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Introduction

I attended the 26th Congress of the French National Auditing Body from 5-6 December 2013 at the CNIT, (Centre of new industries and technologies), Paris.
This initiative generated quite an interest as the total attendance for this event was about 1,200 professionals.  The issue was European reform in audit: developments in France.

The format was a round table discussion with 5-10 people on stage with a full TV crew recording the debate.  Sometimes we were in plenary session, and other times we followed different workshops.

Some key figures were present like Christiane Taubira (the Minister for Justice) and Pierre Moscovici (the Minister for Economic Affairs).
For information, in France auditors are under the control of Minister for Justice and chartered accountants the Minister for Economic Affairs. 

They discussed a range of audit topics, including a number which would be of interest to the CIPFA European Group.

Points of interest for CIPFA

Mr André Kilesse and Mr Olivier Boutellis-Taft of FEE, were present.  They participated in a round-table on the European reform with John Davies, the ACCA Head of technical.

I met Franck Lasfargues. President of the young French Chartered Accountant Club, Jonathan Schuster, president of auditor training, and Véronique Deschamps, Director.  We met each other in Versailles at dinner and the following day they were on stage at a round-table discussing the attractiveness of the profession.  They invited me to come up on to the stage with them and other young trainees to show that there are young people who are interested in the profession.  As they needed one more person I accepted. 
The speaker had some predefined questions for the other participants.  As they had not been aware before the event that I would be attending, there were no questions specifically for me.  However, I was able to support the other 5 interviewees and I now have their business cards, so will be able to keep contact with them.
Background to the discussion
Three entities are currently working on new legislation:

-
European Commission

-
European Parliament

-
Council of Ministers of the EU

The Financial crisis exposed weaknesses in statutory audit, especially of banks and financial institutions.  Questions of conflict of interest were raised as well as the possibility of accumulation of system-wide risks where the market is in fact dominated by 4 prominent companies: Deloitte, Ernst Young, KPMG and PricewaterhouseCoopers, (the “big four”).

A three way discussion was therefore opened between The European Commission, the Council of the European Union and the European Parliament.

The aim of the European Commission was to enhance the audit quality of the statutory audit in European Union and to restore the confidence in the audited financial statements in particular those of banks, insurers and Stock Exchange big companies.
In texts from 30/11/11, the main elements of the Commission proposal were:
· Mandatory rotation of audit companies

· Competitive compulsory bidding

· Services other than audit (big firms will have to separate their audit activities of their others activities in order to avoid conflict of interest)

· European supervision of the auditing sector

· Exercise of the audit profession across Europe (creation of a single market for statutory audit process by European passport for the auditor profession). By this, audit companies will be able to supply their services across the European Union and all statutory auditors and audit firms will respect international audit standards during any statutory audit.

· Reduction of administrative formalities for Small Audit Firms.

Technical aspects

The most important part of the congress for us was the European part, specifically that covering European audit reform. 

The European Parliament’s adoption of the reforms will be next February.  Final adoption is expected to be next April, coming into force in April 2016, but the deadline for transposition of the directive is still not defined.

Details of the reforms are included in the annexes to this report.  Further information discovered following research undertaken after the event is shown in italics.
Annex 1
Rotation of audit Firms

 Concerning the rotation of firms, an overview of what we saw:
	Subject
	European Commission
	European Parliament
	Council of Ministers of the EU

	Duration of the terms (or mandate)
	2 years minimum
renewable once
	1 year minimum renewable
	1 year minimum renewable

	Maximum limit
	6 years
	14 years
	10 years

	Possibility of extension or alternative by the Member States
	Joint audit
	Bidding, joint audit or assessment of audit committee
	Bidding or joint audit

	Deadline
	9 years in case of joint audit
	25 if 1 or several of the 3 alternatives above
	Credit institutions :

- 15years if bidding

- 20years if joint audit

Others EIP (entreprise d’intérêt public = public company)

20 years if bidding or joint audit

	Calculation of the duration
	Unspecified
	Unspecified
	Include terms of a acquired or merged office

	Period of waiting
	4 years
	4 years
	4 years


As announced by the European Council on 18.12.2013, the compulsory rotation of firms will apply after a period of 10 years for EIP (Public company) auditors. This period shall be increased to 20 years in case of bidding and 24 years in case of joint audit. The transitional period will make this measure effective at best in 2020.

Annex 2

For the non-audit services (SNA in France)
	Subject
	European Commission
	European Parliament
	Council of Ministers of the EU

	Type of list
	List of services linked to  authorized audit 

List of prohibit SNA
List of SNA subject to the prior authorization
	List of prohibit services
	List of prohibit SNA (SNA authorized subject to the prior authorization of the audit committee)

	Add on through Member States
	No
	Yes possible
	Yes possible

	Limit on fees
	Fee income earned for services link to audit limited to 10% of audit fees
	No limit
	70% of the fees average dispensing on last 3 years by the inspection entity under the statutory audit 

	Revenue limit of the Public company to the total revenue
	Fees > 15% of the total revenue of the office

=> Decision to continue or not of the term for 2 years maximum
	Idem EC 
	Idem EC

	Framework by the Member States
	No
	No
	Option to frame authorized services

	Period of waiting
	4 years
	4 years
	4 years


As announced by the European Council the 18.12.2013, non-audit services are now on the list of prohibitions (the blacklist).

However, Member States can allow, under certain conditions, the exercise of services not included on the blacklist.

Those will not be able to exceed 70% of average fees dispensed in the last 3 years under the statutory audit (as proposed by the Council of Ministers of the EU).

Annex 3

Regarding transitional provisions :

	European Commission
	European Parliament
	Council of Ministers of the EU

	Possibility to continue the undertaken term for 4 or 5 years maximum after the date of entry into force of the regulation according to the starting date of the undertaken term.

If the term is expired => renewal possible for a maximum period of :

- 1 year if accumulated duration of the terms > 100 years

- 2 years  if accumulated duration of the terms include between 51 and 100 years

- 3 years … 21 and 50 years

- 4 years … 11 and 20 years

- 5 years …> or = to 10 years
	Unspecified
	Possibility to continue the undertaken term for 4 or 5 years maximum according to the starting date of the undertaken term

At the deadline of the 4 or 5 years, renewal possible without bidding (recommendation of the audit committee procedure) for a maximum duration of :

- 3 years if accumulated duration of the terms > to 20 years

- 4 years if accumulated terms include between 11 and 20 years

- 5 years if accumulated duration of the terms < or = to 10 years


Discussions are underway between the three institutions.

The profession is unanimously in favour of forward-looking provisions in order to avoid:
· a disorganization of the market (provisions with “guillotine effects”)

· disproportionate cost for firms and offices caused by bidding procedures

Annex 4

As regards audit in Small and medium Companies :

	European Commission
	European Parliament
	Council of Ministers of the EU

	Proportionate Audit at the size and the complexity of the activities for the medium size companies

Proportionate Audit at the size and the complexity of the activities for the small businesses if statutory audit is required by the Member States

Audit exemption proportionate for Small businesses where Member States has substituted a limited exam to the statutory audit of the accounts
	Proportionate Audit at the size and the complexity of the activities for the medium size companies

Proportionate Audit at the size and the complexity of the activities for the small businesses if statutory audit is required by the Member States

Possibility for the Member States, for the Small businesses, to substitute a certification mission limited at the statutory audit of the accounts
	Possibility for the Member States which requires statutory audit in Small businesses, to apply ISA standards proportionated to the size and the complexity of those entities activities.

Possibility for the Member States to take measures for ensure of this proportionated application of the professional standards to audits of the Small businesses


Annex 5

Other points

· ISA Standards (International Standards on Auditing)
· Audit report and additional report intended to the audit committee
· Setting out rules of the office’s share capital 
· System of quality control independent of the profession (possible cancelation of the delegated control)

· Prohibition for the professionals to participate to the governance of the supervisory authority (H3C in France)

· European supervision and coordination of national supervision authorities:  For this point in the press release of the European Council dated 18.12.2013, we learn that the CEAOB (Committee of European Auditing Oversight Bodies), has to monitor the supervision. The ESMA (European Securities and Markets Authority) has an assistance function for outside relations.
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