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Foreword

The year just gone was the final one
in the 2016-2019 strategy peri-
od, during which the hard work of
our employees enabled the strategic
objectives for the past four years
to be achieved Launching the new
IT platform was an important yet
challenging step. It has allowed the
FAOA to drive forward the digitalisa-
tion of its internal processes and its
dialogue with supervised entities and
applicants on an ongoing basis.

The new strategic objectives for the
next four-year period (2020-2023)
were formulated during the report-
ing year and approved by the Federal
Council on 6 December 2019. As the
FAOA's statutory duties had not
changed, its fundamental focus is be-
ing maintained. However, there will
be adjustments in a number of areas.
For instance, it is expected that the
FAOA will lend greater support to the
technological developments currently
under way and will take them increas-
ingly into account in its oversight of
the industry. The issues of corporate
governance and culture in the audit
firms supervised will also be accorded
greater significance in future.

State-regulated audit firms

Following an eventful 2018, featur-
ing various complex and time-con-
suming ad hoc inspections, the FAOA
reached somewhat calmer waters in
the reporting year and was able to
devote more of its attention to an-
nual inspections once again. These
mainly addressed specific issues such
as corporate culture and new ac-
counting and reporting regulations
in financial audit during the reporting

year. Regulatory audit, meanwhile,
focused on audits associated with
preventing money laundering, risk
management and internal organisa-
tion during 2019. Overall, the results
of the inspections undertaken indi-
cate a pleasing trend, namely that the
number of findings has continued to
fall slightly in general. Nevertheless,
the audit firms need to make a major
effort to eliminate recurring deficien-
cies in the long term. The board of
directors or audit committee of the
firm being audited has a key role to
play in the continued improvement
of audit quality as it is responsible for
commissioning audit services and eval-
uating them periodically. In this con-
text, the FAOA engaged in even closer
dialogue with the audit committees
and organised activities including a
workshop in Zurich in November.

Looking ahead, one task will be to
monitor the impact of negative in-
terest rates in Switzerland — the fear
being that these are increasingly lead-
ing to resources being misallocated.
In many asset classes, we are seeing
purchase prices whose logic is not
immediately obvious. In particular,
some very high sums of money are
being invested to acquire companies
in the current climate, something that
can lead to overinflated goodwill on
the balance sheet. In this environ-
ment, critical scrutiny by the statutory
auditor is key to the credibility of
financial reporting.

SME audit firms

Some 1,000 licence renewal appli-
cations from audit firms were pro-
cessed in the past year. This «wave»

Berne, 28 January 2020

4andle Evlaar,

Wanda Eriksen
Chairman of the Board of Directors

of applications began to ebb again
in late 2019, with only 400 or so
such requests expected in 2020. The
ongoing processing of renewal ap-
plications has indicated that quality
assurance requirements are not being
implemented consistently across the
board. In particular, shortcomings in
the training of audit staff and inter-
nal monitoring meant that the FAOA
was unable to renew some licenc-
es without gaps. The benefits of a
well-functioning QA system cannot
be underestimated and, ultimately,
are a form of self-defence for the au-
dit firms: a QA system safeguards and
improves the quality of audit services,
facilitates more efficient standardised
procedures by having clear internal
specifications, and reduces liability
risks.

Third-party notifications

The number of third-party notifica-
tions fell sharply year on year. A total
of 39 (prior year: 64) notifications of
potential breaches of the law or the
regulations of the profession were re-
ceived in the reporting year. Of these,
16 (prior year: 30) related to the work
of state-regulated audit firms. It must
be borne in mind in this respect that
only eligible and credible notifications
prompt fact-finding and, in serious
cases, proceedings on the part of the
FAOA.

We would like to finish by thanking
the staff of the FAOA for all their hard
work in 2019. Achieving our strate-
gic objectives for 2016-2019 marks
a major milestone that we could not
have reached without the unstinting
commitment of our employees.

/o

Frank-Oliver Schneider
Chief Executive Officer
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The FAOA in numbers

Audit firms inspected annually

- PwC AG

— Ernst & Young AG
- KPMG AG

— Deloitte AG

- BDO AG

22 21

Number of inspections
FA/RA

)

26.4 <

employees (FTE)

9,664

Number of
licenced individuals




The FAOA in numbers | FAOA 2019

2 Number of state-
regulated audit firms

N

2,144

Number of licensed
audit firms

Enforcement

licence
withdrawals

68 reprimands
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Reqgulatory developments

Current projects

Expert mission on legislative action
required with respect to audit law
and the «Ettlin» postulate

On 8 November 2017, the Federal
Council took note of the report of the
experts Peter Ochsner and Daniel Suter
and decided to have seven specific
recommendations examined further
by the Federal Department of Justice
and Police (FDJP) and other federal
bodies as to the need for action'. The
Federal Office of Justice (FOJ) is leading
this inspection. The Federal Council’s
report of 30 November 2018 on
the «Postulate Ettlin» («Keine neue
Soft-Regulierung durch die Ober-
aufsichtskommission Berufliche Vor-
sorge»; «No new soft regulation by
the Occupational Pension Supervisory
Commission») also makes reference
to this detailed examination?.

Initial investigations took place during
the reporting year, with more infor-
mation provided in the «Pension
scheme audits» section.

Amendment of company law

On 23 November 2016, the Federal
Council adopted the dispatch to the
Federal Assembly on the amendment
of the Code of Obligations (CO). The
bill has now been discussed twice by
the National Council (15 June 2018
and 19 December 2019) and once by
the Council of States (19 June 2019).
The differences of opinion between
the two councils have not yet been
fully resolved.

The following differences are currently
noteworthy from an audit perspec-
tive:

— There is now the option to pay
interim dividends based on interim
financial statements. However, there
is still disagreement as to whether
the statutory auditor is required to
audit these interim financial state-
ments (view held by the National
Council and Council of States) or
whether this audit can be skipped
if all shareholders agree (view held
by the National Council).

— As regards handling a capital loss,
there is disagreement as to whether
the letter of the law is to expressly
specify that the board of directors
and statutory auditors act «with due
haste» (in favour: Federal Coun-
cil and Council of States; against:
National Council). By contrast,
the parties agree on how this mat-
ter is to be handled in the case of
potential over-indebtedness (a very
similar scenario).

— Another bone of contention is the
waiving of court notification of
over-indebtedness (including by the
statutory auditor). There are two
schools of thought: firstly, there is
no need to report over-indebted-
ness if corresponding subordina-
tion agreements are in place (Fed-
eral Council and Council of States).
However, the National Council also
wants to see sound prospects of a
restructuring of the debt. Secondly,
notification is not required if there
is a reasonable expectation that
the over-indebtedness will be rec-
tified within a short and, under
the circumstances, reasonable time
— but no later than 90 days after
presentation of the audited interim
financial statements — and if the
amount of the over-indebtedness
does not increase significantly (Fed-
eral Council and Council of States).
However, the National Council is
keen to abolish the 90-day deadline
and stipulate a shorter time period
appropriate under the circumstanc-
es so that creditors’ claims cannot
be jeopardised further.

— The Federal Council and Council of
States would like to see the joint
and several liability of the board
of directors and statutory auditor
to third parties replaced by a more
nuanced interpretation of joint
and several liability («differenzierte
Solidaritdt»). This stands in contrast
with the National Council, which
would keep the joint and several
liability unchanged.

AMLA amendment
On 26 June 2019, the Federal Council
adopted the dispatch to amend the

Anti-Money Laundering Act (AMLA).
The bill is designed to implement the
most important recommendations of
the fourth country report on Swit-
zerland by the Financial Action Task
Force (FATF) in 2016. The follow-
ing aspects are noteworthy from an
audit perspective compared to the
2018 draft for consultation:

— Private individuals and corporate
bodies that prepare or conduct
business on a commercial basis for
third parties relating to setting up,
managing and administering com-
panies and trusts are only deemed
to be «advisors» if they provide
these services in respect of domicili-
ary companies based in Switzerland
or abroad or in respect of trusts.
Providing the abovementioned
services to (operational) compa-
nies based abroad has thus been
dropped.

— Advisors are now required to file
reports with the Money Launder-
ing Reporting Office Switzerland
(MROS) alongside their existing
due diligence obligations under the
AMLA and their auditing duties.

— Thus an advisor's audit firm will
now only be required to report to
the MROS if the advisor breaches
their abovementioned reporting
obligation and there are grounds
to suspect that the transaction
prepared or executed by the advi-
sor is linked to money laundering
or terrorist financing. The obliga-
tion originally envisaged to notify
the Federal Department of Finance
(FDF) has been dropped.

The Federal Assembly is not expect-
ed to address the bill until late 2020,
which is likely to become law in early
2021 at the earliest.

OASI auditing

Oversight of old age and survivors’
insurance  (OASI),  supplementary
benefits, the income compensation
allowance and family allowances in
the agriculture industry is to be mod-

T Cf. FAOA Annual Report 2017 (p. 8 f.).

2 Cf. FAOA Annual Report 2018 (p. 7).
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ernised by focusing it more squarely
on risks, strengthening governance
and adapting the requirements made
of information systems to the latest
technological developments. The Fe-
deral Council sent a corresponding
preliminary draft for consultation
from 5 April to 13 July 2017 and
adopted the relevant dispatch on
20 November 2019. Compared with
this preliminary draft3, the following
elements are relevant from an audit
perspective:

— Fund audits and employer monitoring
will continue to be carried out. The
latter can also be performed by a
special department at the compen-
sation fund, an industry organisa-
tion of the compensation funds,
an insurer or an executive body of
a social security provider. Audits by
cantonal monitoring bodies have
thus been discontinued. Unlike
in the preliminary draft and as it
is under the current law, a basic
auditing licence is required in order
to conduct the audit or monitoring.
This applies both to the auditor-
in-charge and to the audit firm.

— The Federal Council is issuing more
detailed specifications about the
requirements made of statutory
auditors, which are more strin-
gent than is currently the case. The
dispatch states that, for example, a
minimum number of engagements
or hours of audit could be required.
A formal examination could also
be introduced to demonstrate an
auditor’s theoretical knowledge of
OASI. According to the dispatch,
the FAOA will be responsible for
granting and revoking these special
OASI licences. The Federal Social
Insurance Office (FSIO) can notify
the FAOA of deficiencies in OASI
auditing and can also ask the body
that appointed the statutory audi-
tor to dismiss it in justified cases.

— The independence rule is to be
elevated from ordinance to act
level (cf. Art. 34 of the Occupa-
tional Pensions Ordinance (OP0O2)).
Reference is now to be made to the
independence requirements in the

case of regular audits in the CO,
although some partial provisions
not applicable to OASI are to be
exempt.

— The requirement to audit funds is
also to be moved from ordinance
to act level. Alongside the account-
ing system and annual financial
statements (accounting audit), the
statutory auditor is also required
to audit the compensation fund’s
organisational structure, manage-
ment, information systems, risk
management, quality manage-
ment, internal control system and
performance of any other duties
delegated to it. This audit corre-
sponds to the regulatory audit on
the financial markets and the su-
pervision of the 2" pillar.

— The Federal Council is entitled to
task the FSIO with carrying out the
audits and employer monitoring
by issuing more detailed specifica-
tions.

At this stage, nothing can be said
about when the new law might enter
into force.

«Control Committee of the Council
of States» postulate

With the postulate of 12 November 2019
entitled «Anerkennung der bundes-
nahen Unternehmen als Gesellschaf-
ten des offentlichen Interesses im
Sinne des Revisionsaufsichtsgesetzes»
(«Recognising federal enterprises
as public-interest entities within
the meaning of the Audit Oversight
Act»), the Control Committee of the
Council of States (CC-S) tasked the
Federal Council with investigating
whether it would be meaningful to
amend Art. 2 letter c of the Audit
Oversight Act (AOA) such that all fed-
eral enterprises would be recognised
as «public-interest entities» or would
at least be treated as such.

The proposal was prompted by the
findings and conclusions in the CC-S’s
report of 12 November 2019 on the
PostBus affair. This stated that cer-
tain federal enterprises (Swiss Post,
but also SBB and Skyguide) are not

deemed to be «public-interest enti-
ties» under the current law because
they are neither financial institutions
nor listed on a stock exchange. This
introduces the risk that the relevant
audit will not be performed by the
most experienced auditors.

The Federal Council accepted the
postulate in a resolution on 15 Jan-
uary 2020.

Completed projects

Equal pay audit

On 21 August 2019, the Federal
Council ruled that the amendment
to the Gender Equality Act (GEA),
designed to better enforce equal pay,
will come into force on 1 July 2020.
Thus companies with 100 or more
employees will have to conduct their
firstinternal pay analysis by the end of
June 2021 at the latest. This will have
to be reviewed by an independent
body and the results communicated
to staff. The Federal Assembly has
limited the obligation to carry out a
pay analysis to twelve years («sunset
clause»). Both the amendment to
the GEA and the corresponding ordi-
nance will thus lapse automatically on
1 July 2032.

The Federal Council has included the
following in its ordinance on review-
ing equal pay analyses:

— Licensed auditors who have com-
pleted a training course in accord-
ance with Article 4 of the ordinance
qualify as auditors-in-charge. The
Federal Office for Gender Equality
(FOGE) can run its own training
course or recognise those offered
by third parties. The timing for the
act entering into force was chosen
so that enough time remains for
the relevant training to be done.

— The explanatory report from the
Federal Office of Justice dated
21 August 2019 suggests that the
task of auditing the pay analysis
has to be entrusted to a licensed
audit firm, despite the wording of

3 Cf. statements in the FAOA Annual Report

2017 (p. 8).
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the ordinance being somewhat un-
clear. Rather than being obliged to
task their statutory auditor with the
work, however, the company being
audited may use another audit firm
licensed under the AOA.

— The explanatory report states that
an audit of an equal pay analysis
counts as an audit under special
law, to which the provisions of au-
dit confidentiality (Art. 730b para.
2 CO) and independence (Art. 728
CO) apply.

— The auditors-in-charge  conduct
a formal review of the equal pay
analysis. The aim of the audit is
to establish «negative assurance»,
i.e. the absence of any indications
that the equal pay analysis does
not comply with the requirements
of the ordinance.

FinlA and FinSA

The Federal Assembly created the
Financial Institutions Act (FinlA) and
the Financial Services Act (FInSA) on
15 June 2018. The implementation
law, comprising the Financial Insti-
tutions Ordinance (FinlO) and the
Supervisory Organisation Ordinance
(SOO0), was adopted on 6 November
2019. The acts and ordinances will
enter into force on 1 January 2020.

The following aspects of the imple-
mentation law are noteworthy from
an audit perspective:

— There will no longer be any finan-
cial intermediaries subject to direct
supervision by FINMA (DSFIs) in
the future. Thus the FAOA's special
licences for auditing DSFIs will lapse,
as will all associated provisions in
the implementation law (especially
in the AOA).

— Audit firm and auditor-in-charge
licensing conditions are now reg-
ulated by the Anti-Money Laun-

dering Ordinance of the Federal
Council (AMLO) for AMLA self-reg-
ulatory organisations (SROs) and
by the SOO for the supervisory
organisations (SOs) of asset man-
agers and trustees. The licensing
conditions correspond to the re-
quirements for obtaining an FAOCA
licence as a DSFI (under the old
law) in terms of their content. The
following groups of people can be
approved as auditors-in-charge of
an SO: (i) licensed auditors who can
demonstrate relevant professional
experience and sufficient auditing
training and continuing profession-
al development (CPD), (ii) licensed
auditors of banks, insurers and in-
vestment funds, and (iii) licensed
audit experts. If an SO also per-
forms the tasks of an AMLA SRO,
this also applies to the auditing of
AMLA obligations.

Opening the field to «mere» audit ex-
perts thus means that FinlA and AMLA
audits can now be carried out by peo-
ple without the relevant background
in the financial sector (e.g. those just
with an industry background). This
is inappropriate for the following
reasons: Sector-specific experience
is crucial, both in auditing in gen-
eral and in the fight against money
laundering in particular (cf. the pro-
visions of Art. 24a para. 3 letter b
AMLA and Art. 43k para. 2 letter b of
the Financial Market Supervision Act
(FINMASA), which in fact are clearly
worded). All financial intermediaries
are currently audited by AMLA spe-
cialists, including asset managers and
trustees. The new implementation
law thus waters down the existing
law. The auditors, most of whom
come from SMEs, are also discrimi-
nated against because, unlike audit
experts, they have to demonstrate
sector-specific experience as well.
And, although audit experts tend to
have more professional experience,
this fact alone is not sufficient to off-

set this shortcoming. It is hoped that
this provision will be rectified again in
the future.

— With respect to the 1 January 2019
amendment of FINMA Circular No.
2013/3, «Auditing», and the asso-
ciated lengthening of the interval
between audits (regime for small
banks), the timeframe for audi-
tors-in-charge to work the neces-
sary number of auditing hours after
receiving their licence is being ex-
tended from four to six years.

The «Hadorn motion»

With his motion «Paradise Papers.
Wirtschaftsprifung und Beratung
trennen» («Paradise Papers. Sepa-
rating audit and advisory»), National
Councillor Philipp Hadorn (SP/SO) is
inviting the Federal Council to legislate
such that financial and regulatory
audit firms may be licensed only if
they do not carry out tax advisory
business at the same time. On
21 February 2018, the Federal Council
applied for the motion to be rejected.
The motion was dropped on 19 Dec-
ember 2019 because the Federal
Assembly had not completed its
deliberations on it within two years.

4 For details of the major changes to legis-
lative acts, particularly the AOA, see the
FAOA's Annual Report 2018 (p. 7).
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Financial Audit

Introduction
The FAOA conducts its inspections in

a three-year cycle as a basic principle.
The fourth such cycle ended in 2019.

Figure 1

As the figure below illustrates, the
quality of the audit services inspected
has continued to increase overall: the
average number of findings per firm
review fell from 6.6 (2008-2010) to

1.2 (2017-2019). The average num-
ber of findings per file review also
decreased, down from 6.4 (2008-
2010) to 1.3 (2017-2019).

Overview showing the average number of findings from firm and file reviews (three-year cycle)

Three-year cycle

11

2008-2010 2011-2013 2014-2016 2017-2019
Firm Reviews 29 27 34 42
Findings 191 71 47 49
Average 6.6 2.6 1.4 1.2
File Reviews 58 53 62 90
Findings 370 147 162 113
Average 6.4 2.8 2.6 1.3

When considering the number of
findings at file level, it must be borne
in mind that the points of focus for
the audit, which vary from year to
year, can have an impact. For exam-
ple, unlike in previous years, in 2019
thematic reviews were conducted
with only one focus area being as-
sessed in each file review.

The Swiss auditing market continues
to be dominated by the «big five»
audit firms (BDO, Deloitte, EY, KPMG
and PwC)>. Once again, they audited
the vast majority of public compa-
nies and other public-interest entities

(PIES). The FAOA inspects these four
audit firms annually on account of
their importance. A total of 26 au-
dit and regulatory audit firms held
a state-regulated audit firm licence
at the end of 2019 (prior year: 29).
four firms are only authorised to au-
dit DSFIs and non-PIEs®. Two firms are
foreign audit firms inspected by the
FAOA under Article 8 AOA.

Alongside data analysis, the impact
of artificial intelligence and block-
chain technologies on the profession
is also attracting particularly intensive
discussion. The FAOA believes that

these technological developments
bring the benefit of added support
for the auditor. However, they reach
their limits wherever professional
discretion remains essential due to
their (at least current) lack of cogni-
tive capabilities. The auditor will thus
continue to play a key role in areas
such as assessing estimates made by
the firm being audited.

> See in particular the Swiss Audit Monitor
2019 of the Chair for Auditing and Internal
Control at the University of Zurich.
6 With the FinlA entering into force on
1 January 2020, the financial intermedia-
ries subject to direct supervision by FINMA
(DSFls) are required to join a self-regulatory
organisation. The status of DSFI will thus
become obsolete on 1 January 2020.
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2019 inspections

Firm and file review

The FAOA conducted 15 inspections
during the reporting year?, one of
which (a «joint inspection») was per-
formed together with the US Public
Company Accounting  Oversight
Board (PCAOB). The financial state-
ments of 40 companies were the
subject of file reviews as part of these
inspections. They included three ad

Figure 2

hoc inspections performed as a
result of third-party notifications. The
selection of audit engagements for
inspection is generally risk-based
in accordance with the oversight
concept. The market capitalisation
of audited public companies is an
important selection criterion. Criteria
such as a major change in audit fees,
deviations from the standard word-
ing in an audit report or a change of
auditor are also taken into consider-

Overview of FAOA inspections and findings 2018 and 2019

8 4

ation. In a first cycle, all audits of the
20 companies in the Swiss Market
Index (SMI) were subject to an FAOA
file review. As in prior years, the
Swiss banks systemically important
from a global perspective (G-SIBs) —
UBS AG and Credit Suisse Group AG
— are subject to an annual file review
given their importance.

Number of inspections 4 11 12 15
Comment Form 13 4 2 14 15 18
Findings Firm Review

Comment Form 36 13 5 13 41 26
Findings File Review

Number of inspected files® 19 30 3 10 22 40

Firm reviews

As in the prior year, quality assurance
systems are robust overall. The FAOA
identified a total of 18 findings at
firm level. This gives an average of
1.2 findings (prior year: 1.3) per in-

spection from the individual firm
reviews. The largest number of find-
ings came in the «Staff matters» and
«Ethical requirements» categories.

7" The inspection fieldwork for two of the five
largest audit firms was completed on site.
Since the findings process is still at an early
stage, these are not covered by the FAOA
Annual Report 2019.

8 In each file review, the FAOA selects the
working papers that relate to the audit
of the consolidated financial statements
(including holding company) and the audit
of a significant subsidiary.
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Figure 3

Type and number of 2019 firm review findings (total: 18 findings)

Monitoring

Licensing requirements

Engagement acceptance and continuance

Ethical requirements

Within the «Staff matters» category,
seven findings related to inadequately
formulated or implemented CPD
processes. A further two findings
related to inadequately formulated or
implemented performance appraisal
processes®.

The FAOA identified four findings
concerning ethical  requirements:
two audit firms had inadequate
guidelines and measures in place to
ensure independence. This related in
particular to issues such as comply-
ing with the requirements to rotate
auditors-in-charge, monitoring annu-
al confirmations of independence and
requirements governing the holding
of financial assets. One audit firm
violated independence rules by own-
ing a stake in companies that it was
also appointed to audit. The same
firm also agreed to provide non-audit

services without the relevant clarifica-
tions regarding independence being
sought. Another audit firm violated
independence rules by having the
same auditor-in-charge sign the audit
reports on audits of financial state-
ments for the same company for ten
years.

File reviews

File-level audit quality continues to
depend heavily on the partners and
staff involved as well as the exter-
nal environment. A total of 40 (prior
year: 22) file reviews were performed
in the reporting year. The increase in
the number of files examined is main-
ly due to thematicreviews, in which
the applicable regulations and stand-
ards are only assessed with respect to
certain elements of the audit. They
enable comparisons within and be-
tween audit firms in order to identify

2

¢

both tried-and-tested processes and
areas with common weaknesses.
Unlike routine file reviews, topic-spe-
cific reviews are deliberately given a
more narrow focus and are select-
ed in such a way that they concen-
trate more closely on individual audit
elements or company-wide processes.

This year's file reviews gave rise to
26 findings in all. In a pleasing devel-
opment, the number of findings per
file review fell significantly year on year
(0.7 as against 1.9), mainly because
25 thematic reviews were conducted,
covering 28 topics. The number of
findings in each thematic review
averaged out at 0.3. The figure
below illustrates the type and num-
ber of findings from the file reviews
conducted in 20190

® More details on these two areas are pro-
vided below in the descriptions of the
main points of focus of the inspections.

10 For comparability purposes, findings that
relate to Swiss Auditing Standards (SAS) or
US auditing standards have been allocated
to the identical or comparable International
Standard on Auditing (ISA).

13
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Figure 4

Type and number of 2019 file review findings (total: 26 findings)

Fraud (ISA 240)

Conclusions from fi

1

ncial statement audits and
issuing an n (ISA 700 ff.)
Quality control for an audit (ISA 220) .
3
Audit evidence (ISA 500-530, 550 ff. ‘ﬂ ‘

2
)

Risk assessment and response (ISA 300 ff.)

Estimates (ISA 540)

In the reporting period the FAOA
identified the largest number of find-
ings in the «Estimates», «Risk assess-
ment and response» and «Audit evi-
dence» categories.

Auditing estimates requires particu-
lar professional scepticism since such
estimates are exposed to increased
risk of fraudulent manipulation. The
FAOA identified eleven findings re-
lating to the audit of estimates such
as goodwill, financial assets, trade
receivables and pension provisions. Six
of these eleven findings resulted from
a particular point of focus, namely
assessing the auditing of goodwill
impairment tests (cf. the notes ex-
plaining the relevant point of focus).
With regard to all the findings, the
audit teams did not receive adequate
audit evidence for assessing manage-
ment estimates and assumptions.

«Risk assessment and response» is
fundamental to the audit team ensur-
ing that the financial statements are
free from material misstatement. Four
of the six findings identified related to
sales, with two of these resulting from
the audit’s focus on assessing the au-
diting of revenue from contracts with
customers (cf. the notes explaining
the relevant point of focus). Other
issues concerned trade and mort-
gage receivables. On this subject, the
FAOA is continuing to see insufficient
interaction between controls testing,

substantive analytical review and de-
tailed substantive testing. Specifically,
the audit teams relied on effective
controls implemented by the audited
company itself, even though they
did not actually audit these controls,
either fully or at all. In some cases,
assessments provided by the customer
were not checked for correctness or
completeness either.

Points of focus for 2019 inspections
The FAOA inspections produced the
following findings with respect to the
2019 points of focus:

Point of focus 2019 no. 1:

Culture at audit firms

US economist Peter Drucker’s asser-
tion that «Culture eats strategy for
breakfast» highlights the influence
that culture has on a company and
its achievement of goals. Experience
shows that undesirable behaviour is
often caused by an inappropriate cor-
porate culture. This is why the quality
assurance standards applicable by the
audit firms include requirements on
culture. Audit firms are expected to
promote a culture that espouses the
quality of audit work as its supreme
objective.

Auditing a set of financial statements
is a complex activity that calls for pro-
fessional discretion at various stages
of the process. Professional scepti-
cism has to be maintained through-

y

out. However, statutory auditors are
often faced with time pressure and
conflicting priorities. The quality of
an audit is thus heavily dependent
on the behaviour and decisions of
the parties involved in it. The audit
firm’s system of values and the way
in which managers embrace these
values (the «tone at the top») has a
significant impact on staff behaviour,
as do the incentive systems in place.
Annual performance appraisals have
an important role to play in this. The
culture in which statutory auditors
operate is also influenced by their en-
vironment: factors such as workload,
health support, equal opportunities,
diversity and bullying.

During the reporting year, the FAOA
investigated what measures the five
largest firms use to promote a quali-
ty-oriented culture, focusing on three
levels: design, implementation and
monitoring. Figure 5 shows the issues
investigated for each level.
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Figure 5
Levels and issues investigated

The findings resulting from the the-
maticreview are explained below.
The «good practices» (tried-and-
tested measures) and areas needing
improvement™ are listed for each of
the three levels investigated.

Designing corporate culture

In terms of design, the FAOA es-
tablished that all audit firms had
identified appropriate values and
behavioural requirements. The most

commonly cited value is integrity,
followed by cooperation and respect
(cf. Figure 6). The FAOA also deter-
mined that all the audit firms inves-
tigated had included audit quality in
their strategy.

Monitoring

How is the culture measured?

— Staff surveys

— Culture audits

— Feedback from staff leaving
the company

— Root cause analysis

— Key quality indicators

— Governance

" The areas needing improvement did not
result in any Comment Form findings
unless otherwise indicated.

15



16 Financial Audit | FAOA 2019

Figure 6
Most common values cited by the five largest audit firms

2
Duty to society/sustainability .

Benefit/added value for customers and markets
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Figure 7
Tried-and-tested measures and areas requiring improvement in designing
corporate culture at the five largest audit firms

One firm recognised and assessed culture, audit The purpose statement did not always make it clear that
quality and the public interest as a business risk. quality is required in order to achieve that purpose.
Three firms put integrity at the top or declared that In the case of one firm, the values defined and

integrity was more important than all other values. One  how they were worded contained some «consultant-
firm defined independence as a value in its own right. specific» values.

One company identified audit quality as its primary In their internal principles/communications, three firms
strategic objective. either did not indicate that an audit is performed in the

public interest or did not do so satisfactorily.

One company consistently stated in its underlying
documents/communications that it has an obligation
to the general public and that an audit is performed
in the public interest.
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Implementing corporate culture

Four of the five largest audit firms
have issued a «code of conduct»
and accompanying measures (e.g.
onboarding programmes for new
starters, periodic training, annual
confirmations of compliance with the
code of conduct and specific internal

and external communications from
management) to communicate their
values and provide tangible examples
of their desired behaviour.

A key requirement of a quality-ori-
ented culture is that management
embrace the values expected and

are thus seen as role models. All lev-
els of management have this obliga-
tion, not just «top management».
The FAOA believes that annual per-
formance appraisal processes are an
important measure in implementing
a quality culture as they are capable
of influencing staff behaviour directly.

Figure 8

Tried-and-tested measures and areas requiring improvement in implementing corporate

culture at the five largest audit firms

Tried-and-tested measures

One company identified some 30 quality- and
behaviour-related appraisal criteria for assessing the
performance of its partners/directors. Next to
gathering the results of internal/external assessments,
numerous other factors are also measured (e.g.
compliance with the acceptance process, final
compilation of audit documentation, annual
independence confirmation, CPD, and setting targets
and appraising performance in a timely manner).

Potential for improvement

Several firms failed to factor their audit quality/behav-
iour requirements into their annual performance ap-

praisal processes at all; others only did so inadequately
as they made insufficient use of measurement bases'2.

17

At one firm, good results from external inspections
and other contributions (e.g. helping with quality-
related projects or roles) counted positively towards
the performance appraisal.

The incentive systems in place at most firms are primarily
designed to punish undesirable behaviour. At some,
positive behaviour (e.g. good results from internal/ex-
ternal inspections or other quality-related contributions)
is not sufficiently rewarded. It would be desirable to
create an environment in which staff saw quality as an
opportunity for them to distinguish them selves within
the company rather than primarily as a potential source
of punishment.

Most of the firms used a calculation matrix to calculate
part of their variable remuneration component, with
the amount of the bonus determined directly by the
total score achieved by the partners. Adequate attention
was paid to quality and behaviour in particular when
appraising overall performance.

When appraising the performance of their most senior
executives (CEO, heads of division, etc.), most companies
still do not take sufficient account of the quality results
achieved by those below them in the hierarchy.

12 This resulted in Comment Form findings

for two audit firms investigated.
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One firm created a position with dedicated resources
that focuses exclusively on «management and culture».

One company assessed every partner’s engagement
portfolio annually, looking at factors including the
degree of their involvement with each engagement.
Another firm set limits on the number of staff hours for
which a partner could be responsible. If these limits were
breached, the results from internal/external inspections
and the partner’s degree of involvement were analysed-
more closely.

All firms stipulate punishments in the event of rule
breaches as a basic principle (warnings, financial
penalties, termination of employment, etc.). How
the severity of a breach is assessed and how the
consequences are determined, however, varies
considerably from firm to firm. The extent of a
disciplinary measure in the form of a reduction in
an employee’s bonus is designed to have a lasting
impact on their behaviour.

One firm included in its rules on punishment examples
of gross misconduct that would usually result in the
termination of employment, such as breaching the code
of conduct.

One firm imposed more severe punishments for
breaching independence rules in that violations would
lead to a significant reduction in the employee’s
variable remuneration component.

When assessing the allocation of resources (e.g.
assignment of mandates to partners, staffing in
quality functions) and monitoring the workload of
employees, most companies have identified
inadequate criteria (thresholds), the exceeding

or falling below which triggers a further need for
clarification.

The expectations and applicable re-
quirements, particularly regarding
quality of work and desired behav-
iour, are communicated during the
annual process for setting targets.
Employees’ actual behaviour is as-
sessed at their performance appraisal
and corrective action taken where
necessary. The results from perfor-
mance appraisals also feed into the
decision-making process for compen-
sation and promotion.

Monitoring corporate culture

«Measuring» culture presents a chal-
lenge, as it is something that is born
out of people’s attitude (inner stance)
and thus is not immediately discern-
ible. The first priority when measur-
ing a corporate culture is to gauge
whether the values and principles of
behaviour (design) are understood
by the people who work there. This
allows conclusions to be drawn about
the effectiveness of the measures tak-
en by the company (implementation).

Staff surveys were a common tool
used to evaluate culture, although
they varied in terms of content and
frequency. Commissioning specialist
companies to conduct culture audits
was the exception amongst the audit
firms.
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Figure 9

Tried-and-tested measures and areas requiring improvement in monitoring

corporate culture at the five largest audit firms

Tried-and-tested measures

One firm instigated a comprehensive culture analysis
on the initiative of the network. Amongst other things,
it assessed the extent to which the various national
subsidiaries and service divisions were culturally
heterogeneous.

One firm included «Quality, risk, regulation and
compliance» on the agenda of every meeting of its
most senior management and supervisory boards.

Potential for improvement

Besides staff surveys, the investigated firms also have
other sources at their disposal that can indicate
weaknesses in their corporate culture (records of
reasons for staff leaving, whistleblower reports,
identified rule breaches, etc.). These sources were in
some cases not used enough when measuring culture.

One firm responded to unsatisfactory survey findings
on cultural topics by including «improving values» in
employees’ target-setting agreements.

Several firms were found not to have considered
cultural causes in their root cause analyses of

findings from internal/external inspections or not

to have made sufficient use of the tools for identifying
cultural causes.

One firm used a survey to conduct an in-depth study
of employees’ attitudes towards the leadership role
being exercised by company management.

One firm evaluated the reasons staff gave for leaving
the company and included culture and company
management as possible reasons in its list. Leavers were
also asked about other culture-related matters such as
the feedback culture, recognition of performance,
career opportunities and trust in company management.

One firm ran a special annual staff survey on «ethics and
integrity», which included questions on issues such as
values, the code of conduct, the whistleblower process,
ethics CPD and management’s leadership style. Another
firm surveyed its staff separately about audit quality.

The questionnaire covered areas including the feedback
culture and error handling, workload and rewarding
contributions to audit quality.

One firm gathers information on various factors that
give an indication of how mature its quality-oriented
culture is (e.g. staff attitude towards managers’
effectiveness as role models) as part of its annual
analysis of audit quality indicators.

Three firms have a board of directors exclusively
made up of executive members. One firm had
someone delegated by the network and not active
at local level on its board of directors. Only one

of the five firms has an independent, non-executive
member.

19
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During its inspection, the FAOA ob-
served that culture-related issues
are regularly discussed by the most
senior management and super-
visory boards, even if this is not
always done under the heading of
«culture». In terms of the compo-
sition of supervisory boards, it was
discovered that only one firm has an
independent, non-executive member
sitting on its board of directors. The
FAOA would welcome the appoint-
ment of more independent and non-
executive members to strengthen
governance.

The measures and systems of values
stipulated by the audit firms investi-
gated are fundamentally conducive
to promoting a quality-oriented cul-
ture in the FAOA's view. However,
constant efforts are required to raise
auditors’ awareness of the fact that
they have an obligation to the general
public.

Point of focus 2019 no. 2:
Continuing Professional
Development (CPD)

The FAOA assessed how CPD was
controlled at eleven audit firms during
the reporting year'. The effective-
ness of the CPD control undertaken
was found to be insufficient at seven
audit firms (64 %) as there was no
adequate evidence on file in some
cases or the control was either only
done on a sample basis not at all.
The FAOA also discovered that the
minimum requirements for CPD
events were not being complied with
in individual cases.

Members of the profession have to
cultivate and maintain their compe-
tence to be able to provide high-quality
audit services and strengthen public
trust in their profession. The indus-
try associations EXPERTsuisse and
TREUHAND | SUISSE set a minimum
for CPD of 120 and 96 hours respec-
tively, to be completed within two or
three years respectively. EXPERTsuisse
allows up to 50% of these hours
to be taken as targeted, systematic
self-study, whilst TREUHAND | SUISSE
does not specify anything about self-
study.

As a basic principle, the FAOA feels
that the investments made by the
audit firms in training their staff to
be appropriate and necessary to
maintain a high level of audit quality.
Employees at smaller state-regulated
audit firms attend more CPD courses
run by third parties than their peers at
larger firms. The audit firms need to
monitor compliance with their obliga-
tion to offer CPD, requiring evidence
of the individual training activities in
the form of meaningful confirmatory
statements™.

The FAOA believes that the control
activities, which in some cases are in-
adequately designed and performed,
are jeopardising the firms' efforts to
facilitate high-quality CPD for their
staff. Given the changes to auditing,
accounting and reporting likely to
come in the next few years, the FAOA
expects the audit firms to raise their
monitoring activities to an adequate
level.

Point of focus 2019 no. 3:

Auditing revenue from contracts
with customers

Companies that prepare their con-
solidated and annual financial state-
ments in accordance with IFRS are
required to apply the provisions of
IFRS 15, «Revenue from contracts
with customers», for the financial
years beginning on or after 1 January
2018. The five largest audit firms held
specific staff training on this topic and
devised specific audit programmes
and guidelines — of varying lengths —
to support audit teams.

The FAOA assessed compliance with
the requirements of IFRS 15 for ten
files'™. The files were selected based
on risk considerations, with the FAOA
choosing audits of financial state-
ments in which the audit teams con-
sidered revenue as per IFRS 15 to be
a key audit matter. These ten inspec-
tions gave rise to two findings.

In one case, the audit team relied on
an accounting and reporting manual
from the client that explained the im-
pact of IFRS 15 on the consolidated
financial statements. However, the

audit team did not assess any con-
tracts with customers themselves. In
another case, the audit team identi-
fied the reporting of revenue as per
IFRS 15 in the project business as a
significant risk. The testing of the op-
erating effectiveness of controls was
inadequate and as a consequence
the substantive audit procedures per-
formed were insufficient.

Assessing the impact of the new
IFRS 15 requires the audit team to
conduct a comprehensive analysis of
contracts with customers at an early
stage and, in the same vein, to get
an understanding of the processes
and controls for recording the related
revenue.

Point of focus 2019 no. 4:

Auditing goodwill impairment tests
The valuation of goodwill requires
significant accounting estimates from
management. Audit teams thus often
rate the valuation of goodwill as a
significant risk and a key audit matter.

The FAOA assessed this issue at three
of the five largest audit firms based
on ten files'®. The files were chosen
based on risk considerations and
taking into account the amount
of goodwill, the audit team’s risk
assessment and the sensitivity disclo-
sures in the issuer’s notes. The FAOA
focused particularly on whether the
audit teams had scrutinised the man-
agement’s most significant estimates
critically.

'3 The inspection fieldwork for two of the
five largest audit firms was completed on
site. Since the findings process is still at an
early stage, these are not covered by the
FAOA Annual Report 2019.

Name of participant, type, length and
topic of CPD event, etc.

The inspection fieldwork for two of the
five largest audit firms was completed on
site. Since the findings process is still at an
early stage, these are not covered by the
FAOA Annual Report 2019.

The inspection fieldwork for the remain-
ing two of the five largest audit firms
was completed on site. Since the findings
process is still at an early stage, these are
not covered by the FAOA Annual Report
2019.
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The ten files selected gave rise to six
findings — a high percentage (60 %).
The share among the three largest
audit firms varied considerably.

All findings related to at least two
deficiencies in the audit process. One
major cause was the failure of the
audit teams to adopt an attitude of
professional scepticism towards the
information received and the man-
agement’s explanations. This ap-
plied in particular to management
assumptions on forecast figures and
on allocating goodwill to cash-gener-
ating units (CGUs). The management

Figure 10

can significantly minimise the risk of
goodwill impairment in two ways:
by allocating excess goodwill to
CGUs with a low impairment risk
and by grouping CGUs with a high
impairment risk together with other
high-performing CGUs and distribut-
ing the goodwill across the group of
CGUs.

It was pleasing to note that valuation
specialists were consulted in all cases
bar one. Unsurprisingly, inadequate
audit work had been performed on
the impairment test model, the dis-
count rate and the perpetual annuity

Types of deficiencies discovered in the file reviews selected by the FAOA.

Types of deficiencies

Insufficient audit evidence on goodwill allocation

in this isolated case. The other files
revealed deficiencies in how the audit
teams had followed up and provided
evidence of the work of the special-
ists. The table below shows the vari-
ous types of deficiency discovered.

Number of files

21

Insufficient audit evidence on assumptions of forecast figures 6
Insufficient audit evidence that the management was able to prepare 2
these reliably even after going beyond five forecast years

Work done by specialists that was inadequately followed up and evidenced 3
by the audit team

Insufficient audit evidence on auditing the completeness of the sensitivity 3

disclosures in the notes

Although robust measures were put
in place to tackle the findings identi-
fied, the FAOA will continue to priori-
tise this issue in the future.

Point of focus 2019 no. 5:

Using data analytics

The FAOA picked a total of ten au-
dit engagements to assess the use of
data analytics to audit consolidated
financial statements at the four larg-
est audit firms. The audit teams set
out to carry out the substantive au-
dit procedures using data analytics
tools in all cases bar one, where the
audit evidence would be obtained via
«traditional» audit work. The data
analysis performed thus served merely
as a pilot.

To perform the data analysis, data is
first pulled from the corresponding
systems. The use of analytics tools

was thus restricted to specific stand-
ardised source systems. This was SAP
for eight of the engagements select-
ed and Avaloqg for a further one. The
source system was irrelevant in the
remaining case as it was only used
to provide details of the financial in-
struments, on which alternative val-
uations were then performed. The
requisite scripts were developed and
tested by the audit firms on a glob-
al level. All audit teams used data
specialists to extract and prepare the
data for the analyses.

The FAQA believes that ensuring cor-
rect and complete data is key to an
effective analysis. The audit method-
ologies of the four largest audit firms
specify minimum requirements for
the size of random samples in line
with Swiss Auditing Standards. This is
between 16 and 25 if the overarching

IT controls are effective and increases
significantly if they are not. In the case
of the files selected, it was established
that the overarching IT controls were
audited and deemed to be effective,
with one exception. The audit teams
also drew support from input controls
such as the separation of functions
and tasks rules on competencies and
powers. The figure below illustrates
the areas that were audited using
data analytics in particular for the ten
file reviews selected.
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Figure 11

Number of files and the areas in which data analyses were performed

Analysis of interest income

Valuation of financial instruments

Analysis of annual financial statements

HR management

Inventory management

Procurement process

Property, plant and equipment

N

Sale process

One area was used for the data analy-
sis in the case of six of the files and
several areas for the remaining four.
The sale process was analysed the
most, focusing particularly on recon-
ciling sales transactions from order-
ing, delivery and invoicing through
to payment by the customer. For the
procurement process, the audit teams
analysed discrepancies in quantities
and/or prices on purchase orders,
delivery notes and supplier invoices
in the case of five files. Additional
analyses of one-off suppliers or ac-
counts receivable ageing were also
conducted.

The IAASB presented the revised
auditing standard ISA 315, «lden-
tifying and Assessing the Risks of
Material Misstatement»'” at its Board
Meeting in September 2019. The
notes on its application make several
references to the possibility of using
automated tools and procedures in
the risk assessment process. Address-
ing the specific use of these tools and
procedures during the whole audit,
the IAASB’s Technical Working Group
(TWG)'® drew up a list of FAQs that
addresses questions on this issue'.

The point of focus revealed that the
current auditing standards do not
place any restrictions on performance
of data analytics. The level of expec-
tation surrounding data analytics is
high, even though — or perhaps pre-
cisely because — it seems to be in its
infancy. The financial costs of and
time taken up by analytics currently
outweigh their benefit, and only lim-
ited efficiency gains for an audit could
be observed in general. The FAOA
welcomes the trend towards data
analytics, as it is a way of improving
audit quality. This was confirmed by
the samples selected, with data an-
alytics supplying significantly better
information in the areas to which it
was applied.

7 The IAASB is planning to enforce the
standard on audits of financial statements
for periods ending on or after 15 Decem-
ber 2021.

'8 www.iaasb.org > Meetings > PAST IAASB

MEETINGS > IAASB Board Meeting | New

York, USA (September 16 — 20, 2019) >

Agenda Item 2 — ISA 315 (Revised).

19 www.iaasb.org > Meetings > PAST IAASB

MEETINGS > IAASB Board Meeting | New

York, USA (September 16 — 20, 2019) >

Agenda Item_11 — Technology.
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Rating, root cause analysis and
measures

The FAOA awards one of three ratings
in its assessment of quality. Rating 1
is the best rating, and means that no
material findings were identified.
Rating 2 means that the quality is
inadequate in places and thus re-
quires improvement. Rating 3 indi-
cates inadequate quality. A rating of
3 at file level would lead the FAOA
to expect the audit firm to take
disciplinary action against the individ-
uals responsible. In serious cases, the
FAOA can also instigate proceedings
against the state-regulated audit firm
or against the individuals responsible
independently.

Measures must be put in place to
rectify the FAOA's findings with last-
ing effect. These measures are to be
based on a root cause analysis by
the audit firm. The root cause analy-
sis processes at the five largest audit
firms have been further developed
with support from the global net-
works. The networks have formulated
binding rules and tools for preparing
a root cause analysis in response to
both findings from internal monitor-
ing and findings identified by audit
oversight authorities (especially the
FAOA and the PCAOB). As in the prior
year, the identification of positive
influences on the quality of files with
no findings is not yet being handled
in a uniform way. All root cause anal-
yses are drawn up by the competent
employees in the audit firms’ quality
and risk management departments.
Different criteria are used to analyse
the findings at the audit firms. The
results of the root cause analysis feed
into plans of measures, which are
usually communicated to the firm's
global network; the implementation
of these plans is then monitored at
local level.

The positive development noted in
the area of root cause analysis and
the measures proposed by audit firms
is vitally important. Only sound root
cause analysis can lead to a lasting
reduction in recurring findings identi-
fied internally and externally.

The findings from the firm reviews
led to internal policies, processes,
controls and tools being revised or
introduced. Measures were also
agreed to train staff in the auditing
and accounting standards that gave
rise to the findings. The measures
relating to the findings from the
file reviews depended on the issue
being assessed. In particular, they
concerned changes to the audit
approach and audit scope as well as
adequate audit evidence in higher-
risk areas. In some cases, it was also
agreed that the audit firms would
assess the issues that gave rise to the
findings in the selected files during
their internal monitoring.

Preliminary fact-finding and
proceedings

Alongside routine inspections, event-
driven preliminary fact-finding and
proceedings are also conducted at
state-regulated audit firms. Particular
account is taken of credible third-
party notifications. In the reporting
year, 13 third-party notifications re-
lating to the work of state-regulated
audit firms were received. Six of these
prompted preliminary fact-finding in
the reporting year, which did not lead
to any proceedings being opened
against auditors-in-charge once they
had been completed.

Audit quality indicators

FAOA audit quality indicators

The FAOA collects twelve audit quality
indicators (AQI) from the five largest
audit firms?°. It uses these primarily to
analyse trends and for risk assessment
and inspection planning.

20 The FAOA does not substantively test the
amounts reported by the audit firms.
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2018 2019

to  from to  from to

Figure 12
Comparison of selected AQIs relating to the audit function of the five largest audit firms
AQI 2016 2017
from to  from
Annual revenue per audit partner in CHF million 1.8 4.2 2.0

4.1 2.1 4.1 2.2 4.2

Ratio of non-audit fees to audit fees?'

— SMI companies
— Non-SMI public companies

0.2 0.2 0.1
0.0 0.2 0.0

0.3 0.1 0.2 0.1 0.4
0.3 0.0 0.3 0.0 0.3

Number of staff per partner

74 153 8.2

15.8 95 143 9.7 137

Training hours

54 77 52

84 49 85 51 78

Staff turnover in %

12 27 12

29 13 31 15 27

Average number of EQCR?? hours
— SMI companies
— Non-SMI public companies

25 116 43
8 17 8

182 51 224 48 167
16 9 19 7 21

Average number of auditor-in-charge hours

— SMI companies
— Non-SMI public companies

351 700 478
75 113 74

733 562 757 387 897
14 77 125 74 135

Number of foreign shared service centre hours as
a percentage of overall hours at public companies 0 7

10 0 13 0 17

Number of consultations per public company audit 0.1 0.4 0.0

1.0 0.2 1.1 0.2 1.0

The annual revenue per partner rose
compared to the prior year at three
audit firms. It decreased at one firm
due to an increase in the number of
partners and remained virtually un-
changed at the remaining firm. The
audit firm with the lowest number of
staff per partner also had the lowest
revenue per partner.

The FAOA sees the ratio of non-audit
to audit fees at PIE audit clients as a
risk factor. The higher the ratio, the
greater the risk of a conflict of inter-
est for the audit firm. The upper end
of the range climbed from 0.2 to 0.4
for SMI companies. The limit set by
European Union (EU) legislation is
a three-year average of 0.7. The EU
limit was thus not exceeded by some
considerable margin. Nonetheless,
during the reporting year the FAOA
received twelve notifications of en-
gagements with a ratio of more than
1:0 (prior year: ten). None were SMI
companies.

Continuing  professional  develop-
ment to enhance the skills and capa-
bilities of auditors is fundamental to
safeqguarding audit quality. The AQI

training hours were calculated exclud-
ing self-study hours. One audit firm has
reported the highest amount every year
since 2014. Another has shown the
lowest amount every year since 2016.

The business model of an audit
firm requires a certain level of staff
turnover. However, too high a turnover
rate can impair audit quality, since a
firm may not have enough capable
staff with the necessary competence
and professional knowledge. Turnover
rates differ greatly across the audit
firms. One audit firm has reported the
highest staff turnover four times since
2015. Another has consistently boast-
ed the lowest rate ever since this AQI
was first recorded.

An EQCR must be deployed at public
companies. The respective EQCR
average hourly amounts vary across
audit firms. The larger the audited en-
gagements of the firm are, the higher
the average generally is. Familiarisa-
tion time incurred as a result of chang-
ing the EQCR or acquiring an SMI
engagement also often increases the
average. Since 2014, the same firm
has shown the highest amount for SMI

companies. Another has reported the
lowest amount for the past two years.

The average number of auditor-
in-charge depends on engagement-
specific circumstances. Gaining and
losing SMI companies causes this
AQI to vary considerably. The average
number of auditor-in-charge hours at
SMI companies was several times that
at other public companies.

Four audit firms outsourced certain
audit work to foreign shared service
centres. Two of them outsourced
more work abroad on average than
they did in the prior year. A third saw
a fall in this AQI even though the
number of its audit engagements
with outsourced elements actually
rose. This was due to the fact that
the percentage of outsourced work
on its other audit engagements was
comparatively low. The AQI also fell at
the fourth audit firm as certain audit
work was increasingly outsourced to
a shared service centre in Switzerland.

21 Certain prior-year amounts have been

corrected.

22 Engagement Quality Control Reviewer.
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Formal consultations are to be held in
response to challenging or disputed
circumstances in order to increase
audit quality. Three audit firms carried
out more consultations per public
company audit than they did last year.
In one case, this was done in order to
boost this quality assurance measure.
At two firms, the number of consulta-
tions remained practically unchanged
compared to the prior year.

AQIs of the five largest audit firms

The FAOA believes that internal AQls
can help in the early identification of
positive and negative quality trends
and thus, with the use of appropri-
ate measures, improve audit quality.
Audit committees are growing ever
more aware that AQls are conducive to
measuring the quality of audit work.
Nevertheless, the hope remains that
the benefit of AQIs as an additional
information tool will spread even fur-
ther. The issue is not the meaningful-
ness of individual AQIs but rather bet-
ter dialogue with auditors about the
quality of the audit services provided.

Alongside the AQIs collected by the
FAOA, the five largest audit firms
continue to use other AQIs of their
own. At three firms, these internal
AQIs follow the requirements of the
respective global networks and are also
reported to them. The design of the
AQIs differs in terms of number, type
and balance between quantitative
and qualitative characteristics. Three
audit firms have processes in place for
collecting, evaluating and monitoring
internal AQIls. Results, changes and
trends are assessed quantitatively and
qualitatively. One firm monitors fewer
AQIs than its peers and assesses them
primarily on a qualitative rather than
guantitative basis. The fifth audit firm
only records staff-related indicators.

IFIAR survey on inspection results

On 16 May 2019, the International
Forum of Independent Audit Reg-
ulators (IFIAR) published the results
of a broad-based survey?. 45 IFIAR
members took part in the survey. This
was already the seventh survey of

this type, identifying common find-
ings at the six largest global audit
firms?* on an anonymous basis. The
survey focused particularly on file re-
view findings at PIEs and systemically
important financial institutions. IFIAR
negotiates with the six largest au-
dit networks at a global level based
on the survey in order to agree on
measures to improve audit quality.
Analysis of the file review findings
of the FAOA and those of other
oversight authorities shows compa-
rability with those of IFIAR. The sur-
vey also reveals that, compared with
the results from 2014, the number
of PIEs with at least one file review
finding has fallen from 47 % to 37 %.
Although this marks a positive trend,
the figure is still too high in IFIAR's
view.

IFIAR members believe that the global
audit networks and local audit firms
must eliminate recurring deficiencies
permanently. In 2015, IFIAR reached
an agreement with the six largest
audit firms to meet this goal. This stip-
ulates that the number of PIEs with
one file review finding or more will
reduce from 39% to 29% (around
25% reduction) after four years, i.e.
by 2019, based on the results from
ten members. The results are expected
in the next IFIAR survey (2019). A sec-
ond initiative has also been agreed
between IFIAR and the six largest
global audit firms: the number of
PIEs with at least one finding is to be
reduced by a further 25% between
2020 and 2023. This will be based
on the findings in IFIAR's 2019 survey
reported by those members that have
voluntarily signed up to this new
initiative. The FAOA has decided to
take part.

Cooperation with stock
exchanges

The FAOA coordinates its oversight
activities with SIX Exchange Regula-
tion (SER) to avoid duplication. The
FAOA focuses on evaluating auditor
compliance with legal and profes-
sional standards and not accounting
standards directly. SER is responsible

for ensuring that companies listed
on the Swiss stock exchange (SIX)
comply with accounting standards.
As such, it assesses issuers’ compli-
ance with their responsibilities under
the listing regulations. If the FAOA
finds material breaches of account-
ing standards during its inspections,
it notifies the responsible exchange in
writing. There was one such notifica-
tion in the reporting year.

Cooperation with audit
committees

Contact with audit committees con-
tinued to be maintained in the report-
ing year. As the bodies responsible
for commissioning audits, audit com-
mittees have a significant influence
on audit quality. Contact with the
audit committees is cultivated during
inspections, while workshops for
them and for investors are also held
periodically.

As in the prior year, the FAOA ran a
workshop on cooperation between
audit committees and auditors in Zu-
rich on 7 November 2019. Alongside
good practices for audit committees
in dealing with auditors, national and
international trends were also ana-
lysed. A representative from Novartis
reported on her experiences of the
cooperation between internal and
external audit. The issue of auditor
independence was also explored
further from the audit committee’s
perspective. The half-day event end-
ed with a panel debate, during which
speakers and investor representatives
discussed the many varied expec-
tations placed on the auditor. The
conclusion drawn from the event
was that active engagement from
all stakeholders involved in the audit
can make a significant contribution
to its quality provided that the au-
dit committee — independently of

23
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the management — assesses the au-
ditor against appropriate qualitative
criteria.

Standard setting

Swiss Auditing Standards

Companies preparing financial state-
ments under the Swiss Accounting
and Reporting Recommendations
(Swiss GAAP FER) usually have their
consolidated and statutory finan-
cial statements audited under Swiss
Auditing Standards (SAS). Compa-
nies preparing their financial state-
ments under international standards
(e.g. International Financial Reporting
Standards (IFRS), United States Gen-
erally Accepted Accounting Principles
(US GAAP)) must always be audited
under SAS in addition to the relevant
international auditing standard (ISA,
PCAOB) (FAOA Circular No. 1/2008).
In particular, the SAS reflect the ISAs
of March 2009. There have been
significant changes to around elev-
en ISA auditing standards?®, which
have therefore not been adopted
by the SAS. In connection with the
extended audit report, FAOA Circu-
lar No. 1/2015 rendered the rele-
vant standard (ISA 701) applicable in
particular to statutory and consoli-
dated financial statements of listed
companies prepared under the CO,
Swiss GAAP FER or other foreign
standards that do not stipulate any
disclosures on the key audit matters.
The FAOA welcomes the evolution
of the ISAs to date as they serve to
improve audit quality. In view of the
ever-widening gap between the ISAs
and the SAS, the FAOA is examining
potential scenarios for how it might
be closed.

International Standards

Cooperation within IFIAR resulted in
the submission of the following com-
ments on various proposals by the
International Ethics Standards Board
for Accountants (IESBA) and Interna-
tional Auditing and Assurance Stand-
ards Board (IAASB):

— In June 2019, IFIAR submitted a
comment letter to the IAASB on its
draft strategy for 2020-2023 and
work plan for 2020-2021.

— InJuly 2019, IFIAR published a com-
ment letter on the drafts for ISQM
1, «Quality Management for Firms
that Perform Audits or Reviews of
Financial Statements, or Other
Assurance or Related Services Enga-
gements»,onISQM 2, «<Engagement
Quality Reviews», and on ISA 220
(Revised), «Quality Management for
an Audit of Financial Statements».

— In September 2019, IFIAR also sub-
mitted a comment letter to the
IAASB on the discussion paper
entitled «Audits of Less Complex
Entities: Exploring Possible Options
to Address the Challenges in Apply-
ing the ISAs».

All of these comment letters are pub-
lished on the FAOA's website.

ISQM 1 will replace the International
Standard on Quality Control 1 (ISQC 1).
The requirements for Engagement
Quality Reviews are currently contained
in ISQC 1 and the audit standard ISA
200 and will be brought together in
ISQM 2 in the future. These standards
are expected to enter into force in mid-
2020 with an introduction period of at
least 18 months. The FAOA welcomes
the latest developments on these
standards as their implementation is
set to further improve overall audit
quality. During the reporting year, the
FAOA held already discussions with the
five largest audit firms on the planned
implementation of these standards.
There is significant variation amongst
these firms in terms of the extent to
which they have implemented ISQM 1:
one launched the whole of ISQM 1 dur-
ing the reporting year, while another
implemented parts of it. The remain-
ing audit firms are waiting to see what
happens at network level and have
thus not yet addressed the expected
changes in any great detail.

Points of focus for 2020
inspections

The FAOA has selected the following
points of focus for the 2020 routine
inspections of state-regulated audit
firms:

— Evaluation of the audit of leases
(IFRS 16)

— Evaluation of the audit of fraud (ISA
240)

Further points of focus arise from the
individual analysis of specific circum-
stances and relate to the application
of relevant auditing or accounting
standards.

25 |SA 250, 260, 315, 540, 570, 610, 700,

701, 705, 706 and 720.
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Regulatory Audit

Introduction

As the extended arm of FINMA, reg-
ulatory audit firms make a key contri-
bution in the common interests of the
Swiss dual financial market supervi-
sion system. The statutory framework
governing regulatory audits under
supervisory law differs substantially
from the obligations of a statutory
auditor under the CO. The expecta-
tions shared by the FAOA and FINMA
regarding the regulatory audit firms
are of key importance in terms of
quality and transparent reporting in
the interplay between regulators of
financial intermediaries in the Swiss
financial industry.

Regulatory audit quality continued
to improve during the reporting year,
with fewer Comment Form findings
overall. The FAOA expects regulatory
audit firms to meet the increasingly
stringent quality requirements and
to adopt the necessary professional
scepticism when planning and carry-
ing out their audits and relentlessly
highlight weaknesses and deficien-
cies to stakeholders. The introduc-
tion of EXPERTsuisse’s Swiss audit
notice 70 (PH70) with effect from
1 January 2020 is expected to fur-
ther improve regulatory audit quality.
PH70’s planned inclusion in FINMA's
«Self-regulation as a minimum stand-
ard» regulation will also make the
regulatory audit specifications more
binding on all parties involved.

The amendments to FINMAS «Au-
diting» Circular entered into force
on 1 January 2019. With this partial
revision, FINMA intends to make the
concept of the regulatory audit more
risk-based, increase the effectiveness
and efficiency of these audits and
reduce overall costs in regulatory
audit. The supervised financial inter-
mediaries and the regulatory audit
firms commissioned to audit them
will first feel the impact of this reform
in their regulatory audits during the
2019 financial year. However, the
FAOA is keen to ensure that this ini-
tiative does not have a disproportion-
ately negative impact on quality due
to the increased cost pressure. The

FAOA will be observing the effects
of the changes on regulatory audits
closely to make sure that the initiative
does not dangerously erode quality
and is taking action to safeguard the
unpredictability of its own inspec-
tions.

Licensing trend in regulatory audit
The regulatory audit market has
changed little in recent years. The
«big three» regulatory audit firms
continue to perform the vast majority
of regulatory audits, though there is
fierce competition between all regu-
latory audit providers for new audits
put out to tender.

A total of 16 regulatory audit firms
held a licence to audit under finan-
cial market legislation at the end of
2019. Three existing regulatory audit
firms obtained an additional licence
to audit persons in accordance with
Art. 1b BankA (fintechs) in 2019. One
regulatory audit firm that had only
been licensed to audit DSFIs surren-
dered its licence.
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Figure 13
Regulatory audit firms according to licence type

3 5 5 6 6
- 2
_ 1 1 1
_ 1 1 1 1
_ 1 1
_ 1
_ 1 1
Audits under CISA/audits of DSFs 1 1 1 1 1
Auditsunder CISA 1 1 1 1 1
Audits underlnssA— 1 1 1 1 1
auditsof DS 4 6 7 8 8
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Impact of the FinlA

With the FinlA entering into force on
1 January 2020, the financial inter-
mediaries subject to direct supervi-
sion by FINMA (DSFls) are required to
join a self-regulatory organisation. In
this FAOA licensing category, these
changes to the law also affect private
individuals and corporate bodies. The

Figure 14

licences are to be deleted from the
FAOA's register by law, and «DSFI»
will cease to exist as a category from
1 January 2020.

The following table shows the number
of institutions audited by regulatory
auditors licensed under financial mar-
ket legislation as at the end of 2019.

Number of supervised institutions by regulatory area

Banks and securities traders

intermediaries

(excluding Raiffeisen banks?26) 291 296 299 312 346
Innovation funding in the

banking sector 0 N/A N/A N/A N/A

Insurance companies 198 200 205 207 214

Insurance groups 6 6 6 6 6

Fund managers 50 48 45 44 43

Agents 85 86 92 94 94

Asset managers 222 213 217 206 178

swiss collective i”"secsrfg’rﬁg: 1720 1,727 1,641 1,551 1,542

Directly supervised financial 70 135 163 199 227

The trend of the past few vyears
continued during the reporting year,
with the number of FINMA-supervised
institutions falling. CISA audits were
an exception, as the number of asset
managers rose.

In contrast to the licences granted to
regulatory audit firms and regulatory
auditors-in-charge, the new legislation
on innovation funding in the banking
sector did not result in any licensed
institutions for FINMA.

26 plys 229 Raiffeisen banks organised as
cooperatives

27 With the entry into force of the FinlA,
DSFls are no longer supervised by FINMA
with effect from 1 January 2020.
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2019 inspections

In the 2019 calendar year, seven?
(prior year: nine) regulatory audit firms
were inspected:

— five subject to an annual inspection
cycle as they audit more than 50
PIEs, and

- two of a total of six regulatory audit

firms subject to inspection at least
every three years.

Figure 15

Audit quality at the seven regulatory
audit firms covered in 2019 was in-
spected by means of 17 file reviews.
The following categories of financial
market companies were selected:

— seven banks, comprising two sys-
temically relevant banks and a
group of five banks subjected to a
thematic review,

— three asset managers,

— three fund management companies,
and

— four insurers.

Overview of completed FAOA regulatory inspections and Comment Form Findings 2019

Number of inspections

Comment Form Findings

Firm Review Regulatory Audit 1 6 1 1 7
Comment Form Findings

File Review Regulatory Audit 25 38 16 30 54
Number of inspected files 15 12 17 16

Firm reviews

Seven inspections were performed in
2019, four of which are already com-
plete. The 2019 firm reviews and the
prior-year inspections excluded from
the Annual Report 2018 only resulted
in one finding, relating to adherence
to professional practice and training
hour requirements.

Despite the pleasing result, the FAOA
continues to regard compliance with
training requirements and completing
the necessary number of audit hours
in the relevant regulatory area as
highly important; the corresponding
processes and rigorous controls by
the regulatory audit firms are essen-
tial to ensure transparency during the
firm review.

28 Three audit firms at which the inspection
fieldwork was completed are excluded
from this annual report as the findings
process is still at an early stage. Conversely,
two inspections that were yet to be com-
pleted last year are now included.
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File reviews

As with financial audit file reviews,
the quality of the regulatory audit
depends heavily on the engagement
team members. Their knowledge of
regulatory requirements is especially
important.

To ensure audit quality, regulatory
audit firms must focus on audit qual-
ity consistency across audit engage-
ments of different size, complexity,

Figure 16

risk and financial market licence type.
Ongoing regulatory training must
also be given to those involved and
adequately monitored.

The following figures illustrate, by
audit area and basis, the findings
from the file reviews completed in
2019 or performed in the previous
year but excluded from the Annual
Report 2018:

Number of regulatory audit file review Comment Form Findings by audit area (30 findings)

AMLA regulations including audit sampling

11

Risk management

Business relationships with representative bodies and interested parties

Code of conduct

Regulatory impacts of accounting

N W | W |

Specific actuarial provisions

Reliance on the work of others

Other

The number of findings fell because
more than 20 findings from the pri-
or year had related just to DSFIs — no
pure DSFI regulatory audit firms were
inspected during the reporting year,

as this category is to be abolished
on 1 January 2020. The most com-
mon findings related once again to
audit procedures on compliance with
AMLA regulations. The FAOA's in-

spections will thus continue to focus
on this issue. The FAOA also observed
an increase in the number of findings
relating to regulatory audits of risk
management.

If/llgil:wr?oz causes of Comment Form findings from 2019 regulatory audit file reviews

Insufficient audit evidence 14
Insufficient audit evidence in conjunction with insufficient professional scepticism 11
Insufficient planning and review 4

Other
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Just as in previous years, inadequate
gathering of audit evidence was the
most common cause of findings. This
often goes hand in hand with a lack
of the professional scepticism re-
quired to conduct regulatory audits.
Inadequate audit evidence related,
for example, to audit sampling, the
scope of consolidated supervision
and the audit of the risk management
area. The deficient audit procedures
were often not sufficient for positive
assurance to be given in the reports
submitted to FINMA.

Points of focus for 2019 inspections
The FAOA published its points of
focus for the 2019 regulatory audit
inspections in its Annual Report 2018
and examined these in detail in the
reporting year. The following points
resulted:

Audit of risk management

The inspections focusing on risk man-
agement confirmed the deficiencies
already identified in previous years.
These generally involve a combination
of insufficient audit procedures and
inadequate professional scepticism.
In terms of risk reporting, there is a
particularly noticeable lack of audit
of controls or sufficient sampling in
substantive testing regarding central
risk data. In many cases, the regulato-
ry auditors do not scrutinise the data
provided by the company being au-
dited critically enough or verify that it
is accurate and complete.

Audit of the internal organisation and
internal control system (including IT)
A great many areas of auditing are
linked to the internal organisation
and internal control system, as defi-
ciencies identified in controls often
indicate weaknesses in the internal
control system or even in the internal
organisation itself. Deficiencies were
identified in audits of the design and
operating effectiveness of controls in
2019. Across the board, regulatory
audits are focusing too much on sub-
stantive testing, often combined with
insufficient sample sizes. Strengthen-
ing controls-based audit procedures
would be more efficient and make
more sense in many cases.

Audit of compliance with AMLA
requirements

The main weaknesses were again
seen in the design and execution of
sample testing:

— Purpose of test and population
characteristics not accounted for in
sample design;

— Completeness of population insuf-
ficiently tested;

— Majority of samples strictly at FINMA-
minimum levels;

— Audit procedures and conclusions
not transparent;

— Insufficient critical assessment of
identified errors.

Sample testing is a tried-and-tested
method for auditing business rela-
tionships and higher-risk transac-
tions. In many cases, the audit quality
requirements were not met across
audit engagements of different size.

Once again, too little attention was
paid in 2019 to compliance with AMLA
requirements by foreign group com-
panies in the context of consolidated
supervision. Furthermore, the quality
of the risk analysis at the supervised
institutions was not given the neces-
sary critical attention yet again.

Rating, root cause analysis and
measures

In regulatory audit, as in financial au-
dit, the quality of audit work is award-
ed one of three ratings. Rating 1 is the
best rating, and means that no mate-
rial findings were identified. Rating 2
means that the quality is inadequate in
places and thus requires improvement.
Rating 3 indicates inadequate quality.
A rating of 3 at file level would lead the
FAOA to expect the regulatory audit
firm to take disciplinary action against
the individuals responsible.

Regulatory audits under financial mar-
ket legislation are to be performed
with the care of a suitably qualified

professional auditor. In isolated cases,
the inadequate quality of the audit
work led the FAOA to believe that
the measures proposed by the regu-
latory audit firms were not enough to
provide sufficient punishment on the
individuals charged with leading the
audit. These cases had to be passed
on to the FAOA's Enforcement team
for further investigation.

The regulatory audit process for ana-
lysing root causes and determining
measures is basically the same as for
financial audit. The 2019 findings
demonstrate, in particular, the critical
importance of measures to improve
the professional scepticism of both
the regulatory auditors-in-charge and
their audit teams.

Insufficient professional scepticism
can have many causes. These include,
but are not limited to:

— Excessive trust in client statements
and documents;

— A «checklist mentality», simply
completing audit programmes
without thinking critically;

— Selecting samples without taking a
critical, risk-based approach;

— Time and fee pressure;

— Insufficient instruction and mon-
itoring of the regulatory audit
teams;

— «Copy and paste» errors without
any further critical assessment of
any changes;

— Risk of «operational blindness»
through long-term involvement in
the engagement.

The insufficient professional scepti-
cism seen in some cases has led the
FAOA to identify deficiencies from the
planning of audit procedures through
to audit evidence gathering and
FINMA reporting, resulting in an in-
correct picture being painted.
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The various root causes led to a range
of measures being agreed:

— Involving industry, technical and
valuation specialists in the audit;

— Revising practice aids, audit pro-
grammes and checklists;

— Introducing requirements for se-
lecting and auditing samples for
regulatory audit purposes;

— Improving the performance of
controls testing, i.e. assessing pro-
cesses, identifying key controls and
testing them;

— Improving and adapting training
concepts;

— Coaching and punishing regulatory
auditors-in-charge and EQCRs.

Anti-Money Laundering Act

Regulatory framework

The AMLA applies to financial inter-
mediaries and regulates anti-money
laundering, the fight against the
financing of terrorism and the exer-
cise of due care by finance compa-
nies. The legal framework is supple-
mented by the AMLO, AMLO-FINMA
and CDB 16 regulations.

In June 2019, the Federal Council
adopted the dispatch to amend the
AMLA and published the correspond-
ing bill, which includes the most
important recommendations of the
country report on Switzerland by the
Financial Action Task Force (FATF).
The following changes are expected:

— Verifying the identity of the ben-
eficial owner: The AMLA is to be
amended to underpin the obliga-
tion to verify the identity of the
beneficial owner with an explicit
legal basis.

— Updating client data: The obliga-
tion to review the up-to-dateness
of client data periodically applies to
all business relationships regardless
of the risk involved. A risk-based

approach is to be applied to the
frequency and scope of this review
and to how it is done and how cli-
ent data are updated, thus leaving
it up to financial intermediaries to
decide how often they will review
their business relationships.

— Modifying the system for filing
reports with the MROS: The legal
uncertainty regarding the terms
«Melderecht» («right to report»)
and «Meldepflicht» («duty to re-
port») that has prevailed up until
now is to be eliminated in an or-
dinance. The term «begrindeter
Verdacht» («justified suspicion») is
to be explained. The 20-day dead-
line for the Money Laundering
Reporting Office Switzerland (MROS)
to process reports of money launder-
ing is to be abolished. In exchange,
however, financial intermediaries
will be permitted to terminate a
business relationship if they have
not heard back from the MROS
within 40 days of filing a report of
money laundering.

— Due diligence obligations for advi-
sors: Advisors are now also to be
subject to the AMLA if they prepare
and/or provide services on a com-
mercial basis in respect of e.g. set-
ting up, managing, administering
or obtaining funds for domiciliary
companies and trusts.

— Lowering the threshold for trading
in precious metals and precious
stones: The threshold for comply-
ing with due diligence obligations
regarding cash payments relating to
trading in precious metals and pre-
cious stones is to be cut from CHF
100,000 to CHF 15,000. The stand-
ard threshold for complying with
due diligence obligations regarding
cash payments and over-the-coun-
ter transactions is also to be reduced
to CHF 15,000 across the board.

Oversight authorities expectations
and effects on regulatory audit
services

FINMA's regulatory audit require-
ments have not changed substantially
since 2018. The extent of these au-

dit requirements shows that FINMA
continues to place high expectations
on the scope of the regulatory audit
services to be performed under the
AMLA.

The FAOA also has exceptionally high
expectations of the quality of the
regulatory audit services performed
to cover these audit requirements
imposed by FINMA. FINMA'S regu-
latory audit requirements represent
the minimum audit procedures that
are to be carried out. Each individual
regulatory audit firm is thus responsi-
ble for supplementing and/or increas-
ing these requirements as and when
appropriate based on the risk profile
of each financial intermediary and
depending on the circumstances. The
FAOA therefore expects the regulato-
ry audit firms to be particularly critical
when both planning and carrying out
audit procedures and to relentlessly
highlight weaknesses and deficien-
cies in their reports .

Cooperation with FINMA

Through this cooperation, the FAOA
creates transparency vis-a-vis FINMA
and supports it in carrying out its
supervisory activities. The interaction
also serves to keep administrative ef-
fort as low as possible for both au-
thorities and for the regulatory audit
firms. The regular dialogue between
the FAOA and FINMA is based on
the underlying legislation in Art. 28
FINMASA and Art. 22 AOA.

Day to day, it takes place at all levels
of seniority and especially in con-
junction with the file reviews of
FINMA-supervised entities. The risk-
based selection of regulatory audit
engagements and points of focus for
file reviews requires an ongoing for-
mal and informal exchange of infor-
mation between the two authorities.

The FAOA informs FINMA of the re-
sults of its firm and file reviews by pro-
viding the final inspection report as
well as the Comment Forms and Oth-
er Reportable Findings relating to the
regulatory and financial audits of FIN-
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MA-supervised entities. Conversely,
the FAOA will itself be notified if
FINMA has firm suspicions of defi-
cient auditing.

Points of focus for 2020
inspections

The FAOA has selected the following
2020 points of focus in the regulatory
audit area:

— Audit of compliance with the
provisions of the Federal Act on
Combating Money Laundering and
Terrorist Financing (AMLA)

— Audit of risk management

— Audit of the internal organisation
and internal control system (includ-
ing IT)

Money laundering issues are con-
tinuing to dominate the Swiss and
international financial markets. For
the institutions involved, this means
that there is always the risk of major
reputational damage besides draconi-
an punishments and fines.

If a financial market is to work prop-
erly, its institutions absolutely have to
have a robust risk management sys-
tem, an appropriate internal organi-
sation and a well-functioning internal
control system.

This means that the regulatory audit
firms need to accept their respon-
sibility for ensuring that audit work
is done properly with due care and
attention. The FAOA will therefore be
focusing particularly on these issues
in 2020.
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International

General

The FAOA brought its 2016-2019
strategy period to a successful con-
clusion from an international per-
spective. During this time, it signed
Memoranda of Understanding with
three foreign audit oversight authori-
ties on the subject of cooperation and
recognised the equivalence of a fur-
ther 16 oversight authorities?®. The
FAOA worked closely with foreign
audit oversight authorities and pro-
moted the principle of home-country
jurisdiction in oversight matters (stra-
tegic objective 8)3.

The FAOA's main goal for the 2020
— 2023 strategy period will be to
step up and improve its cooperation
with foreign authorities and promote
mutual recognition. It will also make
an active contribution to develop-
ing audit oversight systems in other
countries in view of the continued
internationalisation of the financial
markets and the companies being
audited as well as the need to oversee
audit firms to an adequate standard
worldwide in order to protect investors.

Although the number of adminis-
trative assistance cases fell in 2019
compared to the prior year3', success-
fully resolving cross-border matters
remains an important issue in the
context of globally interconnected
markets.

Extra-territorial scope of the AOA

To protect investors on the Swiss
capital market and in line with equiv-
alent foreign regulations, the AOA
also applies outside Switzerland. The
law thus requires foreign audit firms
to be overseen by the FAOA if they
audit foreign companies that draw on
the Swiss capital market (Art. 8 para.
1 AOA). The FAOA thus conducted
inspections at two foreign state-reg-
ulated audit firms based in Israel and
Argentina during the reporting year32

To avoid multiple oversight by differ-
ent authorities, however, there are
exceptions to the requirement for

FAOA licensing and supervision (Art. 8
para. 2 and 3 AOA). In practice, over-
sight of foreign audit firms is trans-
ferred to the oversight authorities in
the countries in which these firms
have their registered office as far as
possible. SIX Swiss Exchange, the
Swiss stock exchange, is responsible
for enforcing the Disclosure Ordinance
(DO-FAOA). Firms auditing compa-
nies under foreign law that are not
exempt from the licensing obligation
in accordance with Art. 8 para. 2 and
3 AOA must be licensed as state-
regulated audit firms by the FAOA.

Relations with the European Union

Further Memoranda of
Understanding

The FAOA signed a Memorandum of
Understanding (MoU) on coopera-
tion in audit oversight with the Audit
Oversight Body of Austria (AOBA) on
3 September 2019 that will further
improve investor protection for listed
companies. This MoU will also ease
the workload of the audit industries
in both countries, as there is now no
need for audit firms in one country
to be licensed in the other in accord-
ance with the principle of home state
supervision in oversight matters.
The MoU is essentially similar to
those that have already been signed
with other European audit oversight
authorities. It has been published on
the FAOA's website 3.

The UK leaving the EU (Brexit)

Even though Brexit has not yet hap-
pened, the UK'saudit oversightauthor-
ity (the Financial Reporting Council,
FRC) and the FAOA do not believe
there will be any impact on the MoU
signed between the two oversight
authorities or on the equivalence of
the FRC's oversight system. However,
a definitive answer to this question
will only be possible when the British
regulations that will apply when the
country leaves the EU are known.

In respect of the recognition of equiv-
alent professional qualifications, the
Federal Council signed an agreement
with the UK in December 2018 that

expresses an intention to uphold
the rights that Swiss and UK citizens
acquired based on the Swiss-EU
agreement on the free movement of
persons. If there is a deal, i.e. if the
UK leaves the EU based on a with-
drawal agreement, the free move-
ment agreement will remain in force
between Switzerland and the UK for
a transition period. It is not currently
known whether a bilateral agreement
will be signed between the two coun-
tries that guarantees the rights
enshrined in the free movement
agreement even after Brexit or wheth-
er reciprocal rights (Art. 4 para. 2 let-
ter d AOA) will be guaranteed by oth-
er means. In Switzerland, the Federal
Council is responsible for concluding
an agreement of this kind. However,
the UK’s departure will not have any
negative impact on anyone with a UK
qualification who also held an FAOA
licence prior to Brexit.

Cooperation with the USA

Joint Inspections

The FAOA and the Public Company
Accounting Oversight Board (PCAOB)
concluded their third cycle of joint in-
spections by inspecting the last of the
«big five» audit firms in Switzerland.
Cooperation continues to be based
on the Statement of Protocol (SoP;
equivalent to an MoU) that was origi-
nally signed by the FAOA, FINMA and
the PCAOB in 2011 and extended in-
definitely between the FAOA and the

29 For more information, cf. the FAOA's

Annual Reports 2016-2018.

30 For more information, cf. the strategic
objectives for 2016-2019, available
(in German) from the FAOA website at
www.rab-asr.ch > Die RAB > strategische
Ziele.

31In 2019, the FAOA received ten (2018:
18) requests for administrative assistance.
Of these, five came from the USA and five
from audit oversight authorities in the EU/
EFTA. For its part, the FAOA submitted
two requests for administrative assistance
from an EU/EFTA oversight authority.

32 For more information, cf. the list of «State-

regulated audit firms» in the Appendix.

33 For more information (in German), cf.

www.rab-asr.ch > Internationales > Zusam-

menarbeit > Osterreich.
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PCAOB in 2014. The FAOA's coopera-
tion with the PCAOB will continue in
the form of the fourth inspection cy-
cle, which is planned to start in 2020.

PCAOB Regulatory Institute

The FAOA took part in the annual
«PCAOB International Institute on
Audit Regulation» event, which this
year focused on aligning the regu-
lation of audit oversight to future
challenges. Amongst other things,
discussions  centred around the
PCAOB’s innovations in its inspection
programme, the potential impact of
new technologies on audit quality
and the development of cross-border
regulations.

Relations with other states and
organisations

The Japanese audit oversight author-
ities (the Certified Public Accountants
and Auditing Oversight Board and
Financial Services Agency)3* recog-
nised the equivalence of Switzerland's
audit oversight system on 24 June
2019. Negotiations are still ongoing
as regards implementing the principle
of home state supervision in oversight
matters.

Multilateral organisations

IFIAR

The 19th IFIAR plenary meeting
was held in Rhodes (Greece) from
30 April to 2 May 20193 This year's
key theme, «The Evolving World of
Audit», saw discussions focus on the
future and relevance of audit as an in-
stitution. The FAOA's Chief Executive
Officer was also elected as Chair of
the IFIAR at the conference and will
serve a two-year term to April 2021.

The FAOA continued to be involved
in the IFIAR's work on several levels
during the reporting year:

— Enforcement Working Group (EWG):
this working group has been
chaired by Switzerland since 2018
and facilitates the exchange of
experiences on inspection proceed-

ings and punishments enforced on
auditors and audit firms that break
the law. The group ran its fourth
Enforcement Workshop in June
2019, holding the event separately
from the plenary meeting for the
first time. The speeches and discus-
sions covered a wide range of top-
ics, including trends and challenges
in applying the law, procedural and
practical aspects of the various rules
of procedure, and the use of new
technologies. The FAOA had the
honour of hosting 73 participants
from 34 different jurisdictions.

— Global Audit Quality Working Group
(GAQ WG): this working group is
engaged in ongoing dialogue with
the six largest international audit
networks, all of which are members
of the Global Public Policy Com-
mittee (GPPC). Two meetings were
held during the reporting year, in
London and Paris, to discuss issues
relating to audit quality on the glob-
al stage.

— International Cooperation Working
Group (ICWG): this working group
focuses on improving cooperation
and the exchange of information
between IFIAR members. Two new
members signed the MMoU in July,
bringing the total number of sig-
natory authorities to 24. The FAOA
was involved in assessing one of
the two applications to join.

— Inspection Workshop Working Group
(IWWG): this working group serves
to organise an annual inspection
workshop that provides inspectors
from IFIAR members with a forum
for exchanging experiences and
discussing topical issues in financial
audit oversight. The FAOA made
a number of contributions to this
year's workshop, which the group
held in Paris in February.

The FAOA also sits on the IFIAR
Board and is involved in several of its
sub-committees.

Finally, the FAOA's Chief Executive
Officer took part in the round table
discussion organised in Basel by the

Financial Stability Board (FSB) on
the topic of external audit and also
attended a meeting of the Com-
mittee of European Audit Oversight
Bodies (CEAOB) in Brussels. In his
capacity as IFIAR Chair, he explained
the organization’s current activities to
the audiences at both meetings. The
FAOA also had regular contact with
the Monitoring Group (MG) and Pub-
lic Interest Oversight Board (PIOB) due
to its chairmanship of IFIAR.

CEAOB

The CEAOB is the EU coordination
body for the national audit oversight
authorities of its member states. Since
2016, the FAOA has held observ-
er status in the CEAOB Inspections
Sub-group (ISG), which is responsible
for promoting cooperation between
CEAOB members in the field of in-
spection activities and for improving
communication with audit firms.

The FAOA attended two ISG meetings
in this capacity:

— Luxembourg in June: the sixth ISG
meeting focused on exchanging
ideas and opinions with represent-
atives of Deloitte and BDO and on
the results of inspections of in-
dustrial companies and financial
service providers. The Dutch audit
oversight authority (Authority for
the Financial Markets, AFM) also
presented its approach to inspec-
tion work 3.

— Bucharest in November: the main
items on the agenda for the seventh
meeting were exchanging ideas and
opinions with Ernst & Young and
with the standard-setters IAASB
and IESBA as well as a discussion
on inspection results from the «Re-
tail and Consumer Products» and
«Insurance» industries in the mem-

34 For more information, cf. www.fsa.go.jo/
cpaaob/english/press/20130711.html.

35 For more information, cf. www.ifiar.org/
?2wpdmd|=9591.

36 For more information, cf. WWWw.ec.europa.
eu/info/sites/info/files/business_econo-
my_euro/banking_and_finance/docu-
ments/190620-ceaob-subgroups-inspec-
tions-summary_en.pdf.

37


https://www.fsa.go.jp/cpaaob/english/press/20130711.html
http://www.ifiar.org/?wpdmdl=9591
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190620-ceaob-subgroups-inspections-summary_en.pdf
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ber countries. The Romanian audit
oversight authority (Authority for
Public Oversight of the Statutory
Audit Activity, ASPAAS) also talked
about its strategy for conducting
inspections .

Transmittal of information by private
parties to foreign authorities

The chairman of the board of direc-
tors of an asset management com-
pany was sentenced by the Office
of the Attorney General (OAG) to a
conditional fine and a penalty in 2017
on account of having handed the US
Department of Justice a USB stick
containing client files from his com-
pany without the necessary authori-
sation under Art. 271 para. 1 of the
Criminal Code (CC)3. However, he
was acquitted by the Federal Criminal
Court (FCC). On appeal by the OAG,
the Federal Supreme Court (FSC) over-
ruled the acquittal and sent the case
back to the FCC for re-appraisal®.

The FCC then issued a new ruling
on 2 May 20194, namely that the
accused now fulfilled all the criteria
for unlawful activities on behalf of a
foreign state (Art. 271 CC). The court
thus rejected the defence’s argument
that this case constituted a justifiable
and excusable emergency (Art. 17
and 18 CC), as there was no immedi-
ate danger to the company in its view.
The FCC is also obliged to accept the
FSC's assessment of the question of
a mistake of law: the accused’s intel-
lectual engagement with the incom-
plete legal opinion commissioned by
him meant that he was sufficiently
aware for all legal purposes of the il-
legality of his actions. The chairman
of the board of directors was thus
found guilty and fined CHF 10,000,
the maximum for this form of penalty
(Art. 106 CC). The ruling is not yet
legally binding.

Even though the FCC’s ruling comes
from the field of banking oversight,
it nevertheless confirms that the
transmittal of (non-publicly available)
information, data or documents by
private parties to a foreign authority
without appropriate permission from
the competent Swiss authority still
carries a high risk of being considered
criminal. Applied to audit oversight,
therefore, it is advisable to contact
the FAOA before transmitting data to
foreign audit oversight authorities.

37 For more information, cf. WWWw.ec.europa.
eu/info/sites/info/files/business_econo-
my_euro/banking_and_finance/docu-
ments/191121-ceaob-subgroups-inspec-
tions-summary_en.pdf.

38 For more information on this case, see the
FAOA's Annual Report 2018 (p. 29).

39 FSC Ruling No. 6B_804/2018 of
4 December 2018.

40 FCC Ruling No. SK.2018.71.
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Licensing
Introduction

The 2019 reporting year was domi-
nated by the second wave of licence
renewal applications from audit firms
since the FAOA was created. Over
half of the audit firms licensed by
the FAOA had been affected by the
upcoming expiry of their limited-term
licences. Some 1,000 firms success-
fully renewed their licence for a fur-
ther five years.

At around 50 and 450 respectively, the
number of applications for new licenc-
es from audit firms and private individ-
uals has been at a similarly high and
thus stable level for a number of years.

Figure 18

Statistics

Licences

One noticeable change year on year
has been the fall in the number of au-
dit firms licensed to around 320 (see
Figure 18). This is mainly due to firms
opting not to renew their licence
on expiry. Some 23% of the firms
not granted extended licences had
confirmed their decision not to seek
renewal to the FAOA or had opted
not to submit a corresponding licence
renewal application. The FAOA
suspects that the introduction of
standardised quality assurance system
regulations in 2017 and the require-
ments these make in terms of train-

Licensed individuals and audit firms as at 31 December 20194

39

ing and monitoring prompted a fairly
high percentage of the audit firms
affected to not seek licence renewal
in the reporting year.

Individuals 2,634 7,030 9,664 9,403
Audit firms 657 1,487 2,144 2,466
State-regulated audit firms - 20 20 21
DSFl-only state-regulated audit firms - 4 4 6
Foreign state-regulated audit firms - 2 2 2
Total licences 3,291 8,543 11,834 11,898

Membership of professional
associations

Membership of a professional asso-
ciation is voluntary and is not a
licensing criterion for either private
individuals or audit firms. However,
full membership of a professional

association can be declared in the
personal online register and thus in
the FAOA's public register. Associate
or other non-full memberships can-
not be declared in the FAOA's public
register as memberships of a profes-
sional association. The FAOA takes a

positive view of memberships, as they
promote the exchange of specialist
knowledge, targeted professional de-
velopment and the sharing of insights
into changes in the industry. Thus, the
FAOA welcomes membership of one
or more professional associations.

41 Allfigures refer to legally binding completed
proceedings. Pending appeals have not
been included.
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Figure 19

Professional association memberships#? of licensed audit firms as of 31 December 2019

IIAS

No association
EXPERTsuisse

TREUHAND | SUISSE

One positive aspect from the report-
ing year is the fall in the number of
audit firms not members of any pro-
fessional association. This dropped by
around a quarter year on year from

Figure 20

Professional association memberships# of licensed individuals as of 31 December 2019

IIAS

TREUHAND | SUISSE

No association

EXPERTsuisse

Around three-quarters of audit firms
and around 60 % of private individuals
are currently members of at least one
professional association.

753 to 556, mainly because a dispro-
portionately high number of the au-
dit firms that had opted not to seek
licence renewal were not members of
a professional association.

210

/'

42 Including multiple answers from individual
audit firms with multiple professional asso-
ciation memberships.

43 Including multiple answers from individu-
als with multiple professional association
memberships.
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Figure 21

Frequency of ordinary audits (Status: 31 December 2019)4

1 to 5 ordinary audits 336 325
6 to 10 ordinary audits 79 71
11 or more ordinary audits 74 78
Total number of audit firms performing ordinary audits 489 474

Number of audits

The number of audit firms with or-
dinary audit engagements increased
slightly year on year. Looking at the
figures since 2013, however, there

Figure 22

has been a fall from 649 to the cur-
rent level of 489. This decline is partly
due to the number of licensed audit
firms decreasing from around 3,600
to around 2,150. Another likely cause

has been the statutory requirement
to rotate the auditor-in-charge at
sole-proprietorship audit firms.

Total number of limited (LA) and ordinary (OA) audits performed (Status: 31 December 2019)*

State-regulated audit firms 15,605 9,093 24,698 24,347
Other licensed audit firms 67,546 2,649 70,195 73,856
Total audits performed 83,151 11,742 94,893 98,203

As in previous years, the number of
total audits performed by licensed
audit firms has continued to fall —
in this case, by some 3.5% year on
year. The reduction in the number of
licensed audit firms led to the number
of engagements per licensed audit
firm increasing by an average of just
over four engagements in total in the
2019 calendar year.

Internal quality assurance

standard applied

At the time it was surveyed in late
2018, around a third of audit firms
had access to TREUHAND | SUISSE’s
guidelines for SME audit firms to use
as a quality assurance standard, with

two thirds applying the standard SQS
1/SAS 220. The large number of au-
dit firms opting not to seek licence
renewal in the reporting year led to
an overall fall in the number of audit
firms in both categories.

44 Information based on audit firm self-decla-

rations.

4> Information based on audit firm self-decla-

rations.
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Figure 23
Audit firm declarations as to applied standard of internal quality assurance (Status: 31 December 2019)

48

ISQC 1 and ISA 220

TREUHAND | SUISSE guidelines

A small number of licensed audit
firms still use two or more different
quality assurance standards; it is par-
ticularly common internationally for
the ISQC 1 and ISA 220 standard to
be applied alongside SQS 1/SAS 220.

Internal quality assurance

Preparation of an annual

monitoring report

Since October 2017, all audit firms —
irrespective of the quality assurance
standard they apply — have been
obliged to have an internal quality as-
surance system in place and thus to
prepare a monitoring report at least
annually. During the ongoing licence
renewal process for audit firms, the
FAOA has observed that the monitor-
ing report is still not being drawn up
in isolated cases and that some reveal
serious deficiencies.

A good-quality monitoring report
gives a detailed description of the
monitoring procedures followed and
includes both a firm and a file review
every year. The findings from any
checklists used are compiled in the
monitoring report in written form,
and corresponding action points and
recommendations are devised. To this
end, all recurring or other significant
deficiencies are recorded in the report
alongside the resulting recommenda-
tions and measures to eliminate them.
The FAOA takes a positive view of
monitoring that identifies any errors
or weaknesses, as it demonstrates an
effective monitoring process.

All auditors-in-charge must be regu-
larly assessed as part of this monitor-
ing process. The monitor undertaking

the file review cannot be someone
who was also involved in the audit
engagement being assessed or in
any quality assurance work accompa-
nying the engagement. If necessary,
somebody with the appropriate li-
cence must be brought in from out-
side for this purpose. This means that,
at the smallest audit firms, where
only one person holds the necessary
licence, the monitoring report has to
be drawn up by someone external. It
makes sense for the internal or ex-
ternal monitor to have a degree of
seniority in terms of their profession-
al experience and in implementing
measures resulting from the monitor-
ing report.

The vast majority of licensed audit
firms have realised that an appropri-
ate monitoring process brings nu-
merous benefits and ultimately helps
them to protect themselves: a quality
assurance system safeguards and im-
proves the quality of audit services,
enables more efficient, standardised
processes through clear internal spec-
ifications, reduces liability risks and
ensures compliance with the law and
the requirements of the profession.

Compliance with Continuing
Professional Development (CPD)
specifications

When it reviews licence renewal ap-
plications from audit firms, the FAOA
checks whether the firms’ internal
quality assurance system ensures that
those of their staff who are licensed
with the FAOA are fulfilling their CPD
obligations. Compliance with the ob-
ligations in accordance with the CPD
regulations laid down by EXPERT-
suisse and/or TREUHAND | SUISSE
(30 hours or four days respectively

=

of CPD a year on average, exclud-
ing self-study) has to be checked
at least annually as part of internal
CPD monitoring, and this monitor-
ing has to be documented together
with corresponding evidence of the
CPD undertaken. The obligation to
comply with the EXPERTsuisse and/or
TREUHAND | SUISSE CPD regulations
applies to all licensed individuals,
whether or not they are members of
an association, and must be checked
by their firms as part of their annual
internal CPD monitoring. Member-
ship of a professional association,
whether for the audit firm itself or
the individuals concerned, does not
exempt the firm from the obligation
to undertake and document internal
CPD monitoring.

Time and again, the licence renewal
process reveals the finding that only
auditors-in-charge meet the CPD re-
quirements in some cases, with all
other licensed individuals neglecting
their CPD obligations.
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Licence renewal

Introduction

Audit firms are prompted to submit
a new application six months before
the expiry of their existing one, which
is valid for five years in the case of au-
dit firms. The FAOA asked over half
the audit firms registered in its public
register — around 1,350 — to submit
the relevant documents to renew
their licence during the reporting year.

Licence renewal statistics

As audit firms tend to meet their li-
censing requirements, their renewal
applications can be approved by the
FAOA and their licenses renewed on
expiry without any gaps. Around 980

Figure 24

audit firms had their expiring licences
renewed without interruption dur-
ing the past calendar year. However,
some 45 audit firms had deficiencies
of such severity that the FAOA was
unable to renew their licence without
gaps despite their application having
been submitted. The licences of 30
audit firms were successfully renewed
after expiry, after they restored com-
pliance with the licensing criteria. The
applications from 15 audit firms were
still pending at the time the statis-
tics were collected on 31 December
2019. Although their time-limited
licence had since expired, they had
not yet restored compliance with the
licensing criteria.

Number of licence renewals granted in 2019

Audit firms

222

State-regulated audit firms

DSFI-only state-regulated audit firms

Total licence renewals

23% of the audit firms whose
licence was up for renewal opted not
to seek renewal or submit a licence
renewal application. We believe that
this disproportionately high percent-
age of audit firms voluntarily waiving
their licences is probably because sole
proprietorships are no longer exempt
from the obligation to put an internal
quality assurance system in place.

222

787



Licensing | FAOA 2019

Special licences

Ever since the FAOA first started
recording figures in 2013, the num-
ber of special licences granted to
auditors-in-charge had always fallen
year on year: whereas more than 310
special licences for auditors-in-charge

Figure 25
Regulatory auditors-in-charge by special licence type (Status: 31 December 2019)

were entered in the FAOA's public
register in 2015, by 2018 this number
had dropped to 249. The main rea-
son behind the first-ever increase in
special licence numbers since this sta-
tistic was first recorded is the creation
of a new category of special licence
with effect from 2019 in the form of

the special licence in accordance with
Art. 1b BankA (fintechs). Eight audi-
tors-in-charge have so far been grant-
ed this new type of licence.

Audits under BankA, SESTA and MBA 116 114
Audits under CISA 68 74
Audits under InsSA 38 32
Audits of DSFls 29 29
Audits under Art. 1b BankA (fintechs) 8 0
Total licences 259 249

This special licence in the newly cre-
ated category «in accordance with
Art. 1b BankA (fintechs)» gave rise
to three new licences in this area

Figure 26

amongst the regulatory audit firms
as well. The number of total special
licences currently granted has been
stable for many years at around

Regulatory audit firms by special licence type (Status: 31 December 2019)

40 licences ever since the statistic was
first recorded in the Annual Report
2015.

Audits under BankA, SESTA and MBA 8 8
Audits under CISA 10 10
Audits under InsSA 7 7
Audits of DSFls 11 13
Audits under Art. 1b BankA (fintechs) 3 0

Total licences
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Enforcement and court rulings

Enforcement

A total of two licence applications
were rejected in the reporting year
(prior year: four). Six individuals and
companies withdrew their applica-
tions or surrendered their licences
during ongoing proceedings (prior
year: 23). In addition, four licence
withdrawals were imposed (prior year:
13) and 68 reprimands issued (prior
year: 13). Finally, two criminal charg-
es were filed due to the suspected
provision of audit services without an
FAOA licence (prior year: none).

The significant increase in reprimands
is due to the large number of licence
renewals for (non-state-regulated)
audit firms (cf. the introduction to
the «Licence» section above). Of the
66 reprimands issued to audit firms
(two were issued to private individu-
als), 44 related to deficiencies in the
monitoring process (particularly a
lack of monitoring), six to deficien-
cies in enforcing the firm's own in-
ternal regulations on staff CPD, four
to deficiencies in both of these areas,
and twelve to breaches of statutory
quorums at board of directors and/or
executive board level. Insofar as the
weaknesses identified were rectified,
the audit firm in question was given a
reprimand and relicensed.

Court rulings

The federal courts ruled on four cases
involving FAOA orders in 2019, reje-
cting three appeals. In one case, al-
though the FSC is upholding the
breaches of due diligence obligations
identified by the FAOA, it believed
a reprimand to be an appropriate
punishment rather than licence with-
drawal. Significant deliberations from
these rulings are noted below.

The Appendix also contains a com-
plete list of rulings issued during the
reporting year.

Inadequate audit procedures

Compliance with the technical and
other standards of the profession is
essential when performing the role

of auditor, and infringements in this
regard damage its respectable rep-
utation and erode the assurance of
flawless audit work. The relevant
standards include Swiss GAAP FER
and the SAS. Whether the application
of these standards is obligatory or
voluntary is immaterial. If the recipi-
ents of an audit report are entitled to
assume that certain standards are
being complied with, then the
auditor must comply with them46 — all
the more so when this compliance is
affirmed in the audit report#’.

Breach of independence

A close business relationship be-
tween two individuals is established
if, amongst other things, one serves
as chairman of the board of directors
and the other as a director in one and
the same audit firm. If the second per-
son then acts as auditor-in-charge and
audits the annual financial statements
of a foundation on whose board of
trustees the first person sits, he will
therefore breach independence reg-
ulations*®. The question of whether
a business relationship is compatible
with the independence principle has
to be assessed based on the general
life experience of the average observer.
It all comes down to how the situa-
tion appears on the surface. Whether
the auditor-in-charge views himself as
independent is irrelevant.

Proportionality

The threat of licence withdrawal
(Art. 17 para. 1 sentence 2 AOA) is
a case in law where the principle of
proportionality is applied. It ensures
that the licence holder is able to take
measures to restore compliance with
the licensing requirements. A licence
may thus only be withdrawn peremp-
torily if it is no longer possible for its
holder to restore compliance with the
licensing requirements®°. If breaches
of the principle of independence are
only identified in respect of a single
audit engagement®', if they are not
particularly serious, if they were rec-
tified before the FAOA instigated
proceedings, and if there are no
indications that the licence holder will
fail to comply with their due diligence
obligations in future, withdrawing

their licence without notice would
breach the principle of proportionality >
A written reprimand, by contrast,
would be proportionate .

Foreign qualification

An applicant with the title (and not the
qualification) of a certified accountant
under French law («expert-compt-
able») cannot invoke the EU-Swiss
agreement on the free movement of
persons>* because merely possessing
this title does not entitle the holder to
provide statutory audit services or
exercise the profession of the «com-
missaire aux comptes» in France®.
The French-Swiss treaty of 27 April
1948 on the exercising of the pro-
fessions of «expert-comptable» and
«comptable»® does not give rise to
any legal entitlements either, as the
scope of this agreement does not
cover the exercising of the profession
of «commissaire aux comptes» in
Switzerland or that of licensed audit
expert in Switzerland®’.

46 FAC Ruling No. B-7186/2017 of
4 February 2019, E. 3.

47 FAC Ruling No. B-7186/2017 of
4 February 2019, E. 4.

48 FSC Ruling No. 2C_602/2018 of
16 September 2019, E. 5.4.

4% FSC Ruling No. 2C_602/2018 of
16 September 2019, E. 5.2.

50 FSC Ruling No. 2C_602/2018 of
16 September 2019, E. 5.5.1.

1 However, the breach did persist for six

years.

52 FSC Ruling No. 2C_602/2018 of
16 September 2019, E. 5.5.3.

33 FSC Ruling No. 2C_602/2018 of
16 September 2019, E. 5.5.4.

54 Agreement between the Swiss Confeder-
ation, of the one part, and the European
Community and its Member States, of the
other, on the free movement of persons
of 21 June 1999 (SR 0.142.112.681).

55 FAC Ruling No. B-207/2019 of
16 October 2019, E. 2.1.4 and 2.3.

6 SR 0.142.113.496.

57 FAC Ruling No. B-207/2019 of
16 October 2019, E. 3.2 and 3.3.
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Procedural law questions

If the FAOA presents three arguments
to justify its withdrawal of an audit
expert licence for four years (including
auditing shortcomings that, taken
together, are to be regarded as seri-
ous)*® and the FAC is merely assuming
a mix-up between ordinary and limited
audits, i.e. moderately severe breaches
and a commensurate withdrawal
period of two years, then the court
has clearly misinterpreted the facts of
the case in the FSC’s opinion®°.

A request to unmask the whistle-
blower in enforcement proceedings
must be refused if the sole justifi-
cation being put forward is that it
would help to better understand
the whistleblower’s motives. This is
not an interest that could outweigh
the whistleblower’s personal interest
in preserving their anonymity or the
public interest in ensuring the quality
of audit work and the independence
of the auditor. Neither are the reasons
for the FAOA being notified rele-
vant to the question of whether the
licence holder still complies with the
licensing criteria®°.

Other rulings of interest

FSC ruling of 3 July 20199

This case involved proceedings under
administrative criminal law brought
by the Federal Tax Administration
(FTA) against person or persons un-
known on suspicion of avoiding with-
holding tax.®? The statutory auditor
of the company owing the tax had
provided tax advice as well as audit-
ing its financial statements. The FTA
had then asked the auditor to release
the documents relating to its tax ad-
vice (confirmation of mandate, invoic-
es for services, list containing names
of employees involved, and internal
files and notes) and to its auditing of
the financial statements (audit report
and working papers, including inter-
nal documents from the company
audited). The auditor had refused to
do so, asked for the files to be sealed
and, in particular, invoked audit con-
fidentiality. The FCC then upheld the
FTA's request to unseal the above-

mentioned documents®. Respond-
ing to the auditor’s appeal, the FSC
essentially found sufficient correlation
between the documents in question
and the administrative criminal pro-
ceedings in terms of both time (the
auditing work and the circumstanc-
es relevant to the proceedings over-
lapped chronologically) and content
(the matter of the tax advice and the
nature of the purported criminal of-
fence correspond). It was therefore
the appellant’s responsibility to prove
that the two engagements (auditing
and tax advice) related to complete-
ly different circumstances than the
loan being disputed or to a period
of time not relevant to the FTA's in-
vestigation. However, this proof was
not furnished in this case. The audi-
tor is also not entitled to invoke audit
confidentiality in the administrative
criminal proceedings to prevent the
documents from being unsealed.®
This ruling shows how entrusting a
statutory auditor with advisory or
other non-audit services can have un-
intended consequences.

FAC ruling of 11 June 2019°%

In this case, the FAC was required to
clarify whether it was responsible for
hearing the appeal by an audit firm
whose licence was revoked by an
AMLA SRO. After examining various
doctrines on defining the legal nature
of the case,® it concluded that the le-
gal relationship between an SRO and
an audit firm is covered by private
rather than public law. It therefore did
not have the necessary competence
to rule on the audit firm’s appeal.

FCC ruling of 2 May 2019¢”

Cf. the comments above in the «Inter-
national/Transmittal of information
from private parties to foreign au-
thorities» section.

%8 1. Preparing ten audit reports without the
requisite personal licence, 2. Preparing two
audit reports without the requisite sole
proprietorship licence, and 3. Breaches
of due diligence obligations during audit
work for two consecutive financial years.

59 FSC Ruling No. 2C_679/2018 of
23 January 2019.

60 £SC Ruling No. 2C_602/2018 of
16 September 2019, E. 3.3.2.

60 £SC Ruling No. 1B_71/2019 of
3 July 2019.

60 The company audited, which had also
commissioned tax advice from its statutory
auditor, had failed to declare non-cash
benefits during the 2011-2015 financial
years. During this period, it had granted a
loan to a related company at an excessively
high interest rate, generating non-cash
benefits amounting to CHF 2 million.

60 FCC Ruling No. BE.2018.15 of
14 January 2019.

60 The statutory auditor can keep its findings

confidential unless it is required by law to

disclose them (Art. 730b para. 3 CO).

60 FAC Ruling No. B-1645/2019 of
11 June 2019.

60 Doctrines of interests, functions, subor-

dination and sanctions, cf. FAC Ruling

No. B-1645/2019 of 11 June 2019, E. 6.

60 FCC Ruling No. SK.2018.71 of 2 May 2019.
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Pension scheme audits

Oversight system for

occupational pensions

Auditors play an important role in
the oversight system for occupational
pensions. Underpinning the concept
is the pension scheme's governing
body, which is composed of an equal
number of employee and manage-
ment representatives and which holds
particular responsibility for its strate-

Figure 27

gic and financial management, for
determining its organisational struc-
ture and for monitoring its business
activities. The expert in occupational
pensions and the scheme’s auditor
occupy the second level. The third
level is represented by the regional
OPA oversight authority, which exer-
cises direct oversight of the pension
scheme, while the Occupational Pen-

Oversight system for occupational pensions®®

Overall oversight
(Art. 64 ff. OPA)
Direct oversight

(Art. 61 ff. OPA)

sion Supervisory Commission (OPSC)
exercises overall or system oversight.
Although the FAOA is not direct-
ly part of this oversight structure, it
is responsible for the (basic) licens-
ing of the auditors and of the audi-
tors-in-charge tasked with the audit
(cf. Figure 27).

FAOA:
(basic) licensing

47

Auditor
(Art. 52a, 52b and 52c OPA)

Expert in occupational pensions
(Art. 52a, 52d and 52e OPA)

Governing body composed of an equal

number of employee and management
representatives (Art. 51a and 52 OPA)

The expert in occupational pensions
investigates periodically whether the
pension scheme provides assurance
for complying with its obligations and
whether its actuarial provisions and
those set out in its regulations com-
ply with the statutory requirements
in terms of benefits and financing.
They also provide the governing body
with recommendations on setting the
technical interest rate and on the oth-
er technical bases.

For its part, the auditor investigates
whether the annual financial state-
ments comply with the statutory
provisions and those set out in its
regulations (audit of financial state-
ments). Its statutory audit mandate

institutions and include the following
in particular:

— Pension accounts

— Organisational structure, business
management and investments

— Ensuring loyalty in asset manage-
ment

— Use of freely disposable funds and
surplus participations from insur-

ance policies

— Measures for restoring full cover in
the event of a shortfall

— Information and notifications com-

— Legal transactions with related

parties

Not only insureds and pension holders,
but also the governing body and the
oversight authorities involved rely on
obtaining a reliable insight into the
pension scheme’s financial situation
and business management. The audi-
tor thus makes a key contribution to
the stability of and trust in the occu-
pational pension system to the bene-
fit of all stakeholders. In this respect,
there is significant public interest in
ensuring the quality of these audit
services®.

68 Based on DAVID FRAUENFELDER, Berufli-
che Vorsorge: Bedeutung der Revisions-
stelle im Zusammenhang mit der Fihrung
und Kontrolle einer Vorsorgeeinrichtung,
in: TREX 2017, 24 ff., 24.

also includes other important tasks
(Art. 52c OPA), which are comparable
to the regulatory audit of financial

municated to the oversight au-
thority responsible for the pension
scheme

69 Cf. FSC Ruling No. 2C_860/2015 of
14 March 2016, E. 5.3.



48

Pension scheme audits | FAOA 2019

Assessing audit quality

The auditors of pension schemes are
not subject to oversight by the FAOA.
The only exception is the auditing
bodies of investment foundations
(currently 59)7°. As a basic principle,
therefore, the FAOA only assesses
audit quality for pension schemes

Figure 28

if there are suspicious circumstanc-
es and when assessing whether
auditors-in-charge are guaranteeing
proper audit services.

In the 30 OPA investigations since
2013, the FAOA identified inade-
quate auditing quality in 19 cases

Case categories for OPA investigations since 2013 (total: 30 investigations)

Independence

(cf. Figure 28 below). The remaining
11 cases concerned other infringements
such as auditing without the necessary
audit expert licence or breaches of the
independence principle.

I

Auditing without the necessary licence

Inadequate auditing quality

Within the «Inadequate auditing
quality» category, the FAOA's most
common finding was that the valu-
ation of assets (loans, funds, equity
interests, mortgages, etc.) had not
been audited in enough detail. This
was followed by formal shortcomings
in the audit report, which significantly
compromises the usefulness of the

audit certificate for the abovemen-
tioned stakeholders, such as the ab-
sence of any confirmation regarding
pension accounts or a recommen-
dation on whether to approve the
annual financial statements. Wheth-
er the scheme’s investments, ICS,
presentation of its annual finan-
cial statements in accordance with

Swiss GAAP FER 26 and legal trans-
actions with related parties complied
with the law and the scheme’s own
regulations was also not audited in
sufficient detail in many cases (cf. Fig-
ure 29 below).

70 OPSC information at www.oak-bv.admin.ch/
de/beaufsichtigte/anlagestiftungen(retrieved
on 3 January 2020).


https://www.oak-bv.admin.ch/de/beaufsichtigte/anlagestiftungen/
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Figure 29

Number of audit errors in the «Inadequate auditing quality» category (total: 33 findings)”

Internal control system 1

Legal transactions with related parties

Legal compliance of investments

2

Presentation of annual financial statements in accordance with FER

Valuation of assets

Audit report disclosures

The FAOA dealt with a total of eleven
OPA cases in the reporting year, six of
which are still ongoing. The files re-
late to smaller pension schemes in the
main. In one case, the FAOA withdrew
the licence of the competent audi-
tor-in-charge for two years (the corre-
sponding order is to be issued in early
2020). In another case, the FAOA
dropped proceedings after the individ-
ual concerned voluntarily waived their
licence. In three cases, the breaches
were of minor importance, meaning
there was not sufficient justification
to open proceedings.

Need for action

The FAQA still believes it appropriate
to subject the auditors of pension
schemes to state oversight’. As
well as a special licence for the audit
firms and their auditors-in-charge
that builds on the basic licence, the
risk-oriented oversight of the audit-
ing bodies of larger pension schemes
at least would give 2" pillar insureds
and pension holders significantly
greater protection.

The Federal Council has asked the
FJPD to work with the FOJ, the FAOA,
the OPSC and the FSIO to conduct a
detailed investigation into the extent
to which the legislator needs to act in
this matter”.

¢

71 At least one shortcoming in auditing was
identified in each of the 19 cases. Several
shortcomings were identified in some
engagements.

72 Cf. previous comments in the FAOA's
Annual Reports 2016 (p. 46), 2017 (p. 40)
and 2018 (p. 39).

73 Cf. the section «Regulatory developments/
Current projects/Expert mission on legisla-
tive» action required with respect to audit
law and the «Ettlin» postulate above.
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Organisation of the FAOA

Public-law institution with separate legal identity

Independent unit within the decentralised government administration, organisation-
ally attached to the Federal Department of Justice and Police (FDJP)

Berne
Board of Wanda Eriksen, Masters in Accounting Science,
Directors Swiss Certified Accountant, US CPA (Chairman)

Sabine Kilgus, PD Dr., lawyer (Vice-Chairman)
Conrad Meyer, Prof., Dr.

Daniel Oyon, Prof., Dr.

Viktor Balli, Chemical Engineer ETH/Economist HSG

Executive Board Frank Schneider, Chief Executive Officer, Executive MBA ZFH,
Swiss Certified Accountant

Reto Sanwald, Deputy to Chief Executive Officer, Head of
Legal & International, Dr. iur., Attorney at law, Executive MBA
HSG

Martin Hurzeler, Head of Financial Audit, Graduate in
Business Administration, Swiss Certified Accountant

Heinz Meier, Head of Regulatory Audit, Swiss Certified
Accountant

Auditor Swiss Federal Audit Office (SFAO)

As at 31 December 2019, 32 staff members, representing 26.4 full-time equivalents,
were employed by the FAOA.

The FAOA finances itself entirely from the fees and oversight charges levied on
licensed individuals and audit firms under oversight. No taxpayers’ money is used.

To ensure the proper provision and quality of audit and regulatory audit services.

Appraisal of licence applications, oversight of the auditors of PIEs and rendering of
international administrative assistance in the audit oversight area.

The FAOA performs its oversight activities independently but is subject to the
oversight of the Federal Council. It reports annually to the Federal Council and the
Federal Assembly on its activities.

The Board of Directors makes the necessary organisational arrangements to prevent
conflicts of interest, both for itself and for employees. The FAOA's Code of Conduct
is published on its website.
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Old age and survivors' insurance

51

Old-Age and Survivors' Insurance Ordinance (AHV Ordinance) of 31 October 1947

Ordinance on Supervisory Organisations in Financial Market Supervision
(Supervisory Organisation Ordinance, SOO; SR 956.134)

Supervisory organisation

Investment Foundation Ordinance of 10 and 22 June 2011

Banks and Savings Banks Act of 8 November 1934

Stock Exchange and Securities Trading Act of 24 March 1995

Federal Audit Oversight Authority on Disclosing the Lack of Oversight of Audit Firms
Engaged by Foreign Bond Issuers (SR 221.302.34)

Federal Supreme Court (Lausanne)

Federal Office of Justice

Federal Criminal Court (Bellinzona)

Federal Social Insurance Office

Occupational Pensions Act of 25 June 1982

Federal Administrative Court (St. Gallen)

Committee of European Audit Oversight Bodies

Cash-generating units

Directly supervised financial intermediary (supervised by FINMA)

Federal Department of Finance

Federal Department of Justice and Police

Engagement Quality Control Reviewer

Federal Tax Administration

European Union

Enforcement Working Group

Financial Action Task Force

Financial Services Act of 15 June 2018 (SR 950.1)

Financial Services Ordinance of 6 November 2019 (SR 950.11)

Financial Market Infrastructure Act of 19 June 2015

Financial Institutions Act of 15 June 2018 (SR 954.1)

Financial Institutions Ordinance of 6 November 2019

Federal Financial Market Supervisory Authority

Financial Market Supervision Act of 22 June 2007

Financial Stability Board

Groupe d'action financiere

Gender Equality Act

Global Audit Quality

Global Public Policy Committee

Control Committee of the Council of States

Global Systemically Important Banks

Anti-Money Laundering Act of 10 October 1997

Anti-Money Laundering Ordinance of 11 November 2015
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FINMA Anti-Money Laundering Ordinance of 3 June 2015

International Auditing and Assurance Standards Board

International Accounting Standards

International Cooperation Working Group

International Ethics Standards Board for Accountants

International Forum of Independent Audit Regulators

International Financial Reporting Standards

Internal control system

International Standards on Audit

Inspection Sub-group

International Standard on Quality Control 1

Inspection Workshop Working Group

Collective Investment Schemes Act of 23 June 2006

Memorandum of Understanding

Multilateral Memorandum of Understanding

Money Laundering Reporting Office Switzerland

Occupational Pension Supervisory Commission

Code of Obligations of 30 March 1911

US Public Company Accounting Oversight Board

Mortgage Bond Act of 25 June 1930

Public Interest Oversight Board

Swiss Auditing Standards of EXPERTsuisse

Quality assurance

Swiss Quality Control Standard 1

Federal Audit Oversight Authority

Audit Oversight Act of 16 December 2005

Audit Oversight Ordinance of 22 August 2007

SIX Exchange Regulation

Open-ended investment schemes

SIX Swiss Exchange

Swiss Market Index

Statement of Protocol

Self-regulatory organisation

Criminal Code

United States Generally Accepted Accounting Principles

Insurance Supervision Act of 17 December 2004
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Additional Swiss audit licences

Audit activities in the following areas
in particular require a special licence
from the FAOA or a licence under
special law from another authority

based on a basic licence under the
AOA. A basic FAOA licence will suf-
fice in some audit areas.” The table
makes no claim to be complete (Sta-
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tus as of 31 December 2019, taking
account of the entry into force of the
Financial Institutions Act (FinlA) on
1 January 2020).

Banks/financial market
structures’®, finance groups
and public tender offers/

State-regulated Art. 9a AOA, Art.

securities traders/ audit firm Aldit expert e 11a ff. AOO
central mortgage bond
institutions
: . State-regulated . Art. 9a AOA, Art.
76 7
Fintech companies sudit firm Audit expert FAOA 11a ff. AOO
State-regulated . Art. 9a AOA, Art.
Insurers audit firm Audit expert FAOA 11a ff. AOO
Collective State-regulated . Art. 9a AOA, Art.
investment schemes”’ audit firm Alditiexpert e 11a ff. AOO
Financial intermediaries . . Art. 24a AMLA,
(anti-money laundering) Auditar AL S0 Art. 22a ff. AMLO
Asset managers IS
9 Auditor Auditor SO FINMASA, Art. 13
and trustees
f. SO0
OASI Audit expert Audit expert FSIO Art. 165 AHVO

74 This applies to regulatory audits of casinos
and pension schemes in particular.

7> Comprising stock exchanges, multilateral
trading systems, central counterparties,
central depositories, transaction reposito-
ries and payment systems.

76 Cf. the definition in the Banking Act
(Art. 1b BankA).

77 Comprising fund managers, investment
funds, open-ended investment schemes
(SICAVs), limited partnerships for collective
investment schemes, investment companies
with fixed capital (SICAFs), asset managers
of collective investment schemes and rep-
resentatives of foreign collective invest-
ment schemes.
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State-regulated audit firms

Data correct as of 31 December 2019

500003 PricewaterhouseCoopers AG Zurich
500012 T+RAG GUmligen
500038 Grant Thornton AG Zurich
500149 OBT AG St. Gallen
500241 MAZARS SA Vernier
500420 Deloitte AG Zurich
500498 PKF Wirtschaftsprifung AG Zurich
500505 Treuhand- und Revisionsgesellschaft Mattig-Suter und Partner Schwyz
500646 Ernst & Young AG Basel
500705 BDO AG Zurich
500762 Balmer-Etienne AG Lucerne
501382 Berney Associés Audit SA Geneva
501403 KPMG AG Zurich
501470 Ferax Treuhand AG Zurich
501570 Fiduciaire FIDAG SA Martigny
502658 Treureva AG Zurich
504689 SWA Swiss Auditors AG Pfaffikon
504736 PKF CERTIFICA SA Lugano
504792 ASMA Asset Management Audit & Compliance SA Geneva
505046 MOORE STEPHENS EXPERT (ZURICH) AG Zurich
505062 AML Revisions AG* Zurich
505077 CF Compagnie fiduciaire de révision sa* Geneva
505081 MOORE STEPHENS REFIDAR SA* Geneva
505106 Révisions LBA Romandie Sarl * Montreux
600001 Deloitte Co. S.A. Buenos Aires
600002 Kost Forer Gabbay & Kasierer Tel Aviv

*Only licensed to audit DSFIs.
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Cooperation with foreign authorities

Status: 31 December 2019
Bilateral agreements

Germany Audit Oversight Commission (AOC) MoU (2012)

Finland Finnish Patent and Registration Office (PRH) MoU (2014)

France High Council for Statutory Auditors (H3C) Cooperation Protocol (2013)
Auditing & Accounting Supervisory Authority

Ireland (IAASA) MoU (2016)

Canada Canadian Public Accountability Board (CPAB) MoU (2014)

Liechtenstein Financial Market Authority (FMA) MoU (2013)

Luxembalirg Commission de Surveillance du Secteur Financier MoU (2013)
(CSSF)

Netherlands Authority for the Financial Markets (AFM) MoU (2012)

Austria Audit Oversight Body of Austria (AOBA) MoU (2019)

UK Financial Reporting Council (FRC) MoU (2014)

USA Public Company Accounting Oversight Board Statement of Protocol, SoP (2011)

(PCAOB)

Addendum (2014)

Multilateral agreements

The following list does not include
countries, respectivelyauthorities, with
whom a bilateral agreement (see
above) exists.

Australia Securities and Investments Commission

IFIAR Multilateral Memorandum

Alstralia (ASIC) of Understanding (2017)
Brazil Securities and Exchange Commission of Brazil IFIAR Multilateral Memorandum
(CVM) of Understanding (2017)
: - : : : IFIAR Multilateral Memorandum
Dubai Dubai Financial Services Authority (DFSA) of Understanding (2017)
) ) ) ) . o IFIAR Multilateral Memorandum
Gibraltar Gibraltar Financial Services Commission (GFSC) of Understanding (2017)
Financial Services Agency/Certified Public Ac- )
Japan countants & Auditing Oversight Board IR BT v Tt

(FSA/CPAAOB)

of Understanding (2017)

Cayman Islands

Auditors Oversight Authority (AOA)

IFIAR Multilateral Memorandum
of Understanding (2017)

The Authority of Audit, Accounting,
Property Valuation and Insolvency Management

IFIAR Multilateral Memorandum

e under the Ministry of Finance of the of Understanding (2017)
Republic of Lithuania (AAAPVIM)

: : ) . IFIAR Multilateral Memorandum

Malaysia Audit Oversight Board Malaysia of Understanding (2017)
) . . IFIAR Multilateral Memorandum

New Zealand Financial Markets Authority (FMA) of Understanding (2017)
) ) ) . IFIAR Multilateral Memorandum

Norway Financial Supervisory Authority (FSA) of Understanding (2019)
Poland Audit Oversight Commission (AOC) et LA el o TTe W

of Understanding (2019)
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Slovakia

Auditing Oversight Authority

IFIAR Multilateral Memorandum

of Understanding (2017)

South Korea Financial Services Commission/Financial IFIAR Multilateral Memorandum
Supervisory Service (FSC/FSS) of Understanding (2017)

) ) . . - IFIAR Multilateral Memorandum
Taiwan Financial Supervisory Commission (FSC) of Understanding (2017)

Czech Republic

Public Audit Oversight Board (RVDA)

IFIAR Multilateral Memorandum
of Understanding (2017)

Turkey

Public Oversight, Accounting and
Auditing Standards Authority (POA)

IFIAR Multilateral Memorandum
of Understanding (2017)
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Court rulings 2019
Status: 31 December 2019

The following is a complete list of the
2019 rulings of the federal courts re-
lating to the FAOA. The rulings are in
chronological order, with a short note
on the subject matter and on the con-
clusion reached by the court.

— FSC Ruling No. 2C_679/2018 of
23 January 2019: inadequate audit
work during a limited audit for two
consecutive financial years. Issuing
numerous audit reports on ordinary
audits based on a personal auditor’s
licence. Issuing audit reports with-
out a sole proprietorship licence.
Withdrawal of auditor licence for
four years. Withdrawal period re-
duced to two years by the FAC.
FAOA's appeal to the FSC upheld
due to the facts of the case evident-
ly being misconstrued; case passed
back to the FAC for a new ruling.
Ruling not yet legally binding.

— FAC Ruling No. B-7186/2017 of
4 February 2019: inadequate audit
work during an ordinary audit. De-
ficiencies relating to equity interests
and intragroup liabilities, opening
balance sheet, consolidated finan-
cial statements, materiality, fraud,
going-concern principle, related-
party transactions, presence of anin-
ternal control system (ICS), lawsuits
and claims. Withdrawal of audit ex-
pert licence for four years. Rejection
of appeal. Ruling legally binding.

— FSC Ruling No. 6B_90/2019 of
7 August 2019: Criminal conviction
of a former audit expert due to
exploitation of knowledge of con-
fidential facts («insider trading»
under previous legislation) and
breach of duty to cooperate with
the FAOA, comprising a conditional
fine of CHF 68,800 and a penalty
of CHF 5,000. Confirmation of FCC
ruling”® which is based on a crim-
inal complaint filed by the FAOA
with the Office of the Attorney
General. Ruling legally binding.

— FSC Ruling No. 2C_602/2018 of
16 September 2019: Breach of the
regulations governing independence
and auditing without a licence for
the sole proprietorship (not entered
inthe commercial register). Auditing
the annual financial statements of
a foundation where close business
links existed between the auditor-
in-charge and the chairman of
the board of trustees. Withdrawal
of audit expert licence for two
years. Withdrawal period reduced
to one year by the FAC”. Licence
holder’s appeal upheld by the
FSC and replaced with written
reprimand.

— FAC Ruling No. B-207/2019 of
16 October 2019: Application for an
audit expert licence rejected due
to lack of reciprocal rights in the
person’s home country. The French
qualification  «expert-comptable»
does not entitle the holder to per-
form statutory audit services in
France, which are the preserve of
the «commissaires aux comptes».
Based on the EU-Swiss agreement
on the free movement of persons,
therefore, there is no entitlement
to a Swiss licence either. Appeal
rejected by the FAC. Ruling not yet
legally binding.

78 FCC Ruling No. SK.2018.26 of
9 August 2018.

79 FAC Ruling No. B-3972/2016 of
5 June 2018.
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Financial statements of the FAOA

(only available in German, French; none available in English)

Report of the statutory auditor

(only available in German, French; none available in English)






