms
1. By way of derogation from Article 3(1), an audit firm which is approved in a Member State shall be entitled to
perform statutory audits in another Member State provided that the key audit partner who carries out the
statutory audit on behalf of the audit firm complies with point (a) of Article 3(4) in the host Member State.
2. An audit firm that wishes to carry out statutory audits in a Member State other than its home Member State
shall register with the competent authority in the host Member State in accordance with Articles 15 and 17.
3. The competent authority in the host Member State shall register the audit firm if it is satisfied that the audit
firm is registered with the competent authority in the home Member State. Where the host Member State intends to
rely on a certificate attesting to the registration of the audit firm in the home Member State, the competent
authority in the host Member State may require that the certificate issued by the competent authority in the home
Member State be not more than three months old. The competent authority in the host Member State shall inform
the competent authority in the home Member State of the registration of the audit firm.
Article 4
Good repute
The competent authorities of a Member State may grant approval only to natural persons or firms of good repute.
Article 5
Withdrawal of approval
1. Approval of a statutory auditor or an audit firm shall be withdrawn if the good repute of that person or firm has
been seriously compromised. Member States may, however, provide for a reasonable period of time for the purpose
of meeting the requirements of good repute.
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2. Approval of an audit firm shall be withdrawn if any of the conditions imposed in Article 3(4), points (b) and (c) is
no longer fulfilled. Member States may, however, provide for a reasonable period of time for the purpose of fulfilling
those conditions.
3. Where the approval of a statutory auditor or of an audit firm is withdrawn for any reason, the competent
authority of the home Member State where the approval is withdrawn shall communicate that fact and the reasons
for the withdrawal to the relevant competent authorities of host Member States where the statutory auditor or the
audit firm is also registered in accordance with Article 3a, point (c) of Article 16(1) and point (i) of Article 17(1).
Article 6
Educational qualifications
Without prejudice to Article 11, a natural person may be approved to carry out a statutory audit only after having
attained university entrance or equivalent level, then completed a course of theoretical instruction, undergone
practical training and passed an examination of professional competence of university final or equivalent
examination level, organised or recognised by the Member State concerned.
The competent authorities referred to in Article 32 shall cooperate with each other with a view to achieving a
convergence of the requirements set out in this Article. When engaging in such cooperation, those competent
authorities shall take into account developments in auditing and in the audit profession and, in particular,
convergence that has already been achieved by the profession. They shall cooperate with the Committee of
European Auditing Oversight Bodies (CEAOB) and the competent authorities referred to in Article 20 of Regulation
(EU) No 537/2014 in so far as such convergence relates to the statutory audit of public-interest entities.
Article 7
Examination of professional competence
The examination of professional competence referred to in Article 6 shall guarantee the necessary level of
theoretical knowledge of subjects relevant to statutory audit and the ability to apply such knowledge in practice.
Part at least of that examination shall be written.
Article 8
Test of theoretical knowledge
1. The test of theoretical knowledge included in the examination shall cover the following subjects in particular:
(a) general accounting theory and principles;
(b) legal requirements and standards relating to the preparation of annual and consolidated accounts;
(c) international accounting standards;
(d) financial analysis;
(e) cost and management accounting;
(f) risk management and internal control;
(g) auditing and professional skills;
(h) legal requirements and professional standards relating to statutory audit and statutory auditors;
(i) international auditing standards as referred to in Article 26;
(j) professional ethics and independence.
2. It shall also cover at least the following subjects insofar as they are relevant to auditing:
(a) company law and corporate governance;
(b) the law of insolvency and similar procedures;
(c) tax law;
(d) civil and commercial law;
(e) social security law and employment law;
(f) information technology and computer systems;
(g) business, general and financial economics;
(h) mathematics and statistics;
(i) basic principles of the financial management of undertakings.
Article 9
Exemptions
1. By way of derogation from Articles 7 and 8, a Member State may provide that a person who has passed a
university or equivalent examination or holds a university degree or equivalent qualification in one or more of the
subjects referred to in Article 8 may be exempted from the test of theoretical knowledge in the subjects covered by
that examination or degree.
2. By way of derogation from Article 7, a Member State may provide that a holder of a university degree or
equivalent qualification in one or more of the subjects referred to in Article 8 may be exempted from the test of the
ability to apply in practice his or her theoretical knowledge of such subjects if he or she has received practical
training in those subjects attested by an examination or diploma recognised by the State.
Article 10
Practical training
1. In order to ensure the ability to apply theoretical knowledge in practice, a test of which is included in the
examination, a trainee shall complete a minimum of three years' practical training in, inter alia, the auditing of
annual financial statements, consolidated financial statements or similar financial statements. At least two thirds
of such practical training shall be completed with a statutory auditor or an audit firm approved in any Member
State.
2. Member States shall ensure that all training is carried out with persons providing adequate guarantees
regarding their ability to provide practical training.

Enhancing Confidence in Audit- Response to FRC 4 May 2016 – APPENDIX ONE Page 22 of 39

Article 11
Qualification through long-term practical experience
A Member State may approve a person who does not satisfy the conditions laid down in Article 6 as a statutory
auditor, if he or she can show either:
(a) that he or she has, for 15 years, engaged in professional activities which have enabled him or her to acquire
sufficient experience in the fields of finance, law and accountancy, and has passed the examination of professional
competence referred to in Article 7, or
(b) that he or she has, for seven years, engaged in professional activities in those fields and has, in addition,
undergone the practical training referred to in Article 10 and passed the examination of professional competence
referred to in Article 7.
Article 12
Combination of practical training and theoretical instruction
1. Member States may provide that periods of theoretical instruction in the fields referred to in Article 8 shall
count towards the periods of professional activity referred to in Article 11, provided that such instruction is
attested by an examination recognised by the State. Such instruction shall not last less than one year, nor may it
reduce the period of professional activity by more than four years.
2. The period of professional activity and practical training shall not be shorter than the course of theoretical
instruction together with the practical training required in Article 10.
Article 13
Continuing education
Member States shall ensure that statutory auditors are required to take part in appropriate programmes of
continuing education in order to maintain their theoretical knowledge, professional skills and values at a
sufficiently high level, and that failure to respect the continuing education requirements is subject to appropriate
sanctions as referred to in Article 30.
Article 14
Approval of statutory auditors from another Member State
1. The competent authorities shall establish procedures for the approval of statutory auditors who have been
approved in other Member States. Those procedures shall not go beyond the requirement to complete an
adaptation period as defined in point (g) of Article 3(1) of Directive 2005/36/EC of the European Parliament and of
the Council ( 20 ) or to pass an aptitude test as defined in point (h) of that provision.
2. The host Member State shall decide whether the applicant seeking approval is to be subject to an adaptation
period as defined in point (g) of Article 3(1) of Directive 2005/36/EC or an aptitude test as defined in point (h) of
that provision.
The adaptation period shall not exceed three years and the applicant shall be subject to an assessment.
The aptitude test shall be conducted in one of the languages permitted by the language rules applicable in the host
Member State concerned. It shall cover only the statutory auditor's adequate knowledge of the laws and regulations
of that host Member State in so far as it is relevant to statutory audits.
3. The competent authorities shall cooperate within the framework of the CEAOB with a view to achieving a
convergence of the requirements of the adaptation period and the aptitude test. They shall enhance the
transparency and predictability of the requirements. They shall cooperate with the CEAOB and with the competent
authorities referred to in Article 20 of Regulation (EU) No 537/2014 in so far as such convergence relates to
statutory audits of public-interest entities.
CHAPTER III
REGISTRATION
Article 15
Public register
1. Each Member State shall ensure that statutory auditors and audit firms are entered in a public register in
accordance with Articles 16 and 17. In exceptional circumstances, Member States may derogate from the
requirements laid down in this Article and Article 16 regarding disclosure only to the extent necessary to mitigate
an imminent and significant threat to the personal security of any person.
2. Member States shall ensure that each statutory auditor and audit firm is identified in the public register by an
individual number. Registration information shall be stored in the register in electronic form and shall be
electronically accessible to the public.
3. The public register shall also contain the name and address of the competent authorities responsible for
approval as referred to in Article 3, for quality assurance as referred to in Article 29, for investigations and
penalties on statutory auditors and audit firms as referred to in Article 30, and for public oversight as referred to in
Article 32.
4. Member States shall ensure that the public register is fully operational by 29 June 2009.
Article 16
Registration of statutory auditors
1. As regards statutory auditors, the public register shall contain at least the following information:
(a) name, address and registration number;
(b) if applicable, the name, address, website address and registration number of the audit firm(s) by which the
statutory auditor is employed, or with whom he or she is associated as a partner or otherwise;
(c) all other registration(s) as statutory auditor with the competent authorities of other Member States and as
auditor with third countries, including the name(s) of the registration authority(ies), and, if applicable, the
registration number(s).
2. Third-country auditors registered in accordance with Article 45 shall be clearly indicated in the register as such
and not as statutory auditors.
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Article 17
Registration of audit firms
1. As regards audit firms, the public register shall contain at least the following information:
(a) name, address and registration number;
(b) legal form;
(c) contact information, the primary contact person and, where applicable, the website address;
(d) address of each office in the Member State;
(e) name and registration number of all statutory auditors employed by or associated as partners or otherwise with
the audit firm;
(f) names and business addresses of all owners and shareholders;
(g) names and business addresses of all members of the administrative or management body;
(h) if applicable, the membership of a network and a list of the names and addresses of member firms and affiliates
or an indication of the place where such information is publicly available;
(i) all other registration(s) as audit firm with the competent authorities of other Member States and as audit entity
with third countries, including the name(s) of the registration authority(ies), and, if applicable, the registration
number(s);
(j) where applicable, whether the audit firm is registered pursuant to Article 3a(3).
2. Third-country audit entities registered in accordance with Article 45 shall be clearly indicated in the register as
such and not as audit firms.
Article 18
Updating of registration information
Member States shall ensure that statutory auditors and audit firms notify the competent authorities in charge of
the public register without undue delay of any change of information contained in the public register. The register
shall be updated without undue delay after notification.
Article 19
Responsibility for registration information
The information provided to the relevant competent authorities in accordance with Articles 16, 17 and 18 shall be
signed by the statutory auditor or audit firm. Where the competent authority provides for the information to be
made available electronically, that can, for example, be done by means of an electronic signature as defined in
point 1 of Article 2 of Directive 1999/93/EC of the European Parliament and of the Council of 13 December 1999
on a Community framework for electronic signatures ( 21 ).
Article 20
Language
1. The information entered in the public register shall be drawn up in one of the languages permitted by the
language rules applicable in the Member State concerned.
2. Member States may additionally allow the information to be entered in the public register in any other official
language(s) of the Community. Member States may require the translation of the information to be certified.
In all cases, the Member State concerned shall ensure that the register indicates whether or not the translation is
certified.
CHAPTER IV
PROFESSIONAL ETHICS, INDEPENDENCE, OBJECTIVITY, CONFIDENTIALITY AND PROFESSIONAL
SECRECY
Article 21
Professional ethics and scepticism
1. Member States shall ensure that all statutory auditors and audit firms are subject to principles of professional
ethics, covering at least their public-interest function, their integrity and objectivity and their professional
competence and due care.
2. Member States shall ensure that, when the statutory auditor or the audit firm carries out the statutory audit,
he, she or it maintains professional scepticism throughout the audit, recognising the possibility of a material
misstatement due to facts or behaviour indicating irregularities, including fraud or error, notwithstanding the
statutory auditor's or the audit firm's past experience of the honesty and integrity of the audited entity's
management and of the persons charged with its governance.
The statutory auditor or the audit firm shall maintain professional scepticism in particular when reviewing
management estimates relating to fair values, the impairment of assets, provisions, and future cash flow relevant
to the entity's ability to continue as a going concern.
For the purposes of this Article, ‘professional scepticism’ means an attitude that includes a questioning mind,
being alert to conditions which may indicate possible misstatement due to error or fraud, and a critical assessment
of audit evidence.
Article 22
Independence and objectivity
1. Member States shall ensure that, when carrying out a statutory audit, a statutory auditor or an audit firm, and
any natural person in a position to directly or indirectly influence the outcome of the statutory audit, is
independent of the audited entity and is not involved in the decision-taking of the audited entity.
Independence shall be required at least during both the period covered by the financial statements to be audited
and the period during which the statutory audit is carried out.
Member States shall ensure that a statutory auditor or an audit firm takes all reasonable steps to ensure that,
when carrying out a statutory audit, his, her or its independence is not affected by any existing or potential conflict
of interest or business or other direct or indirect relationship involving the statutory auditor or the audit firm
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carrying out the statutory audit and, where appropriate, its network, managers, auditors, employees, any other
natural persons whose services are placed at the disposal or under the control of the statutory auditor or the audit
firm, or any person directly or indirectly linked to the statutory auditor or the audit firm by control.
The statutory auditor or the audit firm shall not carry out a statutory audit if there is any threat of self-review, selfinterest, advocacy, familiarity or intimidation created by financial, personal, business, employment or other
relationships between:
— the statutory auditor, the audit firm, its network, and any natural person in a position to influence the outcome
of the statutory audit, and
— the audited entity,
as a result of which an objective, reasonable and informed third party, taking into account the safeguards applied,
would conclude that the statutory auditor's or the audit firm's independence is compromised.
2. Member States shall ensure that a statutory auditor, an audit firm, their key audit partners, their employees,
and any other natural person whose services are placed at the disposal or under the control of such statutory
auditor or audit firm and who is directly involved in statutory audit activities, and persons closely associated with
them within the meaning of Article 1(2) of Commission Directive 2004/72/EC ( 22 ), do not hold or have a material
and direct beneficial interest in, or engage in any transaction in any financial instrument issued, guaranteed, or
otherwise supported by, any audited entity within their area of statutory audit activities, other than interests
owned indirectly through diversified collective investment schemes, including managed funds such as pension
funds or life insurance.
3. Member States shall ensure that a statutory auditor or audit firm documents in the audit working papers all
significant threats to his, her or its independence as well as the safeguards applied to mitigate those threats.
4. Member States shall ensure that persons or firms referred to in paragraph 2 do not participate in or otherwise
influence the outcome of a statutory audit of any particular audited entity if they:
(a) own financial instruments of the audited entity, other than interests owned indirectly through diversified
collective investment schemes;
(b) own financial instruments of any entity related to an audited entity, the ownership of which may cause, or may
be generally perceived as causing, a conflict of interest, other than interests owned indirectly through diversified
collective investment schemes;
(c) have had an employment, or a business or other relationship with that audited entity within the period referred
in paragraph 1 that may cause, or may be generally perceived as causing, a conflict of interest.
5. Persons or firms referred to in paragraph 2 shall not solicit or accept pecuniary and non-pecuniary gifts or
favours from the audited entity or any entity related to an audited entity unless an objective, reasonable and
informed third party would consider the value thereof as trivial or inconsequential.
6. If, during the period covered by the financial statements, an audited entity is acquired by, merges with, or
acquires another entity, the statutory auditor or the audit firm shall identify and evaluate any current or recent
interests or relationships, including any non-audit services provided to that entity, which, taking into account
available safeguards, could compromise the auditor's independence and ability to continue with the statutory audit
after the effective date of the merger or acquisition.
As soon as possible, and in any event within three months, the statutory auditor or the audit firm shall take all
such steps as may be necessary to terminate any current interests or relationships that would compromise its
independence and shall, where possible, adopt safeguards to minimise any threat to its independence arising from
prior and current interests and relationships.
Article 22a
Employment by audited entities of former statutory auditors or of employees of statutory auditors or audit firms

1. Member States shall ensure that a statutory auditor or a key audit partner who carries out a statutory audit on
behalf of an audit firm does not, before a period of at least one year, or in the case of statutory audit of publicinterest entities a period of at least two years, has elapsed since he or she ceased to act as a statutory auditor or
key audit partner in connection with the audit engagement:
(a) take up a key management position in the audited entity;
(b) where applicable, become a member of the audit committee of the audited entity or, where such committee does
not exist, of the body performing equivalent functions to an audit committee;
(c) become a non-executive member of the administrative body or a member of the supervisory body of the audited
entity.
2. Member States shall ensure that employees and partners other than key audit partners of a statutory auditor or
of an audit firm carrying out a statutory audit, as well as any other natural person whose services are placed at the
disposal or under the control of such statutory auditor or audit firm, do not, when such employees, partners or
other natural persons are personally approved as statutory auditors, take up any of the duties referred to in points
(a), (b) and (c) of paragraph 1 before a period of at least one year has elapsed since he or she was directly involved
in the statutory audit engagement.

Article 22b
Preparation for the statutory audit and assessment of threats to independence
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Member States shall ensure that, before accepting or continuing an engagement for a statutory audit, a statutory
auditor or an audit firm assesses and documents the following:
— whether he, she or it complies with the requirements of Article 22 of this Directive;
— whether there are threats to his, her or its independence and the safeguards applied to mitigate those threats;
— whether he, she or it has the competent employees, time and resources needed in order to carry out the
statutory audit in an appropriate manner;
— whether, in the case of an audit firm, the key audit partner is approved as statutory auditor in the Member State
requiring the statutory audit;
Member States may provide simplified requirements for the audits referred in points (b) and (c) of point 1 of Article
2.
Article 23
Confidentiality and professional secrecy
1. Member States shall ensure that all information and documents to which a statutory auditor or audit firm has
access when carrying out a statutory audit are protected by adequate rules on confidentiality and professional
secrecy.
2. Confidentiality and professional secrecy rules relating to statutory auditors or audit firms shall not impede
enforcement of the provisions of this Directive or of Regulation (EU) No 537/2014.
3. Where a statutory auditor or an audit firm is replaced by another statutory auditor or audit firm, the former
statutory auditor or audit firm shall provide the incoming statutory auditor or audit firm with access to all relevant
information concerning the audited entity and the most recent audit of that entity.
4. A statutory auditor or audit firm who has ceased to be engaged in a particular audit assignment and a former
statutory auditor or audit firm shall remain subject to the provisions of paragraphs 1 and 2 with respect to that
audit assignment.
5. Where a statutory auditor or an audit firm carries out a statutory audit of an undertaking which is part of a
group whose parent undertaking is situated in a third country, the confidentiality and professional secrecy rules
referred to in paragraph 1 of this Article shall not impede the transfer by the statutory auditor or the audit firm of
relevant documentation concerning the audit work performed to the group auditor situated in a third country if
such documentation is necessary for the performance of the audit of consolidated financial statements of the
parent undertaking.
A statutory auditor or an audit firm that carries out the statutory audit of an undertaking which has issued
securities in a third country, or which forms part of a group issuing statutory consolidated financial statements in
a third country, may only transfer the audit working papers or other documents relating to the audit of that entity
that he, she or it holds to the competent authorities in the relevant third countries under the conditions set out in
Article 47.
The transfer of information to the group auditor situated in a third country shall comply with Chapter IV of
Directive 95/46/EC and the applicable national rules on personal data protection.
Article 24
Independence and objectivity of the statutory auditors carrying out the statutory audit on behalf of audit firms

Member States shall ensure that the owners or shareholders of an audit firm as well as the members of the
administrative, management and supervisory bodies of such a firm, or of an affiliated firm, do not intervene in the
execution of a statutory audit in any way which jeopardises the independence and objectivity of the statutory
auditor who carries out the statutory audit on behalf of the audit firm.
Article 24a
Internal organisation of statutory auditors and audit firms
1. Member States shall ensure that a statutory auditor or an audit firm complies with the following organisational
requirements:
(a) an audit firm shall establish appropriate policies and procedures to ensure that its owners or shareholders, as
well as the members of the administrative, management and supervisory bodies of the firm, or of an affiliate firm,
do not intervene in the carrying-out of a statutory audit in any way which jeopardises the independence and
objectivity of the statutory auditor who carries out the statutory audit on behalf of the audit firm;
(b) a statutory auditor or an audit firm shall have sound administrative and accounting procedures, internal
quality control mechanisms, effective procedures for risk assessment, and effective control and safeguard
arrangements for information processing systems.
Those internal quality control mechanisms shall be designed to secure compliance with decisions and procedures
at all levels of the audit firm or of the working structure of the statutory auditor;
(c) a statutory auditor or an audit firm shall establish appropriate policies and procedures to ensure that his, her
or its employees and any other natural persons whose services are placed at his, her or its disposal or under his,
her or its control, and who are directly involved in the statutory audit activities, have appropriate knowledge and
experience for the duties assigned;
(d) a statutory auditor or an audit firm shall establish appropriate policies and procedures to ensure that
outsourcing of important audit functions is not undertaken in such a way as to impair the quality of the statutory
auditor's or the audit firm's internal quality control and the ability of the competent authorities to supervise the
statutory auditor's or the audit firm's compliance with the obligations laid down in this Directive and, where
applicable, in Regulation (EU) No 537/2014;
(e) a statutory auditor or an audit firm shall establish appropriate and effective organisational and administrative
arrangements to prevent, identify, eliminate or manage and disclose any threats to their independence as referred
to in 22, 22a and 22b;
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(f) a statutory auditor or an audit firm shall establish appropriate policies and procedures for carrying out
statutory audits, coaching, supervising and reviewing employees activities and organising the structure of the audit
file as referred to in Article 24b(5);
(g) a statutory auditor or an audit firm shall establish an internal quality control system to ensure the quality of
the statutory audit.
The quality control system shall at least cover the policies and procedures described in point (f). In the case of an
audit firm, responsibility for the internal quality control system shall lie with a person who is qualified as a
statutory auditor;
(h) a statutory auditor or an audit firm shall use appropriate systems, resources and procedures to ensure
continuity and regularity in the carrying out of his, her or its statutory audit activities;
(i) a statutory auditor or an audit firm shall also establish appropriate and effective organisational and
administrative arrangements for dealing with and recording incidents which have, or may have, serious
consequences for the integrity of his, her or its statutory audit activities;
(j) a statutory auditor or an audit firm shall have in place adequate remuneration policies, including profit-sharing
policies, providing sufficient performance incentives to secure audit quality. In particular, the amount of revenue
that the statutory auditor or the audit firm derives from providing non-audit services to the audited entity shall not
form part of the performance evaluation and remuneration of any person involved in, or able to influence the
carrying out of, the audit;
(k) a statutory auditor or an audit firm shall monitor and evaluate the adequacy and effectiveness of his, her or its
systems, internal quality control mechanisms and arrangements established in accordance with this Directive and,
where applicable, Regulation (EU) No 537/2014 and take appropriate measures to address any deficiencies. A
statutory auditor or an audit firm shall in particular carry out an annual evaluation of the internal quality control
system, referred to in point (g). A statutory auditor or an audit firm shall keep records of the findings of that
evaluation and any proposed measure to modify the internal quality control system.
The policies and procedures referred to in the first subparagraph shall be documented and communicated to the
employees of the statutory auditor or the audit firm.
Member States may provide simplified requirements for the audits referred in points (b) and (c) of point 1 of Article
2.
Any outsourcing of audit functions as referred to in point (d) of this paragraph shall not affect the responsibility of
the statutory auditor or the audit firm towards the audited entity.
2. The statutory auditor or the audit firm shall take into consideration the scale and complexity of his, her or its
activities when complying with the requirements set out in paragraph 1 of this Article.
The statutory auditor or the audit firm shall be able to demonstrate to the competent authority that the policies
and procedures designed to achieve such compliance are appropriate given the scale and complexity of activities of
the statutory auditor or the audit firm.
Article 24b
Organisation of the work
1. Member States shall ensure that, when the statutory audit is carried out by an audit firm, that audit firm
designates at least one key audit partner. The audit firm shall provide the key audit partner(s) with sufficient
resources and with personnel that have the necessary competence and capabilities to carry out his, her or its
duties appropriately.
Securing audit quality, independence and competence shall be the main criteria when the audit firm selects the
key audit partner(s) to be designated.
The key audit partner(s) shall be actively involved in the carrying-out of the statutory audit.
2. When carrying out the statutory audit, the statutory auditor shall devote sufficient time to the engagement and
shall assign sufficient resources to enable him or her to carry out his or her duties appropriately.
3. Member States shall ensure that the statutory auditor or the audit firm keeps records of any breaches of the
provisions of this Directive and, where applicable, of Regulation (EU) No 537/2014. Member States may exempt
statutory auditors and audit firms from this obligation with regard to minor breaches. Statutory auditors and audit
firms shall also keep records of any consequence of any breach, including the measures taken to address such
breach and to modify their internal quality control system. They shall prepare an annual report containing an
overview of any such measures taken and shall communicate that report internally.
When a statutory auditor or an audit firm asks external experts for advice, he, she or it shall document the request
made and the advice received.
4. A statutory auditor or an audit firm shall maintain a client account record. Such record shall include the
following data for each audit client:
(a) the name, the address and the place of business;
(b) in the case of an audit firm, the name(s) of the key audit partner(s);
(c) the fees charged for the statutory audit and the fees charged for other services in any financial year.
5. A statutory auditor or an audit firm shall create an audit file for each statutory audit.
The statutory auditor or the audit firm shall document at least the data recorded pursuant to Article 22b(1) of this
Directive, and, where applicable, Articles 6 to 8 of Regulation (EU) No 537/2014.

The statutory auditor or the audit firm shall retain any other data and documents that are of importance in
support of the report referred to in Articles 28 of this Directive and, where applicable, Articles 10 and 11 of
Regulation (EU) No 537/2014 and for monitoring compliance with this Directive and other applicable legal
requirements.
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The audit file shall be closed no later than 60 days after the date of signature of the audit report referred to in
Article 28 of this Directive and, where applicable, Article 10 of Regulation (EU) No 537/2014.
6. The statutory auditor or the audit firm shall keep records of any complaints made in writing about the
performance of the statutory audits carried out.
7. Member States may lay down simplified requirements with regard to paragraphs 3 and 6 for the audits referred
to in points (b) and (c) of point 1 of Article 2.
Article 25
Audit fees
Member States shall ensure that adequate rules are in place which provide that fees for statutory audits:
(a) are not influenced or determined by the provision of additional services to the audited entity;
(b) cannot be based on any form of contingency.
Article 25a
Scope of the statutory audit
Without prejudice to the reporting requirements referred to in Article 28 of this Directive and, where applicable,
Articles 10 and 11 of Regulation (EU) No 537/2014, the scope of the statutory audit shall not include assurance on
the future viability of the audited entity or on the efficiency or effectiveness with which the management or
administrative body has conducted or will conduct the affairs of the entity.
CHAPTER V
AUDITING STANDARDS AND AUDIT REPORTING
Article 26
Auditing standards
1. Member States shall require statutory auditors and audit firms to carry out statutory audits in compliance with
international auditing standards adopted by the Commission in accordance with paragraph 3.
Member States may apply national auditing standards, procedures or requirements as long as the Commission has
not adopted an international auditing standard covering the same subject-matter.
2. For the purposes of paragraph 1, ‘international auditing standards’ means International Standards on Auditing
(ISAs), International Standard on Quality Control (ISQC 1) and other related Standards issued by the International
Federation of Accountants (IFAC) through the International Auditing and Assurance Standards Board (IAASB), in
so far as they are relevant to the statutory audit.
3. The Commission shall be empowered to adopt, by means of delegated acts in accordance with Article 48a, the
international auditing standards referred to in paragraph 1 in the area of audit practice, independence and internal
quality controls of statutory auditors and audit firms for the purposes of the application of those standards within
the Union.
The Commission may adopt the international auditing standards only if they:
(a) have been developed with proper due process, public oversight and transparency, and are generally accepted
internationally;
(b) contribute a high level of credibility and quality to the annual or consolidated financial statements in conformity
with the principles set out in Article 4(3) of Directive 2013/34/EC;
(c) are conducive to the Union public good; and
(d) do not amend any of the requirements of this Directive or supplement any of its requirements apart from those
set out in Chapter IV and Articles 27 and 28.
4. Notwithstanding the second subparagraph of paragraph 1, Member States may impose audit procedures or
requirements in addition to the international auditing standards adopted by the Commission, only
(a) if those audit procedures or requirements are necessary in order to give effect to national legal requirements
relating to the scope of statutory audits; or
(b) to the extent necessary to add to the credibility and quality of financial statements.
Member States shall communicate the audit procedures or requirements to the Commission at least three months
before their entry into force or, in the case of requirements already existing at the time of adoption of an
international auditing standard, at the latest within three months of the adoption of the relevant international
auditing standard.
5. Where a Member State requires the statutory audit of small undertakings, it may provide that application of the
auditing standards referred to in paragraph 1 is to be proportionate to the scale and complexity of the activities of
such undertakings. Member States may take measures in order to ensure the proportionate application of the
auditing standards to the statutory audits of small undertakings.
Article 27
Statutory audits of consolidated financial statements
1. Member States shall ensure that in the case of a statutory audit of the consolidated financial statements of a
group of undertakings:
(a) in relation to the consolidated financial statements, the group auditor bears the full responsibility for the audit
report referred to in Article 28 of this Directive and, where applicable, Article 10 of Regulation (EU) No 537/2014
and for, where applicable, the additional report to the audit committee as referred to in Article 11 of that
Regulation;
(b) the group auditor evaluates the audit work performed by any third-country auditor(s) or statutory auditor(s)
and third-country audit entity(ies), or audit firm(s) for the purpose of the group audit, and documents the nature,
timing and extent of the work performed by those auditors, including, where applicable, the group auditor's review
of relevant parts of those auditors' audit documentation;
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(c) the group auditor reviews the audit work performed by third-country auditor(s) or statutory auditor(s) and thirdcountry audit entity(ies) or audit firm(s) for the purpose of the group audit and documents it.
The documentation retained by the group auditor shall be such as to enable the relevant competent authority to
review the work of the group auditor.
For the purposes of point (c) of the first subparagraph of this paragraph, the group auditor shall request the
agreement of the third-country auditor(s), statutory auditor(s), third-country audit entity(ies) or audit firm(s)
concerned to the transfer of relevant documentation during the conduct of the audit of consolidated financial
statements, as a condition of the reliance by the group auditor on the work of those third-country auditor(s),
statutory auditor(s), third-country audit entity(ies) or audit firm(s).
2. Where the group auditor is unable to comply with point (c) of the first subparagraph of paragraph 1, he, she or
it shall take appropriate measures and inform the relevant competent authority.
Such measures shall, as appropriate, include carrying out additional statutory audit work, either directly or by
outsourcing such tasks, in the relevant subsidiary.
3. Where the group auditor is subject to a quality assurance review or an investigation concerning the statutory
audit of the consolidated financial statements of a group of undertakings, the group auditor shall, when requested,
make available to the competent authority the relevant documentation he, she or it retains concerning the audit
work performed by the respective third-country auditor(s), statutory auditor(s), third-country audit entity(ies) or
audit firm(s) for the purpose of the group audit, including any working papers relevant to the group audit.
The competent authority may request additional documentation on the audit work performed by any statutory
auditor(s) or audit firm(s) for the purpose of the group audit from the relevant competent authorities pursuant to
Article 36.
Where a parent undertaking or a subsidiary undertaking of a group of undertakings is audited by an auditor or
auditor(s) or an audit entity(ies) from a third country, the competent authority may request additional
documentation on the audit work performed by any third-country auditor(s) or third country audit entity(ies) from
the relevant competent authorities from third countries through the working arrangements referred to in Article 47.
By way of derogation from the third subparagraph, where a parent undertaking or a subsidiary undertaking of a
group of undertakings is audited by an auditor or auditors or an audit entity or entities from a third country that
has no working arrangements as referred to in Article 47, the group auditor shall, when requested, also be
responsible for ensuring proper delivery of the additional documentation of the audit work performed by such
third-country auditor(s) or audit entity(ies), including the working papers relevant to the group audit. In order to
ensure such delivery, the group auditor shall retain a copy of such documentation, or alternatively agree with the
third-country auditor(s) or audit entity(ies) that he, she or it is to be given unrestricted access to such
documentation upon request, or take any other appropriate action. Where audit working papers cannot, for legal or
other reasons, be passed from a third country to the group auditor, the documentation retained by the group
auditor shall include evidence that he or she has undertaken the appropriate procedures in order to gain access to
the audit documentation, and in the case of impediments other than legal ones arising from the legislation of the
third country concerned, evidence supporting the existence of such impediments.
Article 28
Audit reporting
1. The statutory auditor(s) or the audit firm(s) shall present the results of the statutory audit in an audit report.
The report shall be prepared in accordance with the requirements of auditing standards adopted by the Union or
Member State concerned, as referred to in Article 26.
2. The audit report shall be in writing and shall:
(a) identify the entity whose annual or consolidated financial statements are the subject of the statutory audit;
specify the annual or consolidated financial statements and the date and period they cover; and identify the
financial reporting framework that has been applied in their preparation;
(b) include a description of the scope of the statutory audit which shall, as a minimum, identify the auditing
standards in accordance with which the statutory audit was conducted;
(c) include an audit opinion, which shall be either unqualified, qualified or an adverse opinion and shall state
clearly the opinion of the statutory auditor(s) or the audit firm(s) as to:
(i) whether the annual financial statements give a true and fair view in accordance with the relevant financial
reporting framework; and,
(ii) where appropriate, whether the annual financial statements comply with statutory requirements.
If the statutory auditor(s) or the audit firm(s) are unable to express an audit opinion, the report shall contain a
disclaimer of opinion;
(d) refer to any other matters to which the statutory auditor(s) or the audit firm(s) draw(s) attention by way of
emphasis without qualifying the audit opinion;
(e) include an opinion and statement, both of which shall be based on the work undertaken in the course of the
audit, referred to in the second subparagraph of Article 34(1) of Directive 2013/34/EU;
(f) provide a statement on any material uncertainty relating to events or conditions that may cast significant doubt
about the entity's ability to continue as a going concern;
(g) identify the place of establishment of the statutory auditor(s) or the audit firm(s).
Member States may lay down additional requirements in relation to the content of the audit report.
3. Where the statutory audit was carried out by more than one statutory auditor or audit firm, the statutory
auditor(s) or the audit firm(s) shall agree on the results of the statutory audit and submit a joint report and opinion.
In the case of disagreement, each statutory auditor or audit firm shall submit his, her or its opinion in a separate
paragraph of the audit report and shall state the reason for the disagreement.
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4. The audit report shall be signed and dated by the statutory auditor. Where an audit firm carries out the
statutory audit, the audit report shall bear the signature of at least the statutory auditor(s) carrying out the
statutory audit on behalf of the audit firm. Where more than one statutory auditor or audit firm have been
simultaneously engaged, the audit report shall be signed by all statutory auditors or at least by the statutory
auditors carrying out the statutory audit on behalf of every audit firm. In exceptional circumstances Member
States may provide that such signature(s) need not be disclosed to the public if such disclosure could lead to an
imminent and significant threat to the personal security of any person.
In any event, the name(s) of the person(s) involved shall be known to the relevant competent authorities.
5. The report of the statutory auditor or the audit firm on the consolidated financial statements shall comply with
the requirements set out in paragraphs 1 to 4. In reporting on the consistency of the management report and the
financial statements as required by point (e) of paragraph 2, the statutory auditor or the audit firm shall consider
the consolidated financial statements and the consolidated management report. Where the annual financial
statements of the parent undertaking are attached to the consolidated financial statements, the reports of the
statutory auditors or the audit firms required by this Article may be combined.
CHAPTER VI
QUALITY ASSURANCE
Article 29
Quality assurance systems
1. Each Member State shall ensure that all statutory auditors and audit firms are subject to a system of quality
assurance which meets at least the following criteria:
(a) the quality assurance system shall be organised in such a manner that it is independent of the reviewed
statutory auditors and audit firms and is subject to public oversight;
(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 on the basis of an analysis of the risk and, in the case of statutory
auditors and audit firms carrying out statutory audits as defined in point (a) of point 1 of Article 2, 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;
(k) quality assurance reviews shall be appropriate and proportionate in view of the scale and complexity of the
activity of the reviewed statutory auditor or audit firm.
If the recommendations referred to in point (j) are not followed up, the statutory auditor or audit firm shall, if
applicable, be subject to the system of disciplinary actions or penalties referred to in Article 30.
2. For the purpose of point (e) of paragraph 1, at least the following criteria shall apply to the selection of
reviewers:
(a) reviewers shall have appropriate professional education and relevant experience in statutory audit and financial
reporting combined with specific training on quality assurance reviews;
(b) a person shall not be allowed to act as a reviewer in a quality assurance review of a statutory auditor or an
audit firm until at least three years have elapsed since that person ceased to be a partner or an employee of, or
otherwise associated with, that statutory auditor or audit firm;
(c) reviewers shall declare that there are no conflicts of interest between them and the statutory auditor and the
audit firm to be reviewed.
3. For the purpose of point (k) of paragraph 1, Member States shall require competent authorities, when
undertaking quality assurance reviews of the statutory audits of annual or consolidated financial statements of
medium-sized and small undertakings, to take account of the fact that the auditing standards adopted in
accordance with Article 26 are designed to be applied in a manner that is proportionate to the scale and complexity
of the business of the audited entity.

CHAPTER VII
INVESTIGATIONS AND SANCTIONS
Article 30
Systems of investigations and sanctions
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1. Member States shall ensure that there are effective systems of investigations and sanctions to detect, correct
and prevent inadequate execution of the statutory audit.
2. Without prejudice to Member States' civil liability regimes, Member States shall provide for effective,
proportionate and dissuasive sanctions in respect of statutory auditors and audit firms, where statutory audits are
not carried out in conformity with the provisions adopted in the implementation of this Directive, and, where
applicable, Regulation (EU) No 537/2014.
Member States may decide not to lay down rules for administrative sanctions for infringements which are already
subject to national criminal law. In that event, they shall communicate to the Commission the relevant criminal
law provisions.
3. Member States shall provide that measures taken and sanctions imposed on statutory auditors and audit firms
are to be appropriately disclosed to the public. Sanctions shall include the possibility of withdrawal of approval.
Member States may decide that such disclosure shall not contain personal data within the meaning of point (a) of
Article 2 of Directive 95/46/EC.
4. By 17 June 2016 the Member States shall notify the rules referred to in paragraph 2 to the Commission. They
shall notify the Commission without delay of any subsequent amendment thereto.
Article 30a
Sanctioning powers
1. Member States shall provide for competent authorities to have the power to take and/or impose at least the
following administrative measures and sanctions for breaches of the provisions of this Directive and, where
applicable, of Regulation (EU) No 537/2014:
(a) a notice requiring the natural or legal person responsible for the breach to cease the conduct and to abstain
from any repetition of that conduct;
(b) a public statement which indicates the person responsible and the nature of the breach, published on the
website of competent authorities;
(c) a temporary prohibition, of up to three years' duration, banning the statutory auditor, the audit firm or the key
audit partner from carrying out statutory audits and/or signing audit reports;
(d) a declaration that the audit report does not meet the requirements of Article 28 of this Directive or, where
applicable, Article 10 of Regulation (EU) No 537/2014;
(e) a temporary prohibition, of up to three years' duration, banning a member of an audit firm or a member of an
administrative or management body of a public-interest entity from exercising functions in audit firms or publicinterest entities;
(f) the imposition of administrative pecuniary sanctions on natural and legal persons.
2. Member States shall ensure that the competent authorities are able to exercise their sanctioning powers in
accordance with this Directive and national law and in any of the following ways:
(a) directly;
(b) in collaboration with other authorities;
(c) by application to the competent judicial authorities.
3. Member States may confer on competent authorities other sanctioning powers in addition to those referred to in
paragraph 1.
4. By way of derogation from paragraph 1, Member States may confer on authorities supervising public-interest
entities, when they are not designated as the competent authority pursuant to Article 20(2) of Regulation (EU) No
537/2014, powers to impose sanctions for breaches of reporting duties provided for by that Regulation.
Article 30b
Effective application of sanctions
When laying down rules pursuant to Article 30, Member States shall require that, when determining the type and
level of administrative sanctions and measures, competent authorities are to take into account all relevant
circumstances, including where appropriate:
(a) the gravity and the duration of the breach;
(b) the degree of responsibility of the responsible person;
(c) the financial strength of the responsible person, for example as indicated by the total turnover of the responsible
undertaking or the annual income of the responsible person, if that person is a natural person;
(d) the amounts of the profits gained or losses avoided by the responsible person, in so far as they can be
determined;
(e) the level of cooperation of the responsible person with the competent authority;
(f) previous breaches by the responsible legal or natural person.
Additional factors may be taken into account by competent authorities, where such factors are specified in national
law.
Article 30c
Publication of sanctions and measures
1. Competent authorities shall publish on their official website at least any administrative sanction imposed for
breach of the provisions of this Directive or of Regulation (EU) No 537/2014 in respect of which all rights of appeal
have been exhausted or have expired, as soon as reasonably practicable immediately after the person sanctioned
has been informed of that decision, including information concerning the type and nature of the breach and the
identity of the natural or legal person on whom the sanction has been imposed.
Where Member States permit publication of sanctions which are subject to appeal, competent authorities shall, as
soon as reasonably practicable, also publish on their official website information concerning the status and
outcome of any appeal.
2. Competent authorities shall publish the sanctions imposed on an anonymous basis, and in a manner which is
in conformity with national law, in any of the following circumstances:
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(a) where, in the event that the sanction is imposed on a natural person, publication of personal data is shown to
be disproportionate by an obligatory prior assessment of the proportionality of such publication;
(b) where publication would jeopardise the stability of financial markets or an ongoing criminal investigation;
(c) where publication would cause disproportionate damage to the institutions or individuals involved.
3. Competent authorities shall ensure that any publication in accordance with paragraph 1 is of proportionate
duration and that it remains on their official website for a minimum period of five years after all rights of appeal
have been exhausted or have expired.
The publication of sanctions and measures and of any public statement shall respect fundamental rights as laid
down in the Charter of Fundamental Rights of the European Union, in particular the right to respect for private
and family life and the right to the protection of personal data. Member States may decide that such publication or
any public statement is not to contain personal data within the meaning of point (a) of Article 2 of Directive
95/46/EC.
Article 30d
Appeal
Member States shall ensure that decisions taken by the competent authority in accordance with this Directive and
Regulation (EU) No 537/2014 are subject to a right of appeal.
Article 30e
Reporting of breaches
1. Member States shall ensure that effective mechanisms are established to encourage reporting of breaches of
this Directive or of Regulation (EU) No 537/2014 to the competent authorities.
2. The mechanisms referred to in paragraph 1 shall include at least:
(a) specific procedures for the receipt of reports of breaches and their follow-up;
(b) protection of personal data concerning both the person who reports the suspected or actual breach and the
person who is suspected of committing, or who has allegedly committed that breach, in compliance with the
principles laid down in Directive 95/46/EC;
(c) appropriate procedures to ensure the right of the accused person to a defence and to be heard before the
adoption of a decision concerning him or her, and the right to seek an effective remedy before a tribunal against
any decision or measure concerning him or her.
3. Member States shall ensure that audit firms establish appropriate procedures for their employees to report
potential or actual breaches of this Directive or of Regulation (EU) No 537/2014 internally through a specific
channel.
Article 30f
Exchange of information
1. Competent authorities shall provide the CEAOB annually with aggregated information regarding all
administrative measures and all sanctions imposed in accordance with this chapter. The CEAOB shall publish that
information in an annual report.
2. Competent authorities shall immediately communicate to the CEAOB all temporary prohibitions referred to in
points c) and e) of Article 30a(1).
CHAPTER VIII
PUBLIC OVERSIGHT AND REGULATORY ARRANGEMENTS BETWEEN MEMBER STATES
Article 32
Principles of public oversight
1. Member States shall organise an effective system of public oversight for statutory auditors and audit firms
based on the principles set out in paragraphs 2 to 7, and shall designate a competent authority responsible for
such oversight.
2. All statutory auditors and audit firms shall be subject to public oversight.
3. The competent authority shall be governed by non-practitioners who are knowledgeable in the areas relevant to
statutory audit. They shall be selected in accordance with an independent and transparent nomination procedure.
The competent authority may engage practitioners to carry out specific tasks and may also be assisted by experts
when this is essential for the proper fulfilment of its tasks. In such instances, both the practitioners and the
experts shall not be involved in any decision-making of the competent authority.
4. The competent authority shall have the ultimate responsibility for the oversight of:
(a) the approval and registration of statutory auditors and audit firms;
(b) the adoption of standards on professional ethics, internal quality control of audit firms and auditing, except
where those standards are adopted or approved by other Member State authorities;
(c) continuing education;
(d) quality assurance systems;
(e) investigative and administrative disciplinary systems.
4a. Member States shall designate one or more competent authorities to carry out the tasks provided for in this
Directive. Member States shall designate only one competent authority bearing the ultimate responsibility for the
tasks referred in this Article except for the purpose of the statutory audit of cooperatives, savings banks or similar
entities as referred to in Article 45 of Directive 86/635/EEC, or a subsidiary or legal successor of a cooperative,
savings bank or similar entity as referred to in Article 45 of Directive 86/635/EEC.
Member States shall inform the Commission of their designation.
The competent authorities shall be organised in such a manner that conflicts of interests are avoided.
4b. Member States may delegate or allow the competent authority to delegate any of its tasks to other authorities
or bodies designated or otherwise authorised by law to carry out such tasks.
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The delegation shall specify the delegated tasks and the conditions under which they are to be carried out. The
authorities or bodies shall be organised in such a manner that conflicts of interest are avoided.
Where the competent authority delegates tasks to other authorities or bodies, it shall be able to reclaim the
delegated competences on a case-by-case basis.
5. The competent authority shall have the right, where necessary, to initiate and conduct investigations in relation
to statutory auditors and audit firms and the right to take appropriate action.
Where a competent authority engages experts to carry out specific assignments, it shall ensure that there are no
conflicts of interest between those experts and the statutory auditor or the audit firm in question. Such experts
shall comply with the same requirements as those provided for in point (a) of Article 29(2).
The competent authority shall be given the powers necessary to enable it to carry out its tasks and responsibilities
under this Directive.
6. The competent authority shall be transparent. This shall include the publication of annual work programmes
and activity reports.
7. The system of public oversight shall be adequately funded and shall have adequate resources to initiate and
conduct investigations, as referred to in paragraph 5. The funding of the public oversight system shall be secure
and free from any undue influence by statutory auditors or audit firms.
Article 33
Cooperation between public oversight systems at Community level
Member States shall ensure that regulatory arrangements for public oversight systems permit effective cooperation
at Community level in respect of Member States' oversight activities. To that end, each Member State shall make
one entity specifically responsible for ensuring that cooperation.
Article 34
Mutual recognition of regulatory arrangements between Member States
1. Regulatory arrangements of Member States shall respect the principle of home-country regulation and oversight
by the Member State in which the statutory auditor or audit firm is approved and the audited entity has its
registered office.
Without prejudice to the first subparagraph, audit firms approved in one Member State that perform audit services
in another Member State pursuant to Article 3a shall be subject to quality assurance review in the home Member
State and oversight in the host Member State of any audit carried out there.
2. In the case of a statutory audit of consolidated financial statements, the Member State requiring that statutory
audit may not impose additional requirements in relation to the statutory audit concerning registration, quality
assurance review, auditing standards, professional ethics and independence on a statutory auditor or an audit firm
carrying out a statutory audit of a subsidiary established in another Member State.
3. In the case of a company whose securities are traded on a regulated market in a Member State other than that
in which that company has its registered office, the Member State in which the securities are traded may not
impose any additional requirements in relation to the statutory audit concerning registration, quality assurance
review, auditing standards, professional ethics and independence on a statutory auditor or an audit firm carrying
out the statutory audit of the annual or consolidated financial statements of that company.
4. Where a statutory auditor or an audit firm is registered in any Member State as a consequence of approval in
accordance with Article 3 or Article 44 and that statutory auditor or audit firm provides audit reports concerning
annual financial statements or consolidated financial statements as referred to in Article 45(1), the Member State
in which the statutory auditor or the audit firm is registered shall subject that statutory auditor or audit firm to its
systems of oversight, its quality assurance systems and its systems of investigation and sanctions.
Article 36
Professional secrecy and regulatory cooperation between Member States
1. The competent authorities of Member States responsible for approval, registration, quality assurance,
inspection and discipline, the competent authorities designated in accordance with Article 20 of Regulation (EU) No
537/2014 and the relevant European Supervisory Authorities shall cooperate with each other whenever necessary
for the purpose of carrying out their respective responsibilities and tasks under this Directive and Regulation (EU)
No 537/2014. The competent authorities in a Member State shall render assistance to competent authorities in
other Member States and to the relevant European Supervisory Authorities. In particular, competent authorities
shall exchange information and cooperate in investigations relating to the carrying-out of statutory audits.
2. The obligation of professional secrecy shall apply to all persons who are employed or who have been employed
by competent authorities. Information covered by professional secrecy may not be disclosed to any other person or
authority except by virtue of the laws, regulations or administrative procedures of a Member State.
3. Paragraph 2 shall not prevent competent authorities from exchanging confidential information. Information
thus exchanged shall be covered by the obligation of professional secrecy, to which persons employed or formerly
employed by competent authorities are subject. The obligation of professional secrecy shall also apply to any other
person to whom the competent authorities have delegated tasks in relation to the purposes set out in this Directive.
4. Competent authorities shall, on request, and without undue delay, supply any information required for the
purpose referred to in paragraph 1. Where necessary, the competent authorities receiving any such request shall,
without undue delay, take the necessary measures to gather the required information. Information thus supplied
shall be covered by the obligation of professional secrecy to which the persons employed or formerly employed by
the competent authorities that received the information are subject.
If the requested competent authority is not able to supply the required information without undue delay, it shall
notify the requesting competent authority of the reasons therefor.
The competent authorities may refuse to act on a request for information where:
(a) supplying information might adversely affect the sovereignty, security or public order of the requested Member
State or breach national security rules; or
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(b) judicial proceedings have already been initiated in respect of the same actions and against the same persons
before the authorities of the requested Member State; or
(c) final judgment has already been passed in respect of the same actions and on the same persons by the
competent authorities of the requested Member State.
Without prejudice to the obligations to which they are subject in judicial proceedings, competent authorities or
European Supervisory Authorities which receive information pursuant to paragraph 1 may use it only for the
exercise of their functions within the scope of this Directive or Regulation (EU) No 537/2014 and in the context of
administrative or judicial proceedings specifically related to the exercise of those functions.
4a. Member States may allow competent authorities to transmit to the competent authorities responsible for
supervising public-interest entities, to central banks, to the European System of Central Banks and to the
European Central Bank, in their capacity as monetary authorities, and to the European Systemic Risk Board,
confidential information intended for the performance of their tasks. Such authorities or bodies shall not be
prevented from communicating to the competent authorities information that the competent authorities may need
in order to carry out their duties under Regulation (EU) No 537/2014.
5. Where a competent authority concludes that activities contrary to the provisions of this Directive are being or
have been carried out on the territory of another Member State, it shall notify the competent authority of the other
Member State of that conclusion in as specific a manner as possible. The competent authority of the other Member
State shall take appropriate action. It shall inform the notifying competent authority of the outcome and, to the
extent possible, of significant interim developments.
6. A competent authority of one Member State may also request that an investigation be carried out by the
competent authority of another Member State on the latter's territory.
It may further request that some of its own personnel be allowed to accompany the personnel of the competent
authority of that other Member State in the course of the investigation.
The investigation shall be subject throughout to the overall control of the Member State on whose territory it is
conducted.
The competent authorities may refuse to act on a request for an investigation to be carried out as provided for in
the first subparagraph, or on a request for its personnel to be accompanied by personnel of a competent authority
of another Member State as provided for in the second subparagraph, where:
(a) such an investigation might adversely affect the sovereignty, security or public order of the requested Member
State or breach national security rules; or
(b) judicial proceedings have already been initiated in respect of the same actions and against the same persons
before the authorities of the requested Member State; or
(c) final judgment has already been passed in respect of the same actions on such persons by the competent
authorities of the requested Member State.
CHAPTER IX
APPOINTMENT AND DISMISSAL
Article 37
Appointment of statutory auditors or audit firms
1. The statutory auditor or audit firm shall be appointed by the general meeting of shareholders or members of the
audited entity.
2. Member States may allow alternative systems or modalities for the appointment of the statutory auditor or
audit firm, provided that those systems or modalities are designed to ensure the independence of the statutory
auditor or audit firm from the executive members of the administrative body or from the managerial body of the
audited entity.
3. Any contractual clause restricting the choice by the general meeting of shareholders or members of the audited
entity pursuant to paragraph 1 to certain categories or lists of statutory auditors or audit firms as regards the
appointment of a particular statutory auditor or audit firm to carry out the statutory audit of that entity shall be
prohibited. Any such existing clauses shall be null and void.
Article 38
Dismissal and resignation of statutory auditors or audit firms
1. Member States shall ensure that statutory auditors or audit firms may be dismissed only where there are
proper grounds. Divergence of opinions on accounting treatments or audit procedures shall not be proper grounds
for dismissal.
2. Member States shall ensure that the audited entity and the statutory auditor or audit firm inform the authority
or authorities responsible for public oversight concerning the dismissal or resignation of the statutory auditor or
audit firm during the term of appointment and give an adequate explanation of the reasons therefor.
3. In the case of a statutory audit of a public-interest entity, Member States shall ensure that it is permissible for
(a) shareholders representing 5 % or more of the voting rights or of the share capital;
(b) the other bodies of the audited entities when defined by national legislation; or
(c) the competent authorities referred to in Article 32 of this Directive or designated in accordance with Article 20(1)
of Regulation (EU) No 537/2014 or, when provided for by national law, with Article 20(2) of that Regulation,
to bring a claim before a national court for the dismissal of the statutory auditor(s) or the audit firm(s) where there
are proper grounds for so doing.
CHAPTER X
AUDIT COMMITTEE
Article 39
Audit committee
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1. Member States shall ensure that each public-interest entity has an audit committee. The audit committee shall
be either a stand-alone committee or a committee of the administrative body or supervisory body of the audited
entity. It shall be composed of non-executive members of the administrative body and/or members of the
supervisory body of the audited entity and/or members appointed by the general meeting of shareholders of the
audited entity or, for entities without shareholders, by an equivalent body.
At least one member of the audit committee shall have competence in accounting and/or auditing.
The committee members as a whole shall have competence relevant to the sector in which the audited entity is
operating.
A majority of the members of the audit committee shall be independent of the audited entity. The chairman of the
audit committee shall be appointed by its members or by the supervisory body of the audited entity, and shall be
independent of the audited entity. Member States may require the chairman of the audit committee to be elected
annually by the general meeting of shareholders of the audited entity.
2. By way of derogation from paragraph 1, Member States may decide that in the case of public-interest entities
which meet the criteria set out in points (f) and (t) of Article 2(1) of Directive 2003/71/EC of the European
Parliament and of the Council ( 23 ), the functions assigned to the audit committee may be performed by the
administrative or supervisory body as a whole, provided that where the chairman of such a body is an executive
member, he or she shall not act as chairman whilst such body is performing the functions of the audit committee.
Where an audit committee forms part of the administrative body or of the supervisory body of the audited entity in
accordance with paragraph 1, Member States may permit or require the administrative body or the supervisory
body, as appropriate, to perform the functions of the audit committee for the purpose of the obligations set out in
this Directive and in Regulation (EU) No 537/2014.
3. By way of derogation from paragraph 1, Member States may decide that the following public-interest entities are
not required to have an audit committee:
(a) any public-interest entity which is a subsidiary undertaking within the meaning of point 10 of Article 2 of
Directive 2013/34/EU if that entity fulfils the requirements set out in paragraphs 1, 2 and 5 of this Article, Article
11(1), Article 11(2) and Article 16(5) of Regulation (EU) No 537/2014 at group level;
(b) any public-interest entity which is an UCITS as defined in Article 1(2) of Directive 2009/65/EC of the European
Parliament and of the Council ( 24 ) or an alternative investment fund (AIF) as defined in Article 4(1)(a) of Directive
2011/61/EU of the European Parliament and of the Council ( 25 );
(c) any public-interest entity the sole business of which is to act as an issuer of asset backed securities as defined
in point 5 of Article 2 of Commission Regulation (EC) No 809/2004 ( 26 );
(d) any credit institution within the meaning of point 1 of Article 3(1) of Directive 2013/36/EU whose shares are
not admitted to trading on a regulated market of any Member State within the meaning of point 14 of Article 4(1) of
Directive 2004/39/EC and which has, in a continuous or repeated manner, issued only debt securities admitted to
trading in a regulated market, provided that the total nominal amount of all such debt securities remains below
EUR 100 000 000 and that it has not published a prospectus under Directive 2003/71/EC.
The public-interest entities referred to in point (c) shall explain to the public the reasons why they consider that it
is not appropriate for them to have either an audit committee or an administrative or supervisory body entrusted to
carry out the functions of an audit committee.
4. By way of derogation from paragraph 1, Member States may require or allow a public-interest entity not to have
an audit committee provided that it has a body or bodies performing equivalent functions to an audit committee,
established and functioning in accordance with provisions in place in the Member State in which the entity to be
audited is registered. In such a case the entity shall disclose which body carries out those functions and how that
body is composed.
5. Where all members of the audit committee are members of the administrative or supervisory body of the
audited entity, the Member State may provide that the audit committee is to be exempt from the independence
requirements laid down in the fourth subparagraph of paragraph 1.
6. Without prejudice to the responsibility of the members of the administrative, management or supervisory bodies,
or of other members who are appointed by the general meeting of shareholders of the audited entity, the audit
committee shall, inter alia:
(a) inform the administrative or supervisory body of the audited entity of the outcome of the statutory audit and
explain how the statutory audit contributed to the integrity of financial reporting and what the role of the audit
committee was in that process;
(b) monitor the financial reporting process and submit recommendations or proposals to ensure its integrity;
(c) monitor the effectiveness of the undertaking's internal quality control and risk management systems and, where
applicable, its internal audit, regarding the financial reporting of the audited entity, without breaching its
independence;
(d) monitor the statutory audit of the annual and consolidated financial statements, in particular, its performance,
taking into account any findings and conclusions by the competent authority pursuant to Article 26(6) of
Regulation (EU) No 537/2014;
(e) review and monitor the independence of the statutory auditors or the audit firms in accordance with Articles 22,
22a, 22b, 24a and 24b of this Directive and Article 6 of Regulation (EU) No 537/2014, and in particular the
appropriateness of the provision of non-audit services to the audited entity in accordance with Article 5 of that
Regulation;
(f) be responsible for the procedure for the selection of statutory auditor(s) or audit firm(s) and recommend the
statutory auditor(s) or the audit firm(s) to be appointed in accordance with Article 16 of Regulation (EU) No
537/2014 except when Article 16(8) of Regulation (EU) No 537/2014 is applied.
CHAPTER XI
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INTERNATIONAL ASPECTS
Article 44
Approval of auditors from third countries
1. Subject to reciprocity, the competent authorities of a Member State may approve a third-country auditor as
statutory auditor if that person has furnished proof that he or she complies with requirements equivalent to those
laid down in Articles 4 and 6 to 13.
2. The competent authorities of a Member State shall, before granting approval to a third-country auditor who
meets the requirements of paragraph 1, apply the requirements laid down in Article 14.
Article 45
Registration and oversight of third-country auditors and audit entities
1. The competent authorities of a Member State shall, in accordance with Articles 15, 16 and 17, register every
third-country auditor and audit entity, where that third-country auditor or audit entity provides an audit report
concerning the annual or consolidated financial statements of an undertaking incorporated outside the Union
whose transferable securities are admitted to trading on a regulated market of that Member State within the
meaning of point 14 of Article 4(1) of Directive 2004/39/EC, except when the undertaking in question is an issuer
exclusively of outstanding debt securities for which one of the following applies:
(a) they have been admitted to trading on a regulated market in a Member State within the meaning of point (c) of
Article 2(1) of Directive 2004/109/EC of the European Parliament and of the Council ( 27 ) prior to 31 December
2010 and the denomination per unit of which is, at the date of issue, at least EUR 50 000 or, in the case of debt
securities denominated in another currency, equivalent, at the date of issue, to at least EUR 50 000;
(b) they are admitted to trading on a regulated market in a Member State within the meaning of point (c) of Article
2(1) of Directive 2004/109/EC from 31 December 2010 and the denomination per unit of which is, at the date of
issue, at least EUR 100 000 or, in case of debt securities denominated in another currency, equivalent, at the date
of issue, to at least EUR 100 000.
2. Articles 18 and 19 shall apply.
3. Member States shall subject registered third-country auditors and audit entities to their systems of oversight,
their quality assurance systems and their systems of investigation and penalties. A Member State may exempt a
registered third-country auditor or audit entity from being subject to its quality assurance system if another
Member State's or third country's system of quality assurance that has been assessed as equivalent in accordance
with Article 46 has carried out a quality review of the third-country auditor or audit entity concerned during the
previous three years.
4. Without prejudice to Article 46, audit reports concerning annual accounts or consolidated accounts referred to
in paragraph 1 of this Article issued by third-country auditors or audit entities that are not registered in the
Member State shall have no legal effect in that Member State.
5. A Member State may register a third-country audit entity only if:
(b) the majority of the members of the administrative or management body of the third-country audit entity meet
requirements which are equivalent to those laid down in Articles 4 to 10;
(c) the third-country auditor carrying out the audit on behalf of the third-country audit entity meets requirements
which are equivalent to those laid down in Articles 4 to 10;
(d) the audits of the annual or consolidated financial statements referred to in paragraph 1 are carried out in
accordance with international auditing standards as referred to in Article 26, as well as the requirements laid down
in Articles 22, 22b and 25, or with equivalent standards and requirements;
(e) it publishes on its website an annual transparency report which includes the information referred to in Article
13 of Regulation (EU) No 537/2014 or it complies with equivalent disclosure requirements.
5a. A Member State may register a third-country auditor only if he or she meets the requirements set out in points
(c), (d) and (e) of paragraph 5 of this Article.
6. In order to ensure uniform conditions of application of point (d) of paragraph 5 of this Article, the Commission
shall be empowered to decide upon the equivalence referred to therein by means of implementing acts. Those
implementing acts shall be adopted in accordance with the examination procedure referred to in Article 48(2).
Member States may assess the equivalence referred to in point (d) of paragraph 5 of this Article as long as the
Commission has not taken any such decision.
The Commission shall be empowered to adopt delegated acts in accordance with Article 48a for the purpose of
establishing the general equivalence criteria to be used in assessing whether the audits of the financial statements
referred to in paragraph 1 of this Article are carried out in accordance with international auditing standards as
referred to in Article 26 and the requirements laid down in Articles 22, 24 and 25. Such criteria, which are
applicable to all third countries, shall be used by Member States when assessing equivalence at national level.
Article 46
Derogation in the case of equivalence
1. Member States may disapply or modify the requirements in Article 45(1) and (3) on the basis of reciprocity only
if the third-country auditors or audit entities are subject to systems of public oversight, quality assurance and
investigations and penalties in the third country that meet requirements equivalent to those of Articles 29, 30 and
32.
2. In order to ensure uniform conditions for the application of paragraph 1 of this Article, the Commission shall be
empowered to decide upon the equivalence referred to therein by means of implementing acts. Those implementing
acts shall be adopted in accordance with the examination procedure referred to in Article 48(2). Once the
Commission has recognised the equivalence referred to in paragraph 1 of this Article, Member States may decide to
rely on such equivalence partially or entirely and thus to disapply or modify the requirements in Article 45(1) and
(3) partially or entirely. Member States may assess the equivalence referred to in paragraph 1 of this Article or rely
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on the assessments carried out by other Member States as long as the Commission has not taken any such
decision. If the Commission decides that the requirement of equivalence referred to in paragraph 1 of this Article is
not complied with, it may allow the third-country auditors and third-country audit entities concerned to continue
their audit activities in accordance with the requirements of the relevant Member State during an appropriate
transitional period.
The Commission shall be empowered to adopt delegated acts in accordance with Article 48a for the purpose of
establishing the general equivalence criteria, based on the requirements laid down in Articles 29, 30 and 32, which
are to be used in assessing whether the public oversight, quality assurance, investigation and sanctions systems of
a third country are equivalent to those of the Union. Such general criteria shall be used by Member States when
assessing equivalence at national level in the absence of a Commission decision in respect of the third country
concerned.
3. Member States shall communicate to the Commission:
(a) their assessments of the equivalence referred to in paragraph 2; and
(b) the main elements of their cooperative arrangements with third-country systems of public oversight, quality
assurance and investigations and penalties, on the basis of paragraph 1.
Article 47
Cooperation with competent authorities from third countries
1. Member States may allow the transfer to the competent authorities of a third country of audit working papers
or other documents held by statutory auditors or audit firms approved by them, and of inspection or investigation
reports relating to the audits in question, provided that:
(a) those audit working papers or other documents relate to audits of companies which have issued securities in
that third country or which form part of a group issuing statutory consolidated financial statements in that third
country;
(b) the transfer takes place via the home competent authorities to the competent authorities of that third country
and at their request;
(c) the competent authorities of the third country concerned meet requirements which have been declared adequate
in accordance with paragraph 3;
(d) there are working arrangements on the basis of reciprocity agreed between the competent authorities
concerned;
(e) the transfer of personal data to the third country is in accordance with Chapter IV of Directive 95/46/EC.
2. The working arrangements referred to in paragraph 1(d) shall ensure that:
(a) justification as to the purpose of the request for audit working papers and other documents is provided by the
competent authorities;
(b) the persons employed or formerly employed by the competent authorities of the third country that receive the
information are subject to obligations of professional secrecy;
(ba) the protection of the commercial interests of the audited entity, including its industrial and intellectual
property, is not undermined;
(c) the competent authorities of the third country may use audit working papers and other documents only for the
exercise of their functions of public oversight, quality assurance and investigations that meet requirements
equivalent to those of Articles 29, 30 and 32;
(d) the request from a competent authority of a third country for audit working papers or other documents held by
a statutory auditor or audit firm can be refused:
— where the provision of those working papers or documents would adversely affect the sovereignty, security or
public order of the Community or of the requested Member State, or
— where judicial proceedings have already been initiated in respect of the same actions and against the same
persons before the authorities of the requested Member State, or
— where final judgment has already been passed in respect of the same actions and on the same statutory
auditors or audit firms by the competent authorities of the requested Member State.
3. In order to facilitate cooperation, the Commission shall be empowered to decide upon the adequacy referred to
in point (c) of paragraph 1 of this Article by means of implementing acts. Those implementing acts shall be adopted
in accordance with the examination procedure referred to in Article 48(2). Member States shall take the measures
necessary to comply with the Commission's decision.
The Commission shall be empowered to adopt delegated acts in accordance with Article 48a for the purpose of
establishing the general adequacy criteria in accordance with which the Commission is to assess whether the
competent authorities of third countries may be recognised as adequate to cooperate with the competent
authorities of Member States on the exchange of audit working papers or other documents held by statutory
auditors and audit firms. The general adequacy criteria shall be based on the requirements of Article 36 or
essentially equivalent functional results relating to a direct exchange of audit working papers or other documents
held by statutory auditors or audit firms.
4. In exceptional cases and by way of derogation from paragraph 1, Member States may allow statutory auditors
and audit firms approved by them to transfer audit working papers and other documents directly to the competent
authorities of a third country, provided that:
(a) investigations have been initiated by the competent authorities in that third country;
(b) the transfer does not conflict with the obligations with which statutory auditors and audit firms are required to
comply in relation to the transfer of audit working papers and other documents to their home competent authority;
(c) there are working arrangements with the competent authorities of that third country that allow the competent
authorities in the Member State reciprocal direct access to audit working papers and other documents of that
third-country's audit entities;
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(d) the requesting competent authority of the third country informs in advance the home competent authority of
the statutory auditor or audit firm of each direct request for information, indicating the reasons therefor;
(e) the conditions referred to in paragraph 2 are respected.
6. Member States shall communicate to the Commission the working arrangements referred to in paragraphs 1
and 4.
CHAPTER XII
TRANSITIONAL AND FINAL PROVISIONS
Article 48
Committee procedure
1. The Commission shall be assisted by a committee (hereinafter referred to as ‘the Committee’). That committee
shall be a committee within the meaning of Regulation (EU) No 182/2011 of the European Parliament and of the
Council ( 28 ).
2. Where reference is made to this paragraph, Article 5 of Regulation (EU) No 182/2011 shall apply.
▼M1
2a. Where reference is made to this paragraph, Article 5a(1) to (4) and Article 7 of Decision 1999/468/EC shall
apply, having regard to the provisions of Article 8 thereof.
▼M1
3. By 31 December 2010 and, thereafter, at least every three years, the Commission shall review the provisions
concerning its implementing powers and present a report to the European Parliament and to the Council on the
functioning of those powers. The report shall examine, in particular, the need for the Commission to propose
amendments to this Directive in order to ensure the appropriate scope of the implementing powers conferred on
the Commission. The conclusion as to whether or not an amendment is necessary shall be accompanied by a
detailed statement of reasons. If necessary, the report shall be accompanied by a legislative proposal to amend the
provisions conferring implementing powers on the Commission.
Article 48a
Exercise of the delegation
1. The power to adopt delegated acts is conferred on the Commission subject to the conditions laid down in this
Article.
2. The power to adopt delegated acts referred to in Articles 26(3), 45(6), 46(2) and 47(3) shall be conferred on the
Commission for a period of five years from 16 June 2014. The Commission shall draw up a report in respect of the
delegation of power not later than nine months before the end of the five-year period. The delegation of power shall
be tacitly extended for periods of an identical duration, unless the European Parliament or the Council opposes
such extension not later than three months before the end of each period.
3. The delegation of power referred to in Articles 26(3), 45(6), 46(2) and 47(3) may be revoked at any time by the
European Parliament or by the Council. A decision to revoke shall put an end to the delegation of the power
specified in that decision. It shall take effect the day following the publication of the decision in the Official Journal
of the European Union or at a later date specified therein. It shall not affect the validity of any delegated acts
already in force.
4. As soon as it adopts a delegated act, the Commission shall notify it simultaneously to the European Parliament
and to the Council.
5. A delegated act adopted pursuant to Articles 26(3), 45(6), 46(2) and 47(3) shall enter into force only if no
objection has been expressed either by the European Parliament or the Council within a period of four months of
notification of that act to the European Parliament and the Council or if, before the expiry of that period, the
European Parliament and the Council have both informed the Commission that they will not object. That period
shall be extended by two months at the initiative of the European Parliament or of the Council.
Article 50
Repeal of Directive 84/253/EEC
Directive 84/253/EEC shall be repealed with effect from 29 June 2006. References to the repealed Directive shall
be construed as references to this Directive.
Article 51
Transitional provision
Statutory auditors or audit firms that are approved by the competent authorities of the Member States in
accordance with Directive 84/253/EEC before the entry into force of the provisions referred to in Article 53(1) shall
be considered as having been approved in accordance with this Directive.
Article 52
Minimum harmonisation
Member States requiring statutory audit may impose more stringent requirements, unless otherwise provided for
by this Directive.
Article 53
Transposition
1. Before 29 June 2008 Member States shall adopt and publish the provisions necessary to comply with this
Directive. They shall forthwith inform the Commission thereof.
2. When Member States adopt those provisions, they shall contain a reference to this Directive or be accompanied
by such a reference on the occasion of their official publication. The methods of making such reference shall be laid
down by Member States.
3. Member States shall communicate to the Commission the texts of the main provisions of national law which
they adopt in the field covered by this Directive.
Article 54
Enhancing Confidence in Audit- Response to FRC 4 May 2016 – APPENDIX ONE Page 38 of 39

Entry into force
This Directive shall enter into force on the 20th day following its publication in the Official Journal of the European
Union.
Article 55
Addressees
This Directive is addressed to the Member States.
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