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Foreword

2015 marked the final year of the stra-
tegy period 2012-2015. The goals
set for this period were realised to the
greatest extent possible. The FAOA is
recognised as a prominent player by
all stakeholders with an interest in au-
dit. Where it has met significant defi-
ciencies in its oversight activities it has
ensured their elimination. In severe
cases of misconduct appropriate sanc-
tions have been imposed.

In the reporting year the board of
directors of the FAOA defined new
strategic goals for the four-year pe-
riod 2016-2019 and these were
approved by the Federal Council in
December 2015. In individual areas
the existing strategy was amended.
The FAOA is thus, newly expected
to promote the concentration of all
audit licensing and special licensing
under itself to simplify contact bet-
ween the applicants' and the Federal
Administration. In addition, the public
should receive more information over
enforcement proceedings. The FAOA
will report annually to the Federal
Council on the realisation of the ten
strategic goals.

State-regulated audit firms

The market for the audit firms per-
mitted to audit public interest entities
(PIE) is characterised by stagnant or
even falling fees. In most cases audit
firms counter this situation with effi-
ciency programmes (e.g. outsourcing
of work). In this environment the
FAOA will continue to be called upon
to ensure that statutory audit services
are of appropriate quality. The pri-
mary oversight instrument for this is a
risk-orientated sample-based inspec-
tion. On the part of the audited com-
pany, a professional and competent
audit committee is an additional im-
portant factor to ensure audit quality.
The FAOA took several initiatives to
strengthen the positive influence of
the audit committee on audit quality.
Alongside preparing a guide and in-
tensifying contact with PIE audit com-
mittees, it adopted an amendment to
Circular No. 1/2009. The requirement
on auditors to provide broader infor-

mation to the board of the audited
entity will further strengthen the au-
dit committee.

Since 1 January 2015 the FAOA has
been the exclusive point of contact as
regards to the licensing and oversight
of individuals and legal entities audi-
ting under financial markets law. The
amendments to the Audit Oversight
Act and the Audit Oversight Ordinan-
ce associated with the bundling sub-
mission, have led to the elimination
of duplication and to efficiency gains
for regulatory audit firms. In addition,
the pooling of staff and expertise will
lead to further professionalism of au-
dit oversight in the future.

The second pillar fulfils an important
role in the social security system. The
approximately 1,800 Swiss pension
funds disclosed total assets of over
CHF 700 billion as at the end of 2014.
The high level of public interest in the
pension fund area is indisputable. The
same is true of the fact that funds face
major challenges as a result of long-
term low interest rates and the rela-
ted investment crisis. For this reason
the FAOA believes it is appropriate for
the auditors of pensions funds to be
subject to state oversight. Alongside
special licensing based on basic licen-
sing, the risk-based oversight of the
auditors of larger pension funds would
be an important step towards greater
second pillar protection. The FAOA
will promote this strategic direction
and seek discussions with the various
second pillar stakeholders.

Limited audit

In the reporting year the FAOA cam-
paigned for a uniform standard for
the limited audit. The agreement of
the two professional associations,
EXPERTsuisse and TreuhandISuisse, to
the revised standard, as published on
14 October 2015, is therefore wel-
come. To the contrary, attempts of
parliamentarians associated with one
of the professional associations to re-
duce current independence require-
ments are not supported. The FAOA
regards these attempts as harmful to

the product «limited audit». It would
be preferable if the professional asso-
ciations would coordinate their posi-
tions more strongly and take appro-
priate account of the interests of all
audit stakeholders.

As communicated last year, in 2016
the Federal Council will have to de-
cide whether the reliefs currently ap-
plying to one-man audit firms that
solely perform limited audits should
be extended further after 1 Septem-
ber 2016 (Art. 49 para. 2 AOO). As
discussed with the professional bo-
dies, the FAOA supports the thought
of discontinuing this relief. Discon-
tinuance would result in every audit
firm having to have an internal quality
assurance system commensurate with
its size and complexity.

' Gender-neutral terms have been used
for reasons of simplification. They apply

equally to both genders.
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The FAOA has another challenging
year behind it and has been kept very
busy by the transfer of responsibilities
in the financial market area. In this
connection we would like to thank all
FAOA staff sincerely for their devoti-
on and constant endeavour towards
meeting common goals.

Berne, 25 January 2016

Y al

Thomas Rufer
Chairman of the Board of Directors

Frank-Oliver Schneider, Chief Executive Officer and Thomas Rufer, Chairman of the Board of Directors

On 25 November 2015 the Federal
Council confirmed a further four
year term of office for the existing
FAOA board members. Wanda Erik-
sen-Grundbacher was elected to the
board for Renato Fassbind, who resi-
gned at the end of 2015. We would
like to take this opportunity to give
our sincere thanks to Renato Fassbind
for his services.

Frank-Oliver Schneider
Chief Executive Officer
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Key activities 2015

Oversight

Alongside performing the financi-
al audit inspections that have been
carried out since 2008, with an ex-
perienced team of financial market
specialists the FAOA inspected regu-
latory audits performed under finan-
cial market laws for the first time. In
addition, a joint inspection with the
US PCAOB was performed at a large
audit firm.

Legal and international

A number of important court rulings
were delivered in the reporting year.
Of particular note is that the long
time practice of the FAOA with res-
pect to independence was upheld by
the courts. Despite contrary opinions
from individual industry representa-
tives, auditor independence require-
ments are basically the same for the
ordinary and limited audit.

Licensing

Audit firms must renew their licen-
ces every five years. After the wave
of licence renewal applications in the
previous two years, the reporting year
was characterised by a return to nor-
mality. The processing of licence ap-
plications in the financial market area
is noteworthy. Special licences grand-
ted during the year by FINMA were
re-assessed and converted into FAOA
licences where licensing conditions
were met.

Third party information

In the reporting year the FAOA recei-
ved 35 (prior year 31) third party
notifications of possible violations of
law or professional law. Eligible and
credible notifications lead to FAOA
fact-finding. Independence beaches
and auditing without a proper licen-
ce or type of licence were again re-
ported. Five proceedings have so far
been initiated as a result of reporting
year notifications. It should also be
highlighted that the Federal Adminis-
trative Court explicitly confirmed the
authority of the FAOA to use (also an-
onymous) third party notificationsin a
recent ruling.
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Reqgulatory developments

Current projects
Extra-territorial jurisdiction of the
FAOA (bonds)

The Federal Council has yet to imple-
ment the extra-territorial jurisdiction
of the FAOA with respect to the au-
ditors of foreign bond issuers. In its
dispatch of 1 July 2015 it instructed
the Federal Assembly to reduce over-
sight in this area moderately. Details
can be found in the section «Ext-
ra-territorial jurisdiction of the FAOA
(bonds)».

Federal Financial Services Act (FFSA)
and Financial Institutions Act (FinlA)

On 4 November 2015 the Federal
Council adopted the dispatch regar-
ding FFSA and FinlA. The uniformed
Act FinlA will regulate the oversight
of all financial service providers provi-
ding any form of asset management.
The following Federal Council propo-
sals are of particular interest to the
audit industry:

— Asset managers and trustees will
be supervised by the newly-crea-
ted Oversight Authority (OA) (Art.
57 f. D-FinlA in conjunction with
Art. 43 f. D-FINMASA). By cont-
rast, qualified asset managers?,
fund management companies and
investment firms will be supervised
by FINMA. The latter are to appoint
an FAOA-licensed regulatory audit
firm to perform the regulatory au-
dit (Art. 59 para. 1 letter a D-FinlA
in conjunction with Art. 9a AOA).
One of the prerequisites is that a
state-regulated audit firm licence
is held (Art. 9 f. AOA). In addition,
the statutory and consolidated fi-
nancial statements are subject to
ordinary audit (Art. 59 para. 1 let-
ter b D-FinlA). The other asset ma-
nagers and trustees are to appoint
an OA-licensed regulatory audit
firm to perform the regulatory au-
dit (Art. 58 D-FinlA). The regulato-
ry audit firm licence presupposes
that a basic FAOA auditor licence is
held (Art. 43 para. 2 D-FINMASA in
conjunction with Art. 6 AOA). The
same applies to the regulatory au-

ditor-in-charge. The statutory audit
follows the CO criteria (Art. 727 f.
CO). The frequency of the regula-
tory audit can be determined by
the OA, respectively FINMA (Art. 58
para. 2 and Art. 59 para. 2 D-FinlA,
in each case between one and four
years).

State-regulated audit firms  will
now be licensed for an unlimited
period (Art. 7 para. 3 D-AQA).

Self-regulatory organisations (SRO)
in the AMLA area will be recogni-
sed by FINMA if, amongst other
things, they ensure that the regu-
latory auditors and regulatory au-
ditors-in-charge appointed by them
to perform testing meet statutory
licensing conditions (Art. 24 para. 1
letter d in conjunction with Art 24a
D-AMLA). As there will be no finan-
cial intermediaries under the direct
supervision of FINMA (DSFI) in the
future, (they must join a recognised
SRO within one year of FinlA coming
into force, Art. 42 para. 1 D-AMLA),
the licences granted by the FAOA to
regulatory audit firms and regulato-
ry auditors-in-charge of such DSFI
under current law will be cancelled
(Art. 9a para. 4 and 5 E-AQA). The
regulation of relevant licensing con-
ditions will be transferred to AMLA.
A basic prerequisite remains that
the regulatory audit firm and re-
gulatory auditor-in-charge hold an
FAOA auditor licence. For the final
year before FinlA comes into force
DSFI regulatory audits remain under
FAOA oversight (dispatch regarding
Art.42 D-AMLA).

The FFSA creates uniform competiti-
on rules to improve customer protec-
tion. The Act includes rules for all fi-
nancial services providers with respect
to the provision of financial services
and the offer of financial instruments.
The law has no direct consequences
for the audit industry.

Revision of company law

On 28 November 2014 the Federal
Council sent an updated preliminary
draft of the Revision of company law
for consultation, which lasted until
15 March 2015. The elements of the
submission relevant to audit were set
out in the last Activity Report3. In the
meantime, on 4 December 2015, the
Federal Council decided on further
actions based upon the results of the
consultation. In substance, the follo-
wing changes resulted*:

— The mandatory audit requirement
with respect to the repayment of
capital reserves, particularly of pre-
mium, will not be incorporated in
the submission (Art. 671 para. 3
PD-CO). In the consultation the cri-
ticism was made that this was not
reflective of the liberal rulings of the
Federal Court and therefore went
too far as a general obligation.

2 A qualified asset manager is one whose
business it is to manage assets on behalf
of, and for the account of, collective in-
vestment schemes or pension funds (Art.
20 para. 1 D-FinlA). There are various
exceptions to this definition (Art. 20 para.
2 D-FinlA).

3 FAOA Activity Report 2014, pp. 9f.

Source: Poggio/Zihler, Weiterer Meilen-
stein in der Aktienrechtsrevision, Der
Bundesrat nimmt die Vernehmlassungser-
gebnisse zur Kenntnis und beschliesst das
weitere Vorgehen, EXPERTfocus 2016, 8 f.
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— Abolishment of the book value
consolidation will be waived. Per
the preliminary draft, companies
required to prepare consolidated fi-
nancial statements would have had
to prepare these under a recogni-
sed standard of accounting («true
and fair view» principle). At the
same time, however, the thresholds
for total assets, revenue and staff
numbers would have been signifi-
cantly increased, from 20/40/250
to 40/80/500 (Art. 963a para. 1
section 1 in conjunction with Art.
963b para. 3 and 4 PD-CO). Accor-
ding to consultation submissions
there is still a certain need for book
value consolidation in practice. In
addition, further changes were
seen as hasty, given that the th-
resholds had only been amended at
the end of 2012.

— Finally the Federal Council instruc-
ted the Federal Office of Justice and
Police to clarify legislative measures
required with respect to, and the
international development of, audit
and audit oversight law. The res-
pective reports are to be presented
to the Federal Council in Autumn
2017 for information purposes and
for the determination of further ac-
tion. In giving this instruction, the
Federal Council aims to create a
sound foundation for the possible
re-design, liberalisation or tigh-
tening of the audit and/or the au-
dit oversight law.

The communication is expected at the
end of 2016.

Completed projects
Extra-territorial responsibility of the
FAOA (shares)

On 1 October 2015 the Federal Coun-
cil implemented part of the extra-ter-
ritorial jurisdiction of the FAOA. The
auditors of foreign companies with
shares listed on a Swiss stock exchan-
ge are affected. Details can be found
in the section «Extra-territorial juris-
diction of the FAOA (shares)».

Circulars 1/2009 and 1/2015

On 21 December 2015 the FAOA
amended one circular and adopted
a new one. Appropriate consultation
with the affected parties took place
between 19 October and 1 December
2015.

Circular No. 1/2009 regulates the
content of the comprehensive report
of the auditor to the board of direc-
tors (Art. 728b para. 1 CO). Certain
points in the circular were supple-
mented to support the work of au-
dit committees. As a form of interim
standard, the new Circular No. 1/2015
details how so-called «key audit mat-
ters» are to be reported in the audi-
tor's report to the general meeting
of shareholders for public companies
(Art. 728b para. 2 CO). The amended
Circular No. 1/2009 applies to the
audit of statutory and consolidated
financial statements for financial ye-
ars that began on or after 1 January
2015. Circular No. 1/2015 comes into
force on 15 December 2016 but can
be applied earlier.

Financial Market Infrastructure
Act (FMIA)

On 19 June 2015 the Federal Assem-
bly adopted the FMIA, which sets a
new basis for the regulation of the fi-
nancial market infrastructure and the
duties of financial market participants
with respect to securities and deriva-
tives trading. The law came into force
on 1 January 2016. The following
points are of particular interest to the
audit industry:

— Financial market infrastructures
and finance groups must appoint
an FAOA-licensed regulatory audi-
tor to perform a regulatory audit
(Art. 84 FMIA in conjunction with
Art. 9a para. 1 AOA and Art. 24
FINMASA). Financial market inf-
rastructures are stock exchanges,
multilateral trading systems, cen-
tral counterparties, central depo-
sitories, transaction repositories
and payment systems (Art. 2 letter
a FMIA). Two or more entities, of

which (a) at least one is an active
financial market infrastructure (see
above), that (b) are primarily active
in the finance area, (c) form a single
economic entity or for which, due
to other circumstances, it can be
assumed that one or more of the
entities under individual oversight is
legally obliged, or in practice com-
pelled, to support group entities,
qualify as finance groups (Art. 15
para. 2 FMIA). As mentioned, the
regulatory audit firm and regulato-
ry auditor-in-charge require a speci-
al FAOA licence but, as for the audit
of public tender offers, this factu-
ally equates to the licence to audit
banks, stock exchanges, securities
traders and central mortgage bond
institutions (Art. 11a para. 1 letter a
revised AOOQ).

As part of the statutory audit, the
statutory auditor (Art. 727 f. CO)
audits counterparty compliance
with FMIA provisions. The audit
methodology follows the type of
statutory and group audit (long-
form report on the Financial Market
Infrastructure Ordinance of 25 No-
vember 2015, regarding Art. 114
FMIO). At entities subject to FINMA
oversight the audit follows financial
market legislation. This is subject to
divergent provisions relating to the
oversight and supervision of occu-
pational retirement, survivors’ and
disability pension plans (Art.116
FMIA). The statutory auditor is now
required to audit compliance with
the following obligations:

— Trades in derivatives that are not
handled through a trading centre
(OTC derivative trades) must be
cleared through a FINMA-appro-
ved or recognised central coun-
terparty (Art. 97 f. FMIA).

— Derivative trades must be repor-
ted to a FINMA-approved or re-
cognised transaction repository
(Art. 103 f. FMIA).

— Operational and counterparty
risks of OTC derivative trades not
cleared through a FINMA-appro-
ved or recognised central coun-
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terparty must be recorded, mo-
nitored and minimised (Art. 107
f. FMIA).

— Certain derivatives must be tra-
ded through a FINMA-approved
or recognised trading centre or
through an approved or recog-
nised operator of an organised
trading system (Art. 112 f. FMIA).

Federal law on the implementation
of the FATF recommendations amen-
ded in 2012

On 12 December 2014 the Federal
Councillors adopted the amendment
of the pronouncement on combating
money laundering to bring it into line
with the recommendations of the Fi-
nancial Action Task Force (FATF), as re-
vised in 2012. Amongst other things,
this now provides that individuals and
legal entities who deal in goods and
thereby accept cash (so-called tra-
ders, Art. 2 para. 1 letter b AMLA)
do not have formal financial inter-
mediary status but still have a duty of
care under AMLA if they accept more
than CHF 100,000 in cash as part of
a trade (Art. 8a AMLA). Traders must
further engage an auditor to check
that these duties have been fulfilled.
Licensed auditors (Art. 5 AOA) or au-
dit firms with the same licence (Art.
6 AOA) can be engaged as auditors
provided they have the necessary
technical expertise and experience
(Art. 15 paras. 1 and 2 AMLA). The
new law came into force on 1 Janu-
ary 2016. The ordinance (Anti-Money
Laundering Ordinance, AMLO) clari-
fies the following details:

— First, traders must appoint an au-
ditor even if they have opted-out
of the limited audit. The appoint-
ment is made by the highest ma-
nagement and administrative body
and not the general meeting of
shareholders (Art. 22 AMLO).

— Secondly, the law requires no spe-
cial licence, either from the FAOA
(audit of DSFI) or from an SRO (au-
dit of member financial intermedia-
ries). The auditor must nevertheless

have the necessary technical exper-
tise and experience (Art. 15 para. 2
AMLA). Whoever holds one of the
above-mentioned AMLA licences
at least has the necessary techni-
cal expertise and experience (cf. in
addition AMLA long-form report of
11 November 2015, p. 12). It may
not be easy to provide this evidence
without a licence.

— Thirdly, it was clarified that only an
audit firm can be appointed as au-
ditor and not a (mere) individual.
An individual who wishes to au-
dit traders independently must at
least register a sole proprietorship
in the commercial register (Art. 8
para. 1 AOOQ; cf. in addition AMLA
long-form report of 11 November
2015, p. 12).

Supervision of Health Insurance Act

On 26 September 2014 the Federal
Councillors adopted the Supervision
of Health Insurance Act (SHIA). In the
appendix to the SHIA it is clarified
that the FAOA and the other Swiss
oversight authorities (and no longer
just «special law» oversight authori-
ties) must provide all information and
transfer all documentation to each
other as is necessary for the enforce-
ment of the respective law (Art. 22
para. 1 AOA in the new version)s.
This specification came into force on
1 January 2016.

> FAOA Activity Report 2014, p 11.
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Financial Audit
Introduction

As a general rule, the FAOA inspects
state-regulated audit firms once every
three years or annually if they audit
more than 50 PIE. As a result of the
AOA revision of 1 January 2015, all five
large audit firms are now inspected
annually. This was previously the case
only for the «Big 3» audit firms. The
exact scope of the annual inspections
is defined on the basis of a detailed
risk analysis. A five year inspection cyc-
le applies to state-regulated audit firms
that audit only financial intermediaries
under the direct supervision of FINMA
(so-called DSFI).

As at the end of 2015 a total of 33
audit firms held a state-requlated au-
dit firm licence, permitting the holder
to audit a PIE. Eight of these firms are
permitted to audit only DSFI, as well as
non-PIE companies. Overall, the mar-
ket structure was unchanged compa-
red to the prior year. The «Big3» audit
firms, PwC, EY and KPMG continue
to audit the vast majority of public
companies and other PIE.

During 2015 the existing FAOA in-
spection software was replaced with
a web-based application to improve
efficiency. Both the new and old soft-
ware include standardised instructions
for the planning, execution, reporting,
documentation and decentralised re-
view of the entire inspection. The
standardised FAOA inspection proce-
dures are matched to those of Europe-
an partner authorities on an on-going
basis and harmonised where possible
(so-called Common Audit Inspection
Methodology).

2015 inspections

Since the enactment of the AOA the
FAOA has completed a total of 77
inspections. Of these, nine inspec-
tions were performed in the reporting
year®. One of these inspections was
performed jointly with the PCAOB
(so-called joint inspection). In the
course of the nine inspections the fi-
nancial statements of 19 companies
were the subject of file reviews.

The selection of audit engagements
for FAOA inspection is risk-based. The
market capitalisation of public compa-
nies is one important selection criteri-
on. By 31 December 2015, 18 of the
20 SMI companies had been subject
to an FAOA file review. Through its file
reviews of these companies the FAOA
has inspected audit work covering
around 75 percent of the total market
capitalisation of the Swiss stock exch-
anges. For the two global systemically
important banks (G-SIBs) of Switzer-
land, UBS AG and Credit Suisse Group
AG, aspects of the quality of the fi-
nancial audit are assessed by way of
an annual file review since 2013.

In addition to market capitalisation,
the FAOA considers other criteria
when selecting audit engagements
for inspection, such as a major change
in audit fees or a change of auditor. A
further criterion is a PIE modified audit
report.

6 The inspection fieldwork was completed
at a further two of the largest five audit
firms. Since the findings process is still at
an early stage these are not covered by
the Activity Report 2015.
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Figure 1
Overview of FAOA inspections and Comment Form findings 2008—-2015
Categories Largest five audit firms Other Total
01.04.2008 of wich  01.04.2008 of wich  01.04.2008 of wich
-31.12.2015 2015 -31.12.2015 2015 -31.12.2015 2015
Number of inspections 34 5 43 4 77 9
Comment Form 124 5 173 4 297 9
Findings Firm Review
Comment Form 356 43 270 15 626 58
Findings File Review
Number of inspected files” 106 15 42 4 148 19
Firm Review File Review The 2015 file review findings for the

There was a pleasing reduction in
the number of findings compared to
prior years. This is due to the relative
consistency of 1SQC 1 requirements
and the increased awareness of those
responsible for quality. The average
number of firm review findings per
inspection at the five largest and at
the smaller audit firms was the same
in the reporting year. It should be
noted in this regard that the quality
assurance systems of the smaller au-
dit firms are less complex than those
of the five largest audit firms due to
their simpler circumstances.

Several partners are borrowed from
foreign network firms to serve global
Swiss audit clients. These partners
sign the audit reports in the name of
the Swiss firm as auditor-in-charge.
The affected Swiss firms must super-
vise the effectiveness of the quality
assurance system over these borro-
wed partners independently. In one
individual case, the firm's own quality
assurance system provided insuffi-
cient monitoring of a foreign network
firm partner. For example, the Swiss
firm was insufficiently involved in the
performance evaluation of the borro-
wed partner.

An FAOA follow-up inspection of
letterbox company audit procedures
in the reporting year showed that
the internal methodologies are now
appropriate at all five large audit
firms.

19 (prior year 18) file reviews were
conducted and completed in 2015.
The nine inspections resulted in a to-
tal of 58 findings. The number of fin-
dings per file review thereby increa-
sed from 2.7 to 3.1 compared to prior
year. In the case of file reviews, au-
dit quality depends heavily upon the
partners and staff involved, as well as
the external environment. Audit firms
should hence put more focus on the
consistency of audit quality.

In accordance with the requirements
of Circular No. 1/20108, those audit
engagements for which the ratio of
audit fees to other fees exceeds 1:1 in
a business year are to be reported per
30 June. The other services provided,
together with the independence safe-
guards put in place when necessary,
are to be disclosed for the reportable
engagements. As per 30 June 2015
the FAOA had received 12 reports
(prior year 15 reports), which were
critically assessed and, depending on
the situation, taken account of in the
respective file review strategy.

largest five audit firms and the smaller

audit firms are shown by category in

Figures 2 and 3°.

7" In each file review the FAOA selects the
working papers relating to the audit of
the consolidated financial statements (in-
cluding holding company) and the audit
of a significant subsidiary.

8 FAOA Circular 1/2010 of 31 March 2010
(Circular 1/2010) on the reporting of sta-
te-regulated audit firms to the oversight
authorities, section 22 letter b.

For comparability purposes the findings in
Figures 2 and 3 that relate to Swiss Au-
diting Standards or US auditing standards
have been allocated to the identical or
comparable ISA. The various other fin-
dings include findings relating to ISA 200,
210, 260, 550-570, 610 and 700.
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Figure 2

Type and number of findings from the 2015 file reviews
at the five largest audit firms (total 43 Findings)

Quality control for an audit (ISA 220)

Various other findings

Materiality (ISA 320)

Fraud (ISA 240)
Audit evidence (ISA 500-530)

Estimates (ISA 540)

Risk assessment and related response (ISA 300f.)

Using the work of others (ISA 600 - 620)

In the reporting year the FAOA iden-
tified the most findings in the areas
of «using the work of others», «risk
assessment and related response»
and «estimates». The most common
findings within the «using the work of
others» category were in the areas of
group audit (ISA 600) and using the
work of internal auditors (ISA 610).
Reference is made in this regard to
sections «Component coverage» and
«Using the work of internal auditors».

Insufficient  professional  scepticism
and the failure to identify and respond
to risks of material misstatement are
often the cause of deficiencies, respec-
tively FAOA findings. If the audit team
fails to identify risks of material missta-

Figure 3

tement appropriately during the plan-
ning phase the quality of its responses
to those risks cannot be sufficient. The
informative value of the resulting audit
evidence is limited as a result.

If the auditor intends to rely upon the
effectiveness of general IT and appli-
cation controls these controls must be
tested adequately. If not, the auditor
cannot rely upon systems-generated
documents that, in turn, serve as the
basis for the audit of different audit
areas. In part, however, reliance was
placed on IT and application cont-
rols without sufficient testing. It was
further neglected to assess the risk of
unauthorised access to data and fun-
ctions in some cases.

FAOA findings with respect to the
audit of estimates relate primarily
to the positions goodwill and other
intangible assets. Contrary to audi-
ting standard requirements, several
engagement teams obtained insuf-
ficient appropriate audit evidence to
assess the estimates and assumptions
of management. This also includes,
for example, making a critical assess-
ment of prior year business plan as-
sumptions.

Type and number of findings from the 2015 file reviews at the smaller audit firms

(total 15 Findings)

Using the work of others (ISA 600 - 620)

Fraud (ISA 240)

Audit evidence (ISA 500-530)

Risk assessment and related response (ISA 300f.)
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At the smaller audit firms findings were
often made with respect to the identi-
fication and response (audit procedu-
res) to risks of material misstatement.

IFIAR survey

IFIAR published the results of a bro-
ad-based survey on 3 March 20151,
29 IFIAR members took part in the
survey. This is already the third sur-
vey of this type, identifying common
findings at the six largest global audit
firms' on an anonymous basis. The
survey concentrates, in particular, on
file review findings at PIE and systemi-
cally important financial institutions.
IFIAR uses the survey in global-level
negotiations with the six large audit
firms. The negotiations aim to agree
on measures to improve audit quality.

Analysis of FAOA findings to those
of other oversight authorities shows
similarities in, amongst others, the
following areas:

— Recoverability of fair-valued assets

— Internal controls

— Revenue recognition

— Group audits

— Identification and response to risks
of material misstatement

IFIAR members continue to believe
that the global audit networks and
local audit firms must make greater
coordinated efforts to permanently
eliminate recurring deficiencies in the
above-mentioned areas. The import-
ance of the root cause analysis, from
which appropriate and sustainable
measures can be derived, was empha-
sised in this respect.

Points of focus for 2015 inspections

The FAOA published its points of fo-
cus for the 2015 financial audit in-
spections in the 2014 Activity Report
and examined these in detail in the
reporting year '2:

— Compensation reports of public
companies'?

— Component coverage (SAS™/ISA
600.26-29)

— Using the work of internal auditors
(SAS/ISA 610)

The FAOA assessed the internal gui-
delines of the five largest audit firms
with respect to the inspection focus
areas and tested their application on
a sample basis.

Compensation reports of public
companies

«The people and the cantons» appro-
ved the popular initiative «gegen die
Abzockerei» (so-called «Minder-In-
itiative») on 3 March 2013. Article
95 of the Federal Constitution, on
professional activities in the private
sector, was expanded as a result of
the initiative. The Federal Council
subsequently issued the ordinance
against exorbitant compensation at
public companies (VegiV), which
came into force on 1 January 2014.
The transitional provisions of the
VeglV provide staggered deadlines
for the implementation of particular
elements. Except for the amendment
to employment contracts establis-
hed under previous law (deadline 1
January 2016), all provisions had to
be fully implemented by the 2015
general meeting of shareholders. The
VeglV provisions apply to all limited
companies with shares quoted on a
domestic or foreign stock exchange.
These companies were consequently
first required to prepare a compen-
sation report for financial years be-
ginning on or after 1 January 2014.
The VeguV requires the auditor to test
whether the quantitative elements of
the compensation report, relating to
the provisions of Art. 14 and Art. 16
on compensation, loans and credit,

comply with the law and the VeguV.

Alongside assessing the internal
VeguV audit guidelines of the five
largest audit firms the FAOA selected
and assessed nine compensation re-
port audits from various industries.

The audit firms took the issue up early,
preparing related internal guidelines,
training materials and audit program-
mes and supplying them to staff. The
audit programmes were comprehen-
sively designed, are in compliance
with the provisions of VegiV and also
take into account issues from EXPERT-
suisse’s questions and answers on the
audit of the compensation report!s.

% www.IFIAR.org > IFIAR Global Survey of

Inspection Findings

BDO International Limited, Deloitte Touche
Tohmatsu Limited, Ernst&Young Global
Limited, Grant Thornton International Li-
mited, KPMG International Cooperative
and PricewaterhouseCoopers Internatio-
nal Limited.

For the results of the Regulatory Audit
2015 points of focus see section «Regu-
latory Audit».

Ordinance against exorbitant compen-
sation at public companies, VeguV, SR
221.331.

4 Swiss Auditing Standards (SAS),
EXPERTsuisse, Zurich 2013.

EXPERTsuisse, «Ausgewdhlte Fragen und
Antworten bei der Prifung von Vergi-
tungsberichten in Ubereinstimmung mit
der VeguV» of 18 December 2013 (last
amended 18 August 2015).

13
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In most cases engagement teams pre-
pared a separate audit plan for the
audit of the compensation report. En-
gagement teams only dispensed with
a separate audit plan in the case of
simple compensation reports. In ad-
dition, separate materiality thresholds
were set, differing from those used
for the financial statements audit.
Three of five audit firms set percenta-
ge ranges or maximum thresholds for
this purpose, alongside general gui-
delines. At the other two audit firms
engagement teams generally looked
to the Q&A of EXPERTsuisse for gui-
dance. The materiality guidelines pro-
vided in the audit programs vary and
are generally based on a range of 1-5
percent. The benchmark used was
either the total or average compen-
sation of all board and management
members, the highest compensation
amount for an individual board or
management member or a mixture of
these alternatives. The use of ranges
and different benchmarks led to va-
ried materiality amounts.

The FAOA noted that the audit of the
compensation report was generally
carried out using substantive audit
procedures (SAS/ISA 330.4). This re-
sulted mainly from the absence or
limited nature of formal controls in
the compensation report preparation
process and efficiency considerations.
The nature and extent of substanti-
ve audit procedures were sufficient
and the audit evidence obtained was
appropriate.

In all cases the audit report followed
the standard report of EXPERTsuisse.
The report is limited to a confirmation
as to the application of Article 14 to 16
Veg(lV, an assessment of the appropri-
ateness of the valuation methods used
for the elements of compensation and
an assessment of the overall presenta-
tion of the compensation report.

From the assessment of the compensa-
tion report audits it is clear that audit
firms attached significant importance
to them in the reporting year. The au-
dits were performed by experienced
engagement team members, as a rule
manager grade and above.

In addition, the auditor-in-charge
was more heavily involved due to
data sensitivity and the complexity
associated with a «first-time audit».

The FAOA had no negative findings in
relation to the audit of the compen-
sation report under VegQV. The high
quality of the audit may result, on the
one hand, from the «first time audit»
effect and, on the other, from the
greater involvement of experienced
auditors in the audit.

Component coverage

A component is an entity or business
activity for which group or compo-
nent management prepares financial
information that should be included in
the group financial statements (SAS/
ISA 600.9 letter a). The determinati-
on of the nature, timing and extent
of audit procedures at the individual
components depends mainly on the
significance of those components
to the group financial statements. A
component is significant if it is of in-
dividual financial significance to the
group or if, due to its specific nature
or circumstances, it is likely to include
significant risks of material missta-
tement of the group financial state-
ments (SAS/ISA 600.9 letter m).

The requirements of the auditing
standards are further defined in the
individual audit methodologies of
the large audit firms. For the deter-
mination of individually financially si-
gnificant components, the applicable
auditing standard mentions 15% of
a chosen benchmark as an examp-
le threshold (SAS/ISA 600.A5). The
five largest audit firms have adopted
this example as a guideline in their
audit methodologies. In doing so,
two audit firms prescribe specific th-
resholds. The first assumes 15% as a
basis but this can be amended accor-
ding to the professional judgement
of the engagemement team. At the
second firm the percentage used
must be explained if above 15% of
the chosen benchmark and may not
exceed 20%.

The audit methodologies of the five

largest audit firms further require the
full scope audit of individually financi-
ally significant components. For com-
ponents significant due to their na-
ture or circumstances the auditor can
choose between a full scope audit,
the audit of specific account balan-
ces, classes of transactions or disclo-
sures, or the performance of specified
audit procedures. For non-significant
components the group engagement
team performs analytical procedures
at group level (SAS/ISA 600.26 f.).
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The FAOA considers the audit me-
thodology scoping guidelines of the
audit firms to be appropriate overall.

In the reporting year, the FAOA ana-
lysed the component-coverage of
group audits (scoping). For the ten'®
files inspected the type of audit used
was examined (cf. Figure 4). This
shows the proportion of components
covered by full scope audit («FSA»),

Figure 4

by the audit of specific account ba-
lances, classes of transactions or
disclosures («SSA»; specific scope
audit) and by specified audit proce-
dures («SAP»). The latter are audit
procedures specified to address likely
risks of material misstatement within
the consolidated financial statements.
The audit assurance obtained is gene-
rally less than that obtained from spe-
cific scope audit procedures.

15

Percentage coverage of group-level benchmark amounts by type of audit work

n/a n/a n/a n/a n/a n/a n/a n/a

2 68 n/a n/a n/a n/a n/a 77 n/a n/a
3 78 8 n/a n/a n/a n/a 83 4 n/a
4 66 n/a n/a n/a 75

5 n/a n/a n/a 43 4 n/a 86 4 n/a
6 77 14 6 78 14 6 76 17 5
7 98 n/a n/a 89 n/a n/a 99 n/a n/a
8 79 n/a n/a 98 n/a n/a 72 17 n/a
9 100 n/a n/a 100 n/a n/a 100 n/a n/a
10 57 n/a 8 50 n/a 4 70 n/a 11

It is apparent from Figure 4 that full
scope audits provide the majority of
benchmark coverage. Where insuf-
ficient coverage was obtained, en-
gagement teams compensated for
this appropriately with the audit of
specific account balances and speci-
fied audit procedures at components.
Component financial statement line
items were also audited due to them
being of higher risk. Despite this, in
three cases (file selections 2, 4 and
10) non-significant components ac-
counted for a comparatively large
proportion of group income state-
ment line items. In file 9 coverage
for all benchmarks was approaching
100% but the group auditor relied
on the opinions of sub-group com-
ponent auditors. The group auditor

failed to obtain sufficient audit evi-
dence as regards scoping at the res-
pective components. The FAOA is of
the clear opinion that the greater the
proportion of a group accounted for
by non-significant components is, the
more necessity there is to perform
robust group-level analytical proce-
dures over such components. In cases
of lower coverage the effectiveness of
group-wide controls is also of greater
importance.

in the Figure.
Full-scope audit.
Specific scope audit.

Specified audit procedures.

In determining significant compo-

The inspections at two of the five largest
audit firms were not finalised as at the
end of the reporting year. The results of
six selected files are therefore not included
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nents engagement teams commonly
used the three benchmarks; revenue,
profit before tax and total assets. In
one case profit before tax and total
assets was used. In a further four
cases revenue, respectively revenue
together with total assets, was used.
Although revenue can be an appro-
priate benchmark, in some cases the
FAOA regarded its selection as un-
satisfactory as the audited entities
disclosed profit before tax, and not
revenue, as a key performance indi-
cator in their annual reports.

The determination of significant com-
ponents is already made in the audit
planning phase and is generally based
on interim closings as a consequen-
ce. It is therefore necessary to reas-

Figure 5

sess the determination at the balance
sheet date. The FAOA had no notable
findings in this regard. Only in one in-
spected file did the engagement team
fail to perform such a reassessment
despite changes to the organisational
structure of the audited group.

Audit of components by network
firms

In their audit methodologies the five
largest audit firms have established
minimum amounts for own network
firm participation in the audit (cf. Fi-
gure 5). Consolidated gross revenue
or total group assets are used for the
calculation:

Internal requirements for the participation of own network firms in the audit

Firm A
50 %

Firm B

60 %

Firm C
70 %

Where the required amounts are not

Firm D
50 % 80 %

Firm E

achieved formal approval from the
risk management function of the firm
is required to accept or continue the
engagement. The threshold at the
five largest audit firms is between
50% and 80 %. The lower own net-
work participation in the audit is, the
more time the group auditor requires
with respect to the direction, supervi-
sion and review of non-network com-
ponent auditors.

In all files inspected by the FAOA
appropriate own network participati-
on was achieved and consequently the
FAOA had no findings in this area. It is
nevertheless surprising that the inter-
nal guidelines of the large audit firms
differ so widely from one another.

Using the work of internal auditors

The IAASB comprehensively amen-
ded the auditing standard ISA 610
(revised), «Using the work of internal
auditors», for the audit of financi-
al statements ending on or after 15
December 2013. In the new version
(ISA 610 revised 2013), alongside the
use of certain internal audit work,
direct assistance is addressed expli-
citly for the first time. Under direct
assistance internal audit performs
external audit work under the direc-
tion, supervision and review of the
external auditor. In the case of direct
assistance the internal auditor must
be sufficiently competent to perform
the external audit work. In addition,
in providing direct assistance the in-
ternal auditor may not perform work
requiring significant audit judgement.

The FAOA is critical of direct assistan-
ce as a matter of principle?°. The
independence of the internal auditor
towards his employer is inherently
limited given that he is in an emplo-
yee/employer relationship with him.
Internal audit also has different audit
methodology and documentation re-
quirements. Further, internal audit is
not covered by the quality assurance
system of the audit firm (monitoring
of training etc.).

20" Comment of the FAOA of 10 November
2010 on the drafts of ISA 610 and ISA 315
(www.rab-asr.ch > Oversight > Opinions
of the FAOA).
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If the entity has an internal audit fun-
ction the auditor makes inquiries of
appropriate internal audit staff and
assesses the nature of internal audit’s
responsibilities, how it fits into the
entity’s organisational structure and
its activities with respect to financial

Figure 6

reporting (ISA 240.19, 315.6 letter a
and 23). The auditor then has the fol-
lowing choices:

External auditor options with respect to internal audit

Using the work of the internal auditor (ISA 610)

l

v

No use of internal audit work

— Internal audit has insufficient
organisational status;

— Insufficient internal policies and
procedures;

— Competence, skills and objec-
tivity of internal audit insuffi-
cient;

— Insufficiently systematic and
disciplined approach.

Fundamental to using the work of
internal audit is the evaluation of
its competence and objectivity (ISA
610.15). Whether, and to what extent,
the auditor can rely on the work of the
internal auditor depends on this.

Irrespective of the nature and extent
to which the work of internal audit
is used, responsibility for the external
audit remains solely with the exter-
nal auditor. This also applies in cases
where internal auditors provide direct
assistance. The external auditor must
always be sufficiently involved in the
audit. The greater level of professional
judgement and risk of misstatement
in the audit and the less objective and

1\

Use of internal audit work

— Coordinate respective activities;
— Assess relevant reports;

— Assess nature and extent of in-
ternal audit work and findings;

— Reperformance of work perfor-
med

competent internal audit is, the gre-
ater the involvement of the external
auditor should be.

As part of the current year inspec-
tions the FAOA assessed, amongst
other things, the implementation of
ISA 610 requirements within the au-
dit methodologies of the five largest
audit firms. In addition, specific ap-
plication was inspected as part of the
file reviews.

%

Direct assistance

— Assess possible threat to own
independence;

— Assess competence of internal
auditor;

— Written client confirmation
regarding cooperation and
confidentiality;

— Direction, supervision and
review of work performed by
internal auditor

17
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The audit methodologies of the audit
firms conform to the requirements of
the auditing standards (ISA 610 revi-
sed 2013). Using the work of internal
audit is permitted in both the controls
and substantive testing areas. Further,
the methodologies prescribe the na-
ture and extent of permitted audit
work. If reliance is placed on internal
audit work the methodologies requi-

Figure 7

re the reperformance of a sample of
audit work. The direct assistance of
internal audit is also allowed by the
methodologies. Specific audit pro-
cedures, particularly in audit areas
subject to greater judgement, are
explicitly forbidden. The FAOA selec-
ted ten files from the three of the five
largest audit firms?' to assess the ap-
plication of the audit methodologies..

Use of the work of internal audit in the audit of the financial statements

Use of the work of internal audit in the financial statements audit

Inquiries of internal audit with respect to the assessment of risk and the internal

Number of file reviews

. 10
control environment
Reliance on the work of internal audit 1
Direct assistance 0

Proceedings and preliminary
fact-finding

In addition to routine inspections,
event-driven preliminary fact-finding
and proceedings are also conduc-
ted at state-regulated audit firms.
In doing so the FAOA considers, in
particular, plausible information from
third parties. In the reporting year
the FAOA received three notifications
from third parties relating to the work
of state-regulated audit firms.

Since inspection activities began in
2008, 24 proceedings have been
conducted as part of the FAOA's over-
sight of state-regulated audit firms:

— Seven proceedings concerned au-
dit firms. In four of these cases the
FAOA identified breaches of inde-
pendence requirements. In two
cases measures agreed with the
FAOA after its first inspection were
not implemented or not implemen-
ted in a timely manner. In one case
the statutory reporting requirement
was not met.

— 17 proceedings concerned FAOA-
licensed individuals. 11 of these in-
volved breaches of independence
requirements. In six cases the FAOA
sanctioned the auditor-in-charge for
not exercising proper duty of care.

Audit Quality Indicators

Internationally, the importance of au-
dit quality indicators (AQI) is increa-
sing. In the US the PCAOB and the
Center for Audit Quality (CAQ) have
started projects?? aimed at better
measuring audit quality using perfor-
mance indicators. These performance
indicators will be made available to
audit committees and other interest
groups. South East Asian oversight
authorities are discussing similar pro-
jects. The six largest UK audit firms
have mutually agreed to publish
five performance indicators in their
transparency reports, as from 2014.
An audit firm in the US# voluntarily
disclosed twelve performance indi-
cators in a publication?.

This worldwide trend encourages the
FAOA to continue to collect AQI from
the five largest state-regulated audit
firms. The FAOA uses these perfor-
mance indicators for trend analysis
and the timely identification of factors
that may impact audit quality. In ad-
dition, the performance indicators are
used for risk assessment and inspecti-
on planning.

21 The inspections at two of the five largest
audit firms were not finalised as at the
end of the reporting year. The results from
six selected files are therefore not included
in the table.

22 pPCAOB Concept Release on Audit Quality
Indicators, 2015-005, 1 July 2015.

2 www.pwe.com (U.S. site) > services > au-

dit-assurance > publications > auditing.

24 \www.fee.be > publications > 03/12/2015
> FEE shows significant differences in de-
velopments of audit quality.
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Over the past seven years the FAOA
has collected a total of twelve perfor-
mance indicators (cf. Figure 8). Vari-
ous performance indicators were revi-
sed and further developed last year to
improve their informative value and
comparability.

Figure 8
Comparison of selected performance indicators relating to the audit function of the
five largest state-regulated audit firms

Average annual revenue per audit partner

in CHF mio.

o2 03 20w
fom o fom o fom  to fom
1.4 4.1 1.6 4.3 1.7

4.2 1.9 4.5
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Ratio of other fees to audit fees

- SMI companies

- Public companies ex-SMI

n.a n.a n.a

n.a n.a n.a

n.a 0.1 0.4 0.2 0.4

n.a 0.1 0.3 0.1 0.4

Number of staff per partner

76 119 6.8

13.5 7.1 140 7.2 158

Staff turnover in %

16 28 12

26 13 26 13 25

Average number of EQCR hours

- SMI companies n.a n.a n.a n.a 39 151 37 115
- Public companies ex-SMI n.a n.a n.a n.a 7 18 6 17
Average number of auditor-in-charge hours

- SMI companies n.a n.a n.a na 270 719 227 746
- Public companies ex-SMI n.a n.a n.a n.a 69 112 85 110
Number of foreign shared service centre hours n.a. n.a. n.a. n.a. 0 5 0 8
as a % of overall hours at public companies

Number of consultations per public n.a. n.a. n.a. n.a. 0 0.4 0 0.3

company audit

— Over the last years the average
annual revenue per partner at the
audit firm with the lowest average
has increased. Another audit firm
has shown the highest average an-
nual revenue per partner over the
last three years. This has increased
further compared to prior year due
to a fall in the number of partners.
Revenue per partner at the remai-

ning three audit firms decreased
slightly. This performance indicator
is affected by the size, or rather fee
volume, of the audited companies
and on the staff to partner ratio.
The audit firms with the lowest,
respectively highest, revenue per
partner consequently have the lo-
west, respectively highest, number
of staff per partner. The average re-

venues per partner have tended to
rise over the last four years.

— The FAQA regards the ratio of other
fees to audit fees at public compa-
ny audit clients to be a risk factor
with respect to independence. This
performance indicator was also cal-
culated separately for SMI compa-
nies in the reporting and prior year.
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For both SMI and other public com-
panies the range for this perfor-
mance indicator has changed only
marginally compared to the prior
year. However, the range shows
major differences between the au-
dit firms. Three audit firms show a
higher amount for SMI companies
as for other public companies. One
of these audit firms showed the
highest amount for SMI companies
in both the reporting and prior year.

— Although the range for staff turno-

ver changed only slightly compared
to the prior year the highest level of
staff turnover has rotated amongst
two audit firms since 2011. At two
audit firms the turnover rate decrea-
sed compared to the prior year. One
audit firm has shown the lowest
staff turnover since the performan-
ce indicators were first collected.

— The use of an EQCR at public com-

panies is mandatory. However, there
is a significant difference between
audit firms in the average number
of EQCR hours per public company.
As a rule, the larger the audited en-
gagements the higher the proporti-
on of EQCR hours. Further, the aver-
age number of EQCR hours at SMI
companies is several times that at
other public companies. The FAOA
regards the number of EQCR hours
at smaller public companies to still
be too low in some cases.

— There is a significant difference

between audit firms in the aver-
age number of auditor-in-charge
hours at SMI companies and this
has grown further in the reporting
year. For other public companies
the difference decreased compared
to the prior year as the number of
hours increased at the firm with
the lowest amounts. The average
number of auditor-in-charge hours
is subject to annual fluctuations
and is dependent upon engage-
ment-specific circumstances.

— Foreign «Shared Service Centre»

(SSC) hours as a percentage of the
total audit engagement hours vary
greatly by audit firm. As before,

two of the five large audit firms
currently deploy foreign SSC. The
involvement of domestic SSC was
not taken account of in this perfor-
mance indicator.

— The proportion of formal consulta-
tions to audited public companies
is similar at three audit firms. At
these firms around three formal
consultations are made per ten
public companies. At another firm
the proportion is less than 0.1. The
FAOA believes that consultation on
complex questions increases audit
quality.

Cooperation with other Swiss
authorities and stock exchanges

To avoid duplication the FAOA coordi-
nates its oversight activities with over-
sight authorities established under spe-
cial law and with the stock exchange.

The SIX Exchange Regulation (SER) is
responsible for ensuring that compa-
nies listed on the SIX Swiss Exchange
comply with accounting standards.
The FAOA and SER coordinate their
activities to avoid duplication. The
FAOA assesses the audit activities of
audit firms. SER, on the other hand,
assesses issuer’s compliance with their
responsibilities under the listing requ-
lations. The focus of FAOA examina-
tions is upon auditor compliance with
legal and professional requirements,
and not directly upon compliance with
accounting standards. In the reporting
year one notification was received
from SER that was of relevance to the
FAOA. Should the FAQA find material
breaches of accounting standards du-
ring its inspections it notifies the re-
sponsible exchange. In the reporting
year there were no such notifications.

The FAOA additionally has periodic
contact with the Supervisory Com-
mission for Occupational Pension
Schemes. The interaction is focussed
on the discussion of regulatory de-
velopments, audit-related questions,
as well as the preliminary fact finding
and proceedings of the FAOA in the
pension fund area.

With regard to communication with
FINMA reference is made to the secti-
on «Regulatory Audit».

Standard-setting

The continued development of inter-
national and national auditing stan-
dards is an important element in im-
proving audit quality. The FAOA works
in international working groups and
develops responses to drafts of new
or revised standards in collaboration
with other oversight authorities. The
FAOA issues its own auditing stan-
dards only in exceptional cases.

FAOA Circulars

In the wake of national and interna-
tional developments, certain points
within Circular No. 1/2009 of 19 June
2009 were clarified or supplemented.
In particular, the amendments enable
audit committees of boards to fulfil
their duties more effectively. With the
amended Circular 1/2009 the com-
mittees will receive information that
will put them in a better position to
assess and critically question import-
ant auditor judgements. The Circular
clarifies the information required of
the auditor with respect to the sco-
ping of branches and subsidiaries,
especially in connection with the audit
of consolidated financial statements.
With this the codification follows
standard practice.

The FAOA has found that state-re-
gulated audit firms differ widely in
their methodological approach to the
determination of materiality. This not
unproblematic given that it relates
to the implementation of the same
auditing standards and materiality is
a key factor in the audit process. In
other legal jurisdictions (e.g. England)
materiality is disclosed in the audi-
tor's report to the general meeting
of shareholders. In Switzerland this is
currently not the case based on the
legislative framework. It is, however,
useful for the board of directors or
the audit committee of the audited
entity to have targeted information.
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For this reason Circular No. 1/2009
requires the comprehensive report to
the board to contain explanations as
to the determination of overall and
performance materiality at the plan-
ning stage and as to any adjustments
made to these during the course of
the audit.

Under the revised Circular No. 1/2009
audit committees will additionally be
informed of the nature and scope of
material work outsourced to shared
service centres (or delivery centres).
Without this information it is not pos-
sible for the audit committee to criti-
cally question the nature and extent of
delegated work.

Circular No. 1/2009 further requires
that as part of the comprehensive re-
port state-regulated audit firms com-
ment on individual FAOA file review
findings. This does not apply to FAOA
regulatory audit or firm review findings.

In the reporting year the FAOA also
issued Circular No. 1/2015. The di-
sclosure of key audit matters provides
the recipients of public company audit
reports, particularly shareholders, with
a better understanding of the work
of the auditor and, to some extent,
with the chance to assess this work.
The key audit matters also allow con-
clusions to be drawn as to potentially
problematic items within the entity
and consolidated financial statements.
The new Circular No. 1/2015 is an
interim standard issued in agreement
with the professional associations. As
soon as the official translations are
available and national professional law
(SAS) has declared the key audit mat-
ter provisions to be applicable, Circu-
lar No. 1/2015 will be annulled, most
likely at the end of 2018.

Swiss Auditing Standards

Companies preparing financial state-
ments under Swiss GAAP FER usually
have them audited exclusively under
SAS. Companies preparing their finan-
cial statements under international
standards (e.g. IFRS) must always be
audited under SAS in addition to the

relevant international auditing stan-
dard (ISA, PCAOB). In this context the
FAOA continues to support the timely
transfer of ISA into SAS. Differences
currently exist between ISA and SAS
as regards unadopted changes to
ISA 315 and ISA 610 (internal audit).
Further, differences exist as regards to
the audit report and the audit of notes
disclosures (ISA 700, 701, 720). Diffe-
rences with respect to the new audit
report are eliminated by Circular No.
1/2015 (see above) however.

International standards

As a result of collaboration with the
international working groups of the
EAIG and IFIAR the FAOA submitted
the following comment letters on va-
rious IESBA and IAASB proposals:

— Comment letters were submitted
to the IESBA in February and March
2015 on the changes planned to im-
prove the structure of the Code of
Ethics «Improving the Structure of
the Code of Ethics for Professional
Accountants». As a consequence,
the IESBA is currently revising the
structure of the Code and clarifying
certain terms and mechanisms.

— Comment letters were submitted
in August and September 2015 on
planned changes relating to the
conduct of the auditor in the case
of non-compliance with the law
and other regulations «Responding
to Non-Compliance with Laws and
Regulations». The planned changes
also affect various other ISA (particu-
larly ISA 250). A corresponding com-
ment letter was submitted to the
IAASB in November 2015 together
with IFIAR.

Various developments in the EU au-
dit market are relevant from a stan-
dard-setting viewpoint. First are the
member state measures to implement
the audit market reform. Here it is still
open as to whether and, if so, when
the EU Commission will declare ISA
to be mandatory for audits in the EU.
This is currently being examined by the
Commission, amongst other things

21

with respect to a proper standard-set-
ting process. Even though the ISA are
not yet mandatory in the EU they are
already applied in most EU countries.
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Following close interaction with IFI-
AR the IAASB developed a draft of a
discussion paper on improving audit
quality. The discussion paper covers
the focus areas audit quality, group
audits, audits of financial institutions
and professional scepticism. From the
perspective of the oversight authori-
ties, other important topics, e.g. de-
termination of materiality, currently
remain excluded however.

The thematic inspection of «letter-
box» public company audits carried
out by the FAOA at the three lar-
gest audit firms last year?> was dealt
with by the IAASB in its Staff Audit
Practice Alert of August 20152, The
IAASB considered the comments of
the FAOA, together with those of the
UK and Dutch oversight authorities?’.
As the IAASB has recognised the gro-
wing importance of group audits it is
currently preparing a draft of a dis-
cussion paper that will detail possible
solutions. Like the FAOAZ the IAASB
emphasises that the responsibility of
the auditor-in-charge for the direc-
tion, supervision and performance
of the engagement can neither be
transferred nor delegated. The requi-
rements of «Quality control for an au-
dit of financial statements» (ISA 220)
apply to all audits. In particular this
covers the responsibility of the audi-
tor-in-charge in the following areas:

— Overall audit quality (ISA 220.8);

— Appropriateness of  conclusions
drawn in the acceptance and conti-
nuance process (ISA 220.12);

— Direction, supervision and perfor-
mance of the audit engagement
in accordance with professional,
legal and regulatory standards (ISA
220.15);

— Performance of working paper re-
view procedures in accordance with
the firm’s policies and procedures
(ISA 220.16);

— Review of the audit documentation
and discussions with the engage-
ment team to be satisfied that suffi-
cient appropriate audit evidence has

been obtained to support the con-
clusions reached and for the audi-
tor's report to be issued (ISA 220.17).

Points of focus for 2016
inspections

As communicated in its newsletter of
December 2015, the FAOA will focus
on the following points in its regular
2016 inspections:

Financial audit

— Audit of income tax positions in
the income statement and balance
sheet (ISA 540/1AS 12)

— Audit of the cash flow statement
(ISA 500/1AS 7)

— Audit of earnings per share in com-
plex cases (ISA 500/IAS 33)

Regulatory audit

— Audit of compliance with risk ma-
nagement and risk control require-
ments (Art. 12 BankO, Art. 7 LiqO,
Art. 12a CISO)

— Audit of compliance with AMLA
requirements; particularly high risk
transactions (Art. 12 to Art. 19 AM-
LA-FINMA)

— Using the work of the internal audi-
tor and involvement of external ex-
perts (Art. 5 para. 2 and 3 FINMADO,
as well as FINMA Circular 2013/3
margin notes 48 and 49).

Particular attention will be paid as to
whether there is evidence that appro-
priate professional scepticism was ap-
plied in performing the above audit
procedures.

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

Cooperation with audit
committees

Similar to the FAOA, the audit com-
mittee must assess and critically
question the quality of the auditor’s
work. Given this similarity of interests
the FAOA has intensified its contact
with audit committees over the last
two years. For example, as part of
the inspections of state-regulated au-
dit firms interviews are regularly held
with the audit committee chairmen
of PIE companies. The aim is to gain
a better picture of the cooperation
between the auditor and the audit
committee. In addition, the FAOA is-
sued a guide for audit committees?.
Importantly, the FAOA has repeated-
ly criticised the lack of professional
scepticism of individual auditors in
prior years. The FAOA hopes that pro-
fessional cooperation between audi-
tor and audit committee will lead to
increased professional scepticism by
the auditor towards management,
particularly if the audit committee
creates an environment in which the
auditor can question management in
an appropriately critical manner.

To be able to assess and question the
work of the external auditor adequa-
tely it is imperative that the audit com-
mittee is composed appropriately. The
Swiss Code contains relevant recom-
mendations in this regard. The Code
suggests that a qualified financial ex-
pert is required only in complex cases.

25 Certain Swiss public companies only have
a registered office in Switzerland and
those responsible for the supervision and
management of the group, as well as its
accounting function, are abroad.

26 \wwwi.ifac.org > publications-resources >

staff-audit-practice-alert

27 UK Financial Reporting Council's Au-
dit Quality Inspection’s Annual Report
2013/2014, Netherlands Authority for Fi-
nancial Markets Results of the inspection
of the quality of statutory audits at the Big
4 audit firms, 25 September 2014.

28 \www.rab-asr.ch > Oversight > Information

of the FAOA

2% www.rab-asr.ch > Oversight > Information

of the FAOA > Information for audit com-

mittees
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The FAOA, to the contrary, is of the
opinion that at least one member of
the audit committee should also al-
ways be a qualified financial expert.

The audit committee should actively
manage the process for electing or
re-electing the auditor. The full board
is responsible for making the election
proposal to the general meeting of
shareholders in each case. As a rule,
active management of the selection
process by the audit committee in-
creases the independence of the au-
ditor towards the management of the
audited entity. If an entity decides to
change auditor it is advisable to put
the engagement out to public tender.
In this regard, it is important that cle-
ar assessment criteria are developed
for the election of the auditor. Besi-
des quantitative elements, measurab-
le qualitative elements in particular
should be given reasonable weight,
respectively be taken account of. Qua-
litative criteria may, for example, inclu-
de the following elements:

— Industry experience of the audit
team;

— Auditor-in-charge and EQCR hours
in relation to total audit hours;

— Extent of specialist involvement (fo-
rensic specialists, IT specialists, tax
specialists, actuaries, IFRS specia-
lists etc.);

— Accounting experience of team
members (e.g. IFRS or Swiss GAAP
FER experience);

— Manner in which subsidiaries and
branches are covered (audit method,
coverage by network firms etc.);

— Summarised results from the exter-
nal quality control inspections of
oversight authorities.

There is intense competition amongst
audit firms. From the perspective of
the oversight authorities competition
within the audit industry is welcome.
However, competition should not be
based solely on the price of audit ser-
vices. It is far more desirable for the

competition for audit appointments
to be based mainly on service quality.
Competition based on service quality
is only possible, however, if the audit
committee has the information rele-
vant to its decision. The audit com-
mittee can assess the quality of work
through its own experience in inter-
acting with the auditor and, where
applicable, through the available fin-
dings of the oversight authorities who
review the auditor’s working papers.

The audit committee should assure
itself that the auditor is independent.
The FAOA recommends that audit
committees define clear internal rules
to limit the non-audit services provi-
ded by the external auditor. Besides
having a fee threshold, above which
non-audit services require the express
authorisation of the audit committee,
having an absolute percentage limit
for non-audit services in relation to
the audit fee is also useful. In Switzer-
land there is no absolute limit to per-
mitted non-audit services as, for ex-
ample, provided for by the EU (70 %).
However, in 2013 the FAOA intro-
duced a reporting requirement. Audit
engagements must be reported if the
ratio of other fees to audit fees repor-
ted in the annual report of an audited
PIE exceeds 1:1 in a financial year. The
reports are used by the FAOA as a ba-
sis for examining the permissibility of
the non-audit services. However, the
duty to report to the FAOA is not to
be confused with an absolute permis-
sible limit.

The mandatory rotation of the lead
auditor after seven years reduces the
risks that might arise from excessive
personal familiarity between the audi-
tor and the audited entity. In Switzer-
land there is no additional audit firm
rotation requirement as such. In the
EU, however, rotation requirements
for audit firms auditing public com-
panies have recently been introduced.
Even if the EU requirements will rarely
have a direct impact in Switzerland, it
is likely that many PIE companies will
change auditor more often in the in-
terests of best practice.

23
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The FAOA is critical of the EU audit
firm rotation requirements. It appears
more sensible for the audit commit-
tee to review the appropriateness of
the external auditor's term of office
periodically. This review should take
place on a recurring basis and lead
intermittently to the audit being put
out to tender. It is also preferable for
the remuneration of the auditor to be
assessed and set by the audit com-
mittee and not management. This
encourages the independence of the
auditor towards the management of
the audited entity. The active partici-
pation of the audit committee is im-
portant in this process.

It is undoubtedly important to audit
quality for there to be appropriate
communication and a good exchan-
ge of information between the audit
committee and the auditor. It is com-
mon today for regular exchanges to
take place between the audit com-
mittee or its chairman and the audi-
tor. The extent of these exchanges
depends on the complexity and risks
of the entity and questions related
to these. There should be periodic
private meetings between the audit
committee and the external auditor
which management does not attend.
This allows the audit committee to
form an independent picture of the
work and associated judgemental de-
cisions of management. In addition
to this, periodical meetings between
the chairman and the auditor-in-char-
ge are common and worthwhile. The
auditor normally has considerable
accounting and auditing know-how.
Even so, in terms of «checks and ba-
lances» it is important that the audit
committee regularly questions the
work of the auditor.

Besides reporting to the general mee-
ting of shareholders, state-regulated
auditors are also required to prepare
a comprehensive report to the board.
The content of the report first follows
the law and secondly professional
standards. FAOA Circular No. 1/2009
specifies minimum mandatory require-
ments regarding the report which go
beyond the recommendations of the
profession (see section «Standard set-
ting» above). The FAOA requirements
ensure, amongst other things, that the
audit committee has the information it
needs to carry out its duties.
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Regulatory Audit
Introduction

The bundling submission amend-
ments to the AOA and AOO have
been in force since 1 January 2015.
Since then, the oversight authority of
the FAOA has included all financial
and regulatory audit services provided
to PIE.

Unaffected by the bundling submissi-
on, regulatory audit firms and regula-
tory auditors-in-charge play a decisive
role in the Swiss dualistic financial
market supervision system. As the ex-
tended arm of FINMA they perform
the regulatory audits of those supervi-
sed by FINMA. Their audit responsibi-
lities go beyond those of the statuto-
ry auditor. Regulatory audit firms and
regulatory auditors-in-charge must
therefore fulfill demanding licensing
requirements.

With the transfer of responsibility
for the oversight of regulatory audit
firms and regulatory auditors-in-char-
ge to the FAOA, the organisational
structure of the FAOA was extended
to include a regulatory audit depart-
ment. The organisational separati-
on of financial and regulatory audit
mirrors the fundamental separation
of financial and regulatory audit en-
gagements at audited clients. Despite
the formal separation of financial and
regulatory audit, duplication is mini-
mised as far as possible. Through key
account management it is ensured
that each state-regulated audit firm
has one main FAOA point of contact.

Cooperation with FINMA

The regulatory audit requirements of
FINMA, under financial market laws,
are closely related to financial au-
dit principles and standards. FINMA
therefore sets the regulatory audit
standards for regulatory audit firms.
These are to be complied with while
performing regulatory audit services.

FINMA is furthermore responsible for
the interpretation of the special ac-
counting standards within financial
market laws that apply to the statu-
tory and consolidated financial state-
ments of banks, securities traders and
collective investment schemes. In this
regard, FINMA issues relevant circu-
lars, if required. In connection with
the regulatory audit, FINMA has ad-
ditionally issued its own requirements
concerning incompatible activities.

Prior to an FAOA inspection there is
an informal exchange with FINMA.
The information needed by the FAOA
for file selection and for performing
the file reviews is exchanged. The
FAOA informs FINMA of the results of
the firm and file reviews by providing
a copy of the final inspection report,
which includes the comment forms
relating to the regulatory audit.

2015 inspections

Eight regulatory audit firms were in-
spected in 2015, including:

— The five that are subject to an an-
nual inspection cycle because they
audit more than 50 PIE,

— one of five audit firms that is sub-
ject to inspection at least once
every three years, and

— two of a total of eight pure DSFI re-
gulatory audit firms that are inspec-
ted at least once every five years.

Audit quality at the eight firms in-
spected in 2015 was assessed on the
basis of 18 file reviews. The following
categories of financial market compa-
nies were selected:

— Eight banks, including two systemi-
cally relevant banks, three cantonal
banks, a foreign-controlled bank
and two further banks,

— a securities trader,

— two insurers,

— an asset manager,

— a deposit bank,

— a fund manager, as well as the col-
lective investment scheme adminis-

tered by the manager,

— four DSFI.
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Figure 9

Overview of FAOA inspections and Comment Form findings 2015

Number of inspections

Comment Form Findings Firm Review

Regulatory Audit E e 2
Comment Form Findings File Review

Regulatory Audit Zl U5 =
Number of inspected files 931 5 14

Firm Review

In 2015 eight inspections were per-
formed, of which six were completed.
The firm reviews resulted in a total of
nine comment form findings, inclu-
ding two findings on quality assuran-
ce systems whose design was insuf-
ficient for the regulatory audit. The
other comment form findings related
to various deficiencies in firm-wide
quality assurance controls, for ex-
ample, controls over the monitoring
of audit and training hours of the re-
gulatory auditor-in-charge.

There are more comment form fin-
dings per firm review at the smaller
regulatory audit firms. Although the
quality assurance systems of the smal-
ler regulatory audit firms are generally
less complex, based on client structu-
res, they are confronted by challenges
in the following principal areas:

— Transparency as to the performan-
ce of key controls and the formali-
sation of those controls;

— On-going update of the quality as-
surance system and controls for ch-
anges in regulatory requirements.

File Review

In 2015, 18 inspections were perfor-
med, 14 of which were completed.
As in the financial audit area, audit
quality is heavily dependent on the
engagement team members. Their
technical knowledge of regulatory re-
quirements is particularly important.

To ensure audit quality, regulatory
audit firms should, on the one hand,
focus on the consistency of audit
quality across audit engagements of
different size, complexity, risk and
type of financial market licence. On
the other, on-going regulatory educa-
tion and training must be provided to
the partners involved and monitored
adequately.

Figures 10 and 11 analyse the 2015
file review findings according to audit
area and cause:

30 The inspection fieldwork was completed
at a further two of the largest five audit
firms. Since the findings process is still at
an early stage these are not covered by the
Activity Report 2015.

3

The inspection fieldwork was completed
with respect to a further four file reviews.
Since the findings process is still at an early
stage these have not been covered by the
Activity Report 2015.
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Figure 10
Number of 2015 regulatory audit file review comment form
findings by audit area (39 findings)

Depot bank audit

Tied assets

Capital requirements and capital resource planning
Liquidity requirements

Conceptual separation financial and regulatory audit

Audit planning incl. risk analysis and audit strategy

Use of the work of internal audit
Risk management
Regulatory reporting

AMLA regulations

The FAOA identified the most com-
ment form findings with respect to
compliance with AMLA regulations
(c.f. Figure 10 and the section «2015
points of focus» for further details).

In carrying out its oversight activities
FINMA must be able to rely on the
quality of regulatory reporting. Seven
of the 39 findings related to regula-
tory reporting deficiencies. These re-
lated to five regulatory audit engage-
ments of varying size and financial
market licence type and audited by
four different regulatory audit firms.
The main reason for the large number
of findings is that FINMA determined
in its regulatory audit standards that
materiality considerations are irrele-
vant to the regulatory audit and espe-
cially to reporting.
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Figure 11

Causes of 2015 regulatory audit file review comment form findings

2
Conceptual separation financial and regulatory audit

Insufficient audit planning

Insufficient regulatory reporting

Insufficient audit evidence in combination with lack of professional scepticism

Insufficient audit evidence

The main cause of comment form
findings was the failure to obtain suf-
ficient appropriate audit evidence or
to show sufficient professional scepti-
cism in planning and performing the
audit®. In many cases this resulted in
inadequate regulatory reporting to
FINMA.

2015 points of focus

The points of focus for 2015 were
communicated in the 2014 Activity
Report:

Using the work of internal auditors
and involvement of an auditons
expert (e.g. actuary)

[t was evident in many file reviews
that, contrary to the requirements of
FINMA Circular 2013/3 Testing (mar-
gin note 48), the auditor failed to per-
form a critical assessment of the work
of the internal auditor where this was
relied upon, or such an assessment
was not comprehensible.

Reliance upon the work of internal
audit for the same audit area in two
consecutive years (margin note 49
of FINMA Circular 2013/3) and the
direct assistance of internal audit
(margin note 44.8 of FINMA Circular
2013/3) led to reportable findings.

Additionally, with respect to the ef-
fectiveness of internal control systems
(ICS) deficiencies were found in the
use and assessment of third party
audit reports on outsourced systems
and functions (e.g. ISAE 3402 ITGC
reports not covering the whole audit
period).

Audit of compliance with investment
regulations at insurance companies
and collective investment schemes

In individual cases deficiencies in audit
approach were evident in as much as
the auditor failed to ensure that the
design and operation of controls had
been effective throughout the whole
audit period. Appropriate coverage
for the whole year was confirmed in
the regulatory reporting however.

In certain cases a lack of professional
scepticism was found towards the key
controls that ensure sustained com-
pliance with investment regulations.
Furthermore, in some cases there was
no evidence as to the effectiveness of
controls.

Audit of compliance with AMLA
regulations

In the AMLA audit, deficiencies were
most particularly found as regards
intransparent sample selection. Such
selections should reduce sampling
risk to an acceptably low level (margin

note 42 of FINMA Circular 2013/3).
In certain cases the same sampling
deficiency was also found as regards
credit assessments.

Furthermore, particularly with regard
to the audit of technical installations
for monitoring higher risk transac-
tions or identifying higher-risk busi-
ness relationships through automatic
matching of names (e.g. phonetic) to
relevant databases, the FAOA found
that insufficient appropriate audit
evidence was obtained or insufficient
professional scepticism applied.

Points of focus for 2016 inspections
The 2016 points of focus for the re-

gulatory audit area are listed in the
financial audit chapter.

32 Margin notes 36 and 41 of FINMA Circular

2013/3
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International

Introduction

The FAOA strives for effective and
efficient cooperation with its foreign
partner authorities. In this the protec-
tion of investors and the avoidance of
duplication are central. In 2015 admi-
nistrative assistance was again provi-
ded in a large number of cases. Due
to the listing of Swiss entities in the
US and the presence of US groups in
Switzerland, cooperation with the US
remains intensive. At the same time,
the number of cross-border issues
relating to EU member states is still
significant,

Extra-territorial scope of the AOA
Extra-territorial jurisdiction of
the FAQA (shares)

The AOA most particularly serves to
protect investors in the Swiss capital
market. As foreign entities are also
active in this market the law also has
an extra-territorial impact. Auditors
of foreign companies that have sha-
res quoted on a Swiss stock exchange
or outstanding Swiss bonds (whether
quoted or not), and auditors of ma-
terial subsidiaries of the above-menti-
oned companies, are subject to the ju-
risdiction of Swiss audit oversight. To
avoid duplication, there is no licensing
and oversight of foreign audit firms if
they are subject to oversight from a
foreign audit oversight authority reco-
gnised by the Federal Council or if the
outstanding bonds are guaranteed by
a company whose auditor is subject to
audit oversight by a recognised over-
sight authority (Art. 8 AOA).

On 1 July 2015 the Federal Council
implemented part of the above-men-
tioned extra-territorial jurisdiction of
the FAOA (Art. 8 para. 1 letter a and
para. 2 AOA). As a result, the AOA
has also applied to the auditors of
foreign companies with Swiss quoted
shares since 1 October 2015. The au-
ditors of material subsidiaries of for-
eign issuers are not captured by this
(cf. in addition section Extra-territorial
jurisdiction of the FAOA (bonds)).

Oversight of foreign audit firms will
be delegated to the oversight autho-
rities of their country of domicile as
far as possible. This pre-supposes,
however, recognition of equivalence
by the Federal Council (Art. 8 para. 2
AOA). The latter does not mean that
the foreign oversight system is identi-
cal to the Swiss oversight system; far
more decisive is whether it has the
significant functional elements neces-
sary to ensure that the audit services
provided are of sufficient quality.
Against this background the Federal
Council has recognised 32 foreign au-
dit oversight authorities as equivalent
(cf. page 48).

Audit firms supervised by foreign au-
dit oversight authorities whose equi-
valence has been recognised must
nevertheless declare themselves to
the FAOA. The declaration serves to
ensure that the exemption from Swiss
licensing and oversight is not unjustly
claimed. The declaration form can be
downloaded from the FAOA home-
page. Affected audit firms had until
1 January 2016 to fill in the declara-
tion form. The FAOA has published a
list of all exempted audit firms on its
homepage.

Non-exempted auditors of foreign
companies have to obtain a state-re-
gulated audit firm licence since 1
October 2015. A licence is granted if
legal licensing conditions (cf. Art. 9
AQA), or their equivalent, are met and
there is assurance that legal provision
of information and reporting require-
ments, as well the requirement for the
FAOA to have access for inspections,
will be fulfilled (Art. 9a AQOQ). If only
equivalent licensing conditions are
met the licence of the foreign audit
firm is restricted to the provision of
audit services to foreign companies
with Swiss quoted shares. Statutory
audit services for Swiss companies are
therefore not permitted. One foreign
audit firm was licensed by the FAOA
as at 31 December 2015 (Deloitte& Co
S.A., domiciled in Buenos Aires/Argen-
tina, Reg. Nr. 600,001).

Extra-territorial jurisdiction of the
FAOA (bonds)

In defining the extra-territorial juris-
diction of the FAOA (Art. 8 AOA) in
2005, the legislator assumed that the
oversight of foreign auditors could be
largely delegated to the oversight au-
thorities in the auditors’ countries of
domicile (cf. in addition section «Ext-
ra-territorial jurisdiction of the FAOA
(shares)»). Based on the experience
of prior years it is apparent, however,
that this is not always possible. There
is either no oversight authority in the
auditor’s home country or only one
that cannot be recognised as equi-
valent. The licensing and oversight of
foreign audit firms by the Swiss over-
sight authority can, however, have
consequences for the attractiveness
of the Swiss capital market. It is in
the interest of the financial centre to
minimise these but without adversely
affecting investor protection.

For this reason the Federal Council
decided to moderately reduce the
extra-territorial jurisdiction of the
oversight authority. To this end, on
1 July 2016, it adopted a dispatch to
change audit oversight law (BBl 2015
5717). The dispatch provides for
FAOA oversight to be limited to the
issuers of listed bonds. This removes
the oversight obligation with respect
to unlisted bonds (Art. 8 para. 1 let-
ter b AOA). Likewise, oversight of the
auditors of so-called material subsi-
diaries would also be waived (and this
for foreign issuers of both shares and
bonds, Art. 8 para. 1 letter c and d
AOA). In addition, the possibilities for
exempting foreign audit firms from
Swiss oversight should be broadened
while maintaining investor protecti-
on. Thus in all cases investors must be
informed clearly if an auditor is not
under state oversight (Art. 8 para. 3
letter b and para. 5 D-AOA) .

33 At the end of 2015 there are 19 (2014:
22) inquiries or requests for administrative
assistance pending. Of these 12 are from
member states of the EU and EEA, 6 from
the USA. One inquiry came from another
country.



30

International | FAOA 2015

Bilateral cooperation
Relations with the European Union

Cooperation with the EU is in a state
of flux. On 3 April 2014 the EU ad-
opted the so-called EU audit reform
in response to the role of auditors
in the financial and economic crisis.
The new regulations come into force
directly in mid-2016 (ordinance34),
respectively must be implemented wi-
thin national law by the EU member
states (directive3) by that date. The
reform could affect the international
administrative assistance of the FAOA
in various ways:

— First, the reform package leads to
new modalities for the administ-
rative assistance provided by the
audit oversight authorities of EU
member states. It will be necessary
to check whether bilateral coopera-
tion agreements concluded under
the old law remain valid under the
new law.

— The implementation of the EU re-
form will lead to reorganisations
and restructurings at various Eu-
ropean audit oversight authorities.
This could also impact future co-
operation between the FAOA and
these authorities.

— Through the reform various wor-
king groups that previously func-
tioned on a rather informal basis
will be restructured to become
formal EU committees. It is unclear
whether the FAOA will retain its ob-
server status in these committees.

The reform basically has no impact on
the so-called «adequacy decision» of
the EU of 5 February 2010 and EU reco-
gnition of the equivalence of the Swiss
oversight system on 19 January 2011.
The FAOA therefore continues to have
the opportunity to conclude cooperati-
on agreements with EU member states.

State-regulated audit firms domiciled
in Switzerland have the possibility, in
particular, to register with EU audit
oversight authorities. An overview of
the state-regulated audit firms regis-
tered in the EU is given on page 50.

Cross-border registrations occasionally
give rise to legal questions to be resol-
ved with the involvement of the FAOA.

Cooperation with the USA

On 4 April 2011 the FAOA and FIN-
MA agreed a Statement of Protocol
(SoP; equivalent to an MoU) with
the PCAOB for cooperation in the
oversight of audit firms. The SoP al-
lowed for the transfer of confidential
information between the respecti-
ve parties and the performance of
joint inspections. As part of the first
inspection cycle from 2011 to 2013
each of the five largest Swiss audit
firms were jointly inspected once by
the FAOA and PCAOB. The PCAOB
has finalised all the corresponding in-
spection reports:

— Report of 25 March 2014 on the
inspection of PricewaterhouseCoo-
pers AG in 2011

— Report of 26 June 2014 on the
inspection of Deloitte AG in June
2012

— Report of 24 November 2014 on
the inspection of Ernst & Young AG
in 2011

— Report of 24 November 2014 on
the inspection of BDO Visura Inter-
national AG in 2012

— Report of 9 April 2015 on the in-
spection of KPMG AG in 2013

The inspection reports of the PCAOB
comprise of four parts: Part | («Inspec-
tion procedures and certain observa-
tions»), Part Il («Detailed discussion
of inspection results»), Part Il («Post
inspection procedures») and Part IV
(«Response of the firm to draft in-
spection report»). Parts | and IV are
published on the homepage of the
PCAOB once the report is finalised*.
The audit firm subsequently has a
deadline of twelve months to propose
specific remedial measures to address
the identified deficiencies. If sufficient
measures are not taken within this
period Part Il is also published?”. This

deadline passed for four Swiss audit
firms in 2015. In all cases the PCAOB
concluded that sufficient measures
had been taken.

Since 2014 the PCAOB has been per-
forming a second inspection cycle
based on the SoP extended as of 4
April 2014. One Swiss audit firm was
jointly inspected by the FAOA and
PCAOB in 2015. Cooperation bet-
ween the FAOA and the PCAOB cont-
inued to develop positively during this
time. On the one hand, the PCAOB
has cooperated more closely with the
FAOA. On the other, procedural flows
between the authorities could be ac-
celerated.

Multilateral cooperation
IFIAR

IFIAR is an important platform for the
FAOA to discuss current audit over-
sight challenges and corresponding
solutions in an international context.
Currently, the presidency is held by the
Dutch audit oversight authority (AFM)
and the vice-presidency by the Cana-
dian audit oversight authority (CPAB).
The Chief Executive Officer of the
FAOA acts as IFIAR Treasurer.

IFIAR was founded on 15 September
2006 and currently has around 50
independent audit oversight autho-
rities. The topics dealt with by IFIAR
since its foundation have broadened
continuously.

34 Regulation No. 537/2014 of the European
Parliament and of the Council of 16 April
2014 on specific requirements regarding
statutory audit of public-interest entities

(0J L158 of 27 May 2014, p. 77 f.)

35 Directive 2014/56/EU of the European
Parliament and of the Council amending
Directive 2006/43/EC on statutory audits
of annual accounts and consolidated ac-
counts (OJ L158 of 27 May 2014, p. 196 f.)
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37 The FAOA, on the other hand, does not
publish inspection reports but rather pre-
sents the results of its work in its annual
Activity Report in an aggregated and ano-

nymised form.

www.pcaob.org > Inspections > Reports
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In response to these developments
IFIAR decided on 15 September 2015
to implement a new organisational
structure. In particular, a board will
be created to implement the strategic
decisions of members. The new struc-
ture will professionalise and speed up
IFIAR working and decision-making
processes.

In 2015 IFIAR held a plenary meeting in
Taipei and an interim meeting in Tokyo.
The FAOA further involved itself in IFI-
AR debates at the following levels:

— Enforcement Working Group (EWG):
The aim of the EWG is to exchange
experiences gained in sanctioning
breaches of standards by auditors
and audit firms. A one day work-
shop on specific law enforcement
questions was held on the occasi-
on of the plenary meeting in Taipei.
Additionally, on 28 April 2015 the
working group published a report
on the various enforcement instru-
ments within the legal jurisdictions
of IFIAR members.

— International Cooperation Working
Group (ICWG): As a member of this
working group the FAOA is contri-
buting most particularly to the pre-
paration of the IFIAR Multilateral
Memorandum of Understanding
(cf. IFIAR MMoU). Following agree-
ment amongst IFIAR members on
the wording of the MMoU, the
ICWG is responsible for assessing
the applicants for membership.

— Inspection ~ Workshop ~ Working
Group (IWWG): The multi-day an-
nual inspection workshops provide
training for inspectors on the one
side. On the other, regular exchanges
take place between the inspectors of
the oversight authorities represen-
ted. Current audit and audit mar-
ket developments are covered. The
FAOA took part in this year's work-
shop in London and contributed to
the discussion with presentations.

- Standards Coordination Working
Group (SCWG): This working group
monitors the standard-setting of the
international profession and provi-
des the respective standard setters
with the practical experiences IFIAR
members have had in applying and
enforcing existing standards (cf. ad-
ditional details under «Standard set-
ting» above).

IFIAR Multilateral Memorandum of
Understanding (MMoU)

The MMoU approved by IFIAR mem-
bers on 30 June 2015 represents an
important step for international co-
operation. After negotiations lasting
two years IFIAR members agreed on a
wording. The aim of the MMoU is to
promote the exchange of information
in the areas of licensing, oversight,
inspections and disciplinary investiga-
tions, subject to respective pertinent
national laws.

In terms of content, the MMoU is
comparable with the bilateral MoU of
the FAOA: In the MMoU the authori-
ties provide assurance of mutual co-
operation in the audit oversight area.
The modalities of cooperation are
defined based on the classical princi-
ples of administrative assistance (par-
ticularly confidentiality principles, the
speciality rule and the so-called «long
arm» with respect to onward sharing
abroad). The MMoU should be seen
as a framework, representing the
lowest common denominator of all
IFIAR members and allowing parties
to deviate from it in a particular bi-
lateral relationship. Even if additional
agreements will most likely be found
in bilateral relationships, the MMoU
should make the negotiation of co-
operation agreements easier. As it de-
als with around 90 percent of «clas-
sic» administrative assistance issues,
negotiations between authorities will
focus on the most important matters
and thus be significantly shortened.

Participation in the MMoU is limited
to IFIAR members. Signature will fol-
low an assessment by the ICWG (cf.
section IFIAR), in which the administ-
rative assistance dispositif of the entry
candidate is examined thoroughly.

If the FAOA cannot cooperate with
another IFIAR member for legal rea-
sons it may refuse administrative as-
sistance. Provided the assessments
prove positive, individual members
will be able to sign the MMoU at IFI-
AR’s plenary meeting in Istanbul in
April 2016.

31
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EAIG

Since 2011 the FAOA has taken part
in the meetings of the European Au-
dit Inspection Group (EAIG), a body of
oversight authorities from EU mem-
ber states. As part of its work, the
EAIG analyses anonymised findings
from the inspections of member au-
dit oversight authorities and performs
root cause analyses of identified de-
ficiencies. Amongst other things, the
results form the basis for discussions
with standard setters and represen-
tatives of the audit firm networks. In
addition, current developments in the
audit and in the organisation of audit
firms are discussed.

An inspection programme (so-called
Common Audit Inspection Metho-
dology, CAIM) for the assessment of
quality assurance systems under ISQC
1 was prepared together with other
regulators in 2014 and first used in
2015. Since 2015 further inspection
programmes on particular topics re-
levant to file reviews have been de-
veloped. FAOA implementation will
take place gradually over the coming
years. These inspection programmes
will unify the inspection approach
of the participating oversight autho-
rities, which will also make it easier
to compare findings. Such a coordi-
nated approach is particularly needed
for the oversight of global audit net-
works. Jointly with other EAIG mem-
bers, the FAOA has also submitted
written comments on regulatory pro-
posals of the IAASB and [ESBA.

As Switzerland is not a member of
the EU the FAOA only has an obser-
ver status at the EAIG. The future
participation of the FAOA in the EAIG
depends on the future institutional
development of the EAIG, which is
heavily influenced by the new EU law
(cf. section «Relations with the Euro-
pean Union»).

Colleges of Supervisors

The affiliation of various national au-
dit network members at the Europe-
an-level already led to the formation
of «Colleges of Supervisors» from
the regulatory side several years ago.
Participating oversight authorities
coordinate particular oversight acti-
vities within these colleges. Having
initially exchanged process-related
information within these bodies, the
trend now is towards the exchange
of findings from national inspections.
As the FAOA cannot exchange con-
fidential information about domestic
inspections to the same extent as EU
member states, it has had to give up
its collaboration in these colleges.
Furthermore, the nature and extent
of the FAOA's further participation in
the Colleges is also dependent upon
the implementation of the new EU
law (cf. section «Relations with the
European Union»).
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Licensing
Introduction

Following the licensing renewal wave
of 2014, with over 2,000 audit firm
licences expiring, the number of expi-
ring licences still stood at around 750
in the reporting year.

In 2015 the number of new licence
applications from both individuals
and audit firms was slightly down
compared to prior years.

Figure 12

Statistics
Licences

The FAOA first issued licences for indi-
viduals and legal entities in 2007. Sin-
ce then the number of licensed indivi-
duals has increased year-on-year. This
trend also continued in 2015. Despite
numerous cancellations due to reti-
rement, waivers, deaths and licence
withdrawals, the number of licensed
individuals increased by a further 267
compared to the prior year (cf. Figure
12). The number of individuals with a
definitive licence has therefore increa-
sed continually from around 6,300 to
more than 8,900 since 2007 and the
start of licence issuance.

Licensed individuals and audit firms as at 31 December 201538

Individuals 2,481 6,446 8,927 8,660
Sole proprietorships 261 299 560 622
Audit firms 811 1,609 2,420 2,512
State-regulated audit firms - 33 33 23
Total licences 3,553 8,387 11,940 11,817

Following the first ever reduction in
the number of licensed audit firms
last year, the number of audit firms
licensed by the FAOA fell again this
year. The reduction in sole proprie-
torship and audit firm licences is
largely due to the waiving of licence
renewals. By contrast, the number
of state-regulated audit firms (33)
increased markedly compared to the
prior year (23). This increase is prima-
rily due to the fact that audit firms
carrying out so-called DSFI audits
have required a state-regulated audit
firm licence since 1 January 2016.

Membership of professional
associations

Membership of a professional asso-
ciation is not a licensing requirement
for either individuals or legal entities.
Although recorded by the FAOA, this
criterion is therefore not considered in
checking licensing conditions. Nevert-
heless, it can be assumed that volun-
tary membership of a professional as-
sociation has a positive effect on audit
quality. Professional association mem-
berships are thus welcomed by the
FAQA. In 2012 there were still 1,426

FAOA-licensed audit firms that did not
belong to a professional association.
In the meantime, only 939 licensed
audit firms are still without a profes-
sional association membership (cf. Fi-
gure 13). This means that around 70
percent of licensed audit firms are re-
gistered as firm members with at least
one professional association.

38 All numbers refer to legally binding com-
pleted proceedings. Pending appeals have
not been included. The determining factor
is therefore the status of the licensing pro-
cess as per the end of 2015.
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Figure 13
Professional association memberships3? of licensed audit firms by 31 December 2015

33

Swiss Quality & Peer Review AG

Institute of Internal Auditing Switzerland

EXPERTsuisse

TREUHAND | SUISSE

Over the last year there have been
only small changes with regard to the
professional association members-
hips of licensed individuals. Around a
third of all licensed individuals still do
not belong to one of the professional
associations.

Figure 14
Professional association memberships#° of licensed individuals by 31 December 2015

Institute of Internal Auditing Switzerland

TREUHAND | SUISSE

EXPERTsuisse

3% Including multiple answers from audit
firms with multiple professional association
memberships.

40 Including multiple answers from individu-
als with multiple professional association
memberships.
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Performance of audits

State-regulated audit firms perform
around 24 % of all limited and ordi-
nary audits in Switzerland (cf. Figure
16). For ordinary audits the propor-
tion is, however, much greater. That
being said, only slightly more than
13% of all audited entities have op-

ted for an ordinary audit of their fi-
nancial statements. Although 554
audit firms provide ordinary audits,
a 78 % majority of all ordinary audits
are performed by the 33 state-re-
gulated audit firms. More than two
thirds of all audit firms with an audit
expert licence provide no ordinary
audit services.

35

Figure 15
Frequency of ordinary audits (Status: 31 December 2015)

1 to 5 ordinary audits: 377 398
6 to 10 ordinary audits: 91 101
11 or more ordinary audits: 86 87
Total number of audit firms performing ordinary audits: 554 586
Figure 16

Total number of limited (LA) and ordinary (OA) audits performed#' (Status: 31 December 2015)

State-regulated audit firms 15,178 10,744 25,922 26,324
Other licensed audit firms 78,589 3,105 81,694 82,852
Total audits performed 93,767 13,849 107,616 109,176

Internal quality assurance

The internal quality assurance stan-
dard applied by audit firms is disclo-
sed by way of self-declaration in the
FAOA register of auditors and sur-
veyed annually by the FAOA.

4T All numbers are derived from on-line
self-declarations by the audit firms.
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Figure 17

Audit firm declarations as to applied standard of internal
quality assurance (Status 31 December 2015)

ISQC 1 & ISA 220

Guidance of the professional associations

SQCS 1 and SAS 220

Exempt according to Art. 49 paragraph 2 ACA

The number of audit firms using
SQCS 1 and SAS 220 increased by
44 compared to last year (prior year
746). 1t should thereby be noted that
audit firms performing ordinary au-
dits have been required to use quality
assurance standard SQCS 1/SAS 220
or a higher standard since 15 Decem-
ber 2013. More frequently, however,
SQCS 1/SAS 220 is also used volun-
tarily. It is also pleasing that referen-
ces are no longer made to the obso-
lete quality assurance standard SAS
220. The picture is marred by the
fact that more than half of all audit
firms still have no complete internal
quality assurance system. However,
the planned elimination of reliefs for
small firms would improve this situa-
tion (cf. below).

Relief for small firms

In 2016 the Federal Council will have
to decide whether the reliefs current-
ly applying to one-man audit firms
performing only limited audits should
be continued beyond 1 September
2016 (Art. 49 para. 2 AOO). Discon-
tinuance would result in every audit
firm having to have an internal qua-
lity assurance system commensurate
with its size and complexity. Discont-
inuance would further mean that the
FAOA could inspect compliance with
training requirements uniformly at all
audit firms. This control over training
is currently only possible at firms with
a quality assurance system.

Assessment of quality assurance
guestionnaires

The FAOA checks the requirements
for a quality assurance system upon
initial licensing, as well as every five
years upon licence renewal. The for-
mal quality assurance check is based
primarily on a questionnaire.

Analysis of the questionnaires shows
that sufficient attention is generally
paid to the quality assurance system.
In isolated cases potential for impro-
vement was found in the following
areas:

— Internal training: Some audit firms
have inadequate internal controls
over training. It is overlooked that
an internal control is also necessary
where controls from professional
associations exist, as the controls
of the professional associations are
primarily quantitative not qualitati-
ve in nature.

— Independence: This is sometimes
only assessed as part of the accep-
tance and continuance process.
However, declarations of indepen-
dence are also to be requested
from all audit firm employees on an
annual basis.

— Internal monitoring: In isolated ins-
tances SQCS 1 internal monitoring
reports are insufficiently firm-speci-
ficand in isolated cases do not cover
all areas of the firm. Further, it is not
specified that all auditors-in-charge
must be covered by internal monito-
ring at least once every three years.

Transfer of FINMA licences

Based on the AOO, the FAOA issu-
es a total of four types of licences to
state-regulated audit firms, respecti-
vely regulatory audit firms, and audi-
tors-in-charge auditing under financial
market law:

— Audit of banks, stock exchanges,
securities traders and central mort-
gage bond institutions;

— Audit of insurance companies;,

— Audit of fund managers, investment
funds, open-ended investment sche-
mes (SICAV), limited partnerships for
collective investment schemes, in-
vestment companies with fixed capi-
tal (SICAF), asset managers of collec-
tive investment schemes, as well as
representatives of foreign collective
investment schemes;

— Audit of financial intermediaries un-
der the direct supervision of FINMA
(DSFI).

The licence of a regulatory audit firm
or regulatory auditor-in-charge gene-
rally permits the performance of a re-
gulatory audit only in the regulatory
area for which the licence was issued,
if the competence and skills to carry
out the engagement exist. Separati-
on of the individual regulatory areas
allows account to be taken of respec-
tive industry characteristics and the
particularities of audit performance
and reporting in each category.
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Under the transitional provisions
of the AOA (Art. 43a para. 1 AOA)
regulatory audit firms and regulato-
ry auditors-in-charge may perform
audits under financial market laws
until 31 December 2015, provided
they held the relevant FINMA special
licence at the time of the transfer of
the oversight authority to the FAOA
on 1 January 2015.

Since 1 January 2016 all individuals
and legal entities performing audits
under financial market laws require
an FAOA licence. Under the transiti-
onal provisions of the AOA and AOO
FINMA licences have lapsed, or rather
are no longer valid.

Licensing of regulatory audit firms

At the beginning of 2015 the FAOA
determined which regulatory audit
firms complied with licensing con-
ditions, based on information sup-
plied by FINMA in December 2014.
Compliant audit firms received the

Figure 18

relevant licence during the course of
2015. No licence application subject
to fees needed to be submitted, only
a confirmation that no activities had
been undertaken requiring approval
under financial market laws. Com-
pliance with this condition will be a
matter covered by future inspections.

Two firms abstained from submitting
such a confirmation and therefore
could not be licensed by the FAOA.

Regulatory audit firms that had previ-
ously audited only financial interme-
diaries, directly supervised by FINMA
(DSFI), received the status of a sta-
te-regulated audit firm with certain
specific reliefs. These DSFI regulatory
audit firms are still not permitted to
audit public companies. This form of
state-regulated audit licence relates
solely to the audit of DSFI.

A total of 18 regulatory audit firms
were licensed to audit under final
market laws as of 1 January 2016.

37

Regulatory audit firms according to licence type (Status: 31 December 2015)

Audits under the Banking Act (BankA), the Stock Exchanges and Securities Trading Act (SESTA) and

Mortgage Bonds Act (MBA) / audits under the Collective Investment Schemes Act (CISA) / audits under 6
the Insurance Supervision Act (InsSA) / audits of DSFI

Audits under BankA, SESTA and MBA / audits under CISA / audits of DSFI 1
Audits under CISA/audits of DSFI 1
Audits under CISA 1
Audits under InsSA 1
Audits of DSFI 8

Total regulatory audit firms 18
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Licensing of regulatory
auditors-in-charge

Supported by the information recei-
ved from FINMA, it was also possible
to determine which regulatory audi-
tors-in-charge met the work experi-
ence (Art. 11d to 11g para. 1 letter a
AQO) and audit hours (Art. 11d to 11g
para. 1 letter b AOO) requirements.

Figure 19

It was not possible to perform an ad-
vance check of compliance with trai-
ning hours’ requirements (Art. 11d
to 11g para. 1 letter ¢ AOO). These
conditions first had to be met on 1
January 2016.

Regulatory auditors-in-charge fulfil-
ling work experience and audit hours’
requirements received the relevant
FAOA licence during the course of
2015 without a licence applicati-
on, subject to fees. Individuals not
meeting the licensing conditions of

an area (e.g. DSFI) were accordingly
informed and had the possibility to
submit a licence application, subject
to fees and documentary evidence, of
compliance with licensing conditions.
Only a few individuals made use of
this possibility.

As of 1 January 2016 a total of 212
regulatory auditors-in-charge, with a
total of 312 licences, were licensed
under financial market laws:

Regulatory auditors-in-charge according to licence type (Status: 31 December 2015)

Audits under BankA, SESTA and MBA / audits under CISA / audits of DSFI 31
Audits under BankA, SESTA and MBA / audits under CISA 28
Audits under BankA, SESTA and MBA / audits under InsSA 1
Audits under BankA, SESTA and MBA / audits of DSFI 6
Audits under BankA, SESTA and MBA 59
Audits under CISA / audits of DSFI 3
Audits under InsSA 39
Audits under CISA 20
Audits of DFSI 25
Total licences 212

Audits under BankA, SESTA and MBA 125
Audits under CISA 82
Audits under InsSA 40
Audits of DSFI 65
Total licences 312

Licence renewal

To continue to provide statutory audit
services, all licensed audit firms must
renew their licences every five years.
Having managed over 1,500 renewal
applications last year, the FAOA che-
cked 541 licence renewal applications
in the reporting year (cf. Figure 20).
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Statistics

749 audit firms were due to renew
their licences in 2015. As in the previ-
ouse year, a large proportion of audit
firms waived renewal at the end of
the five year licence term. Around a
sixth (16 %) of affected firms noti-
fied the FAOA of their licence rene-
wal waiver. These audit firms were
deleted from the FAOA register of

Figure 20
Number of licence renewals granted in 2015

Sole proprietorships

auditors upon expiry of the existing
licence term. A further 7% of audit
firms subject to licence renewal did
not submit any documentation to
the FAOA despite repeated requests.
These audit firms were also deleted
from the register of auditors upon
expiry of the existing licence. Addi-
tionally, 4 % of audit firms subject to
licence renewal applied to be deleted
from the register of auditors before

expiry of the five year licence. Upon
receipt of the relevant withdrawal
form, these firms were also deleted
from the public register.

Audit firms 165 293 458 1,275
State-regulated audit firms 0 8 8 3
Total licence renewals 200 341 541 1,565

Auditor independence
Independence for the limited audit
in general

For both the ordinary (Art. 728 para.
1 CO) and limited (Art. 729 para. 1
CO) audit, the law requires the audi-
tor to be independent and to reach
an objective audit opinion. In both
cases independence may not be im-
paired, either in fact or appearance.

The law grants two exceptions to the
benefit of the limited audit: First, it is
permissible in principle to provide ac-
counting assistance and other services
to the audited entity; if there is a risk of
self auditing, however, suitable orga-
nisational and staffing arrangements
must be made to ensure that a relia-
ble audit takes place (Art. 729 para. 2
CO). Secondly, there is no requirement
for the auditor-in-charge to rotate af-
ter seven years (Art. 730a para. 2 CO).
Conversely, this means that the mat-
ters incompatible with independence
mentioned in the law (Art. 728 para.
2 CO) apply to both the ordinary and
limited audit. Since the enactment of
the law in 2008 the practice of the

FAOA follows these requirements.

Nevertheless, the opinion was occa-
sionally encountered that the legis-
lator had wanted to provide for very
general, and not only selective, relief
for limited audits as regards indepen-
dence. In the absence of a legal basis,
however, there is no place for further
exceptions alongside the above-men-
tioned scenarios; there is no evidence
in the documentation (dispatch, par-
liamentary consultation) of a general
«more generous» definition of inde-
pendence for the limited audit.

In 2015 this question was again de-
alt with under case law and again
the conclusion was reached that the
previous practice of the FAOA was
in conformity with the law*3. In the
process the FAC also considered the
recent above-mentioned expressions
of opinion and came to the conclu-
sion that they represented only the
personal views of the authors. Mat-
ters incompatible with independence
for the ordinary audit are therefore
also important for the limited audit to
avoid the appearance of obvious bias.

There is thus no reason to deviate
from «established case law», accor-
ding to which auditor independence
requirements are basically the same
for the ordinary and limited audit#4.

42 Cf. in addition the statements made in the
Activity Report 2014, 34 f.

43 Cf. FSC Ruling No. 2C_125/2015 of 1
June 2015 (E. 4.2: «not fundamental-
ly different»), as well as FAC Rulings
No. B-4868/2014 of 8 October 2015
(E. 5.5: «basically the same») and No.
B-2632/2014 of 15 December 2015
(E. 3.2.1: «basically no difference»).

44 Cf. FAC Ruling No. B-4868/2014 of
8 October 2015, E. 5.5.
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FAQ on accounting assistance

On 21 August 2015, in conjunction
with the new edition of the Standard
on the Limited Audit, the FAOA pub-
lished a revised version of its FAQ of
18 July 2011 on auditor independence
in the limited audit. This considers the
guestion as to the degree to which
a limited audit auditor can provide
accounting or other services without
coming into conflict with the law. In
particular, the possibility of manda-
te-specific separation is new. Since
the FAOA basically has no regulatory
competence in the limited audit area,
the FAQ expresses only the professio-
nal opinion of the FAOA.

Board of Directors of the FAOA.

FAOA independence

The FAOA attaches great importance
to auditor independence. It is there-
fore valid to evaluate the extent to
which the FAOA itself is independent,
particularly in relation to the industry
it oversees. An independence inspec-
tion by the Parliamentary Control of
the Administration Office (PCAQO) of
a total of 16 oversight and regulato-
ry authorities within the de-centrali-
sed Federal Government showed the
FAOA, with 27 out of 30 points, to be
the most independent of the inspec-
ted authorities. The PCAO recom-
mends, however, that Federal Council
approval of the FAOA board of direc-
tors’ nomination for Chief Executive
Officer and of the board’s proposed
strategic goals is reviewed .
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www.parlament.ch > organs > the com-
mittees > supervirory committee > to read
the reports oneneeds to change language
(DE, FR, IT)
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Enforcement and court rulings

Enforcement

In the reporting year 11 applications
were rejected (prior year: five). Five
individuals  withdrew their appli-
cations or licences during ongoing
proceedings (prior year: seven). One
application was not proceeded with
due to incomplete documentation
(prior year: none). Additionally, 14
licence withdrawals were imposed
(prior year: 21) and 34 reprimands
issued (prior year: none). The num-
ber of reprimands has increased, on
the one hand, because the FAOA has
had the possibility to reprimand audit
firms and individuals that are not sta-
te-regulated since 1 January 2015. On
the other, most reprimands relate to
deficiencies identified in renewing the
licences of audit firms that are not sta-
te-regulated. As licence renewal takes
place only every five years far fewer
reprimands are expected in 2016.

Court rulings

The federal courts (Federal Adminis-
trative Court (FAC), Federal Criminal
Court (FCC) and Federal Supreme
Court (FSC)) again addressed FAOA
practice, and in particular the with-
drawal of licences from auditors and
audit experts. A complete list of all
rulings is given on page 51. The ru-
lings mentioned below are of note.

According to the FAC#® the withdra-
wal of an auditor's licence for two
years is proportionate where the au-
ditor, as auditor-in-charge of a group,
respectively various subsidiaries, on
the one hand regularly attended
board meetings and represented a
board member at those meetings
and, on the other, represented a signi-
ficant shareholder (23.63 % of shares)
at board meetings and at the general
meeting of shareholders, as well as
acting as chairman at an extraordi-
nary meeting.

The auditor-in-charge was, at least in
appearance, acting as a board mem-
ber, and thus in a decision-making
role, and had a close business rela-
tionship with a director and a major
shareholder of the audited company.
The court concluded that the same
would apply if the shareholders of
the audited company agreed to the
independence violation. It is also ir-
relevant that the board member and
major shareholder provided clear in-
structions to the auditor-in-charge
in the power of proxy as regards his
representation. Upon appeal against
this ruling the FSC# confirmed the
independence breach. It concluded,
however, that this had occurred on
only one mandate and that the ille-
gal situation had been corrected at
the initiative of the auditor-in-charge
and before the intervention of the
FAOA. The court therefore came to
the conclusion that under these spe-
cial circumstances license withdrawal
without prior warning was not per-
missible 8.

In another case the FSC# dealt with
the failure to exercise proper duty of
care in the audit of the consolida-
ted financial statements of a listed
company. The auditor-in-charge had
overlooked the fact that the value
of a loan and profit for the year had
been overstated, respectively under-
stated, by CHF 14 million. The court
found that the so-called «20 % rule»
(Art. 6 para. 1 letter b AOA) applied
to the audit firm and not to specific
audit services and therefore could not
be held against the auditor-in-charge.
Conversely, the latter is responsible
for audit quality on the audit engage-
ment (Art. 18 AOA), although this did
not presuppose a natural or adequa-
te causality between his conduct and
the mistakes of a member of his audit
team. The FSC confirmed the ruling
of the FAC and thus also the FAOA
reprimand of the auditor-in-charge.

46 FAC Ruling No. B-1826/2013 of 7 January
2015.

47 FSC Ruling No. 2C_125/2015 of 1 June
2015.

48 The FAOA applied to the FSC for a review
of this ruling as it believed it was based
on an incorrect assessment of the facts. In
particular, the breaches referred to did not
only occur on one engagement but 13 au-
dit engagements and the auditor-in-char-
ge restored a lawful situation only after,
and not before, FAOA intervention. In a
ruling of 30 July 2015 the FSC rejected the
application for review.

49 FSC Ruling No. 2C_163/2014 of 15 Ja-
nuary 2015 (instituted on appeal against
FAC Ruling No. B-3736/2012 of 7 January
2014, cf. in addition the statements made
in FAOA Activity Report 2014, p. 36).
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The FAC? also dealt with the legal na-
ture of an auditor’s report issued by a
licensed auditor on the capital reduc-
tion of a limited company. Contrary
to the appellant, the court found that
the audit report (entitled «Report of
the Auditor», referring to Art. 732,
para. 2 CO, with a confirmation as to
licensing and independence compli-
ance, and furnishing an audit opini-
on) was to be taken as such under the
law. With respect to the legal nature
of an audit report any ambiguities are
thus to the detriment of the author
of the report. The appellant had had
the chance to note explicitly that the
report in question was not an audit
report under the law. As this did not
happen the auditor-in-charge with
an auditor licence had issued an au-
dit report for which an audit expert
licence would have been required.

The Executive Board of the FAOA.

Finally, the FAC®' ruled on the ques-
tion as to whether anonymous third
party notifications of possible inde-
pendence breaches could be used
against a licensed audit expert. The
court ruled that such usage was le-
gal even if licensed auditors or audit
experts were not under FAOA over-
sight. The legal basis for this came
from the statutory duty of the FAOA
and the possibility, mentioned within
the law, of withdrawing a licence or
issuing a reprimand. An explicit legal
basis is not required. The statements
of the court on independence in the
limited audit are set out in the licen-
sing chapter.

0 FAC Ruling No. B-437/2014 of 18 Sep-
tember 2015.

1 FAC Ruling No. B-4868/2014 of 8 October
2015.
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Organisation of the FAOA

Public-law institution with separate legal identity
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Independent unit within the decentralised government administration,
organisationally attached to the Federal Department of Justice and Police (FDJP)

Berne

Board of Thomas Rufer (Chairman), Graduate in Business
Directors Administration and Swiss Certified Accountant

Sabine Kilgus (Vice-Chairman), PD Dr., lawyer
Renato Fassbind, Dr., US CPA (to 31 December 2015)

Wanda Eriksen-Grundbacher, Swiss Certified Accountant and
US CPA (from 1 January 2016)

Conrad Meyer, Prof., Dr.
Daniel Oyon, Prof., Dr.

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

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

Heinz Meier, Head of Regulatory Audit,
Swiss Certified Accountant

Sébastien Derada, Head of Licensing

Auditor Swiss Federal Audit Office (SFAQ)

30 staff members, representing 26 full-time equivalents (as of 31.12.2015). At the
end of the prior year 30 staff members, representing 24 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 services.

Appraisal of licence applications, oversight of the auditors of PIE 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.




44

Appendix | FAOA 2015

Index of abbreviations

Old-Age and Survivors' Insurance Ordinance (AHV Ordinance) of 31 October 1947
(SR 831.101) AICPA American Institute of Certified Public Accountants

Anti-Money Laundering Act of 10 October 1997 (SR 955.0)

Money Laundering Ordinance of 11 November 2015 (SR 955.01)

Audit Oversight Act of 15 December 2005 (SR 221.302)

Audit Oversight Ordinance of 22 August 2007 (SR 221.302.3)

Banks and Savings Banks Ordinance of 30 April 2014 (SR 952.02)

Federal Gazette

Common Audit Inspection Methodology

Casino Ordinance of 24 September 2004 (SR 935.521)

Collective Investment Schemes Act of 23 June 2006 (SR 951.31)

Collective Investment Schemes Ordinance of 22 November 2006 (SR 951.311)

Swiss Code of Obligation of 30 March 1911 (SR 220)

Draft amendments of 1 July 2015 and 4 November 2015 to the Audit Oversight Act

Draft Federal Financial Services Act of 4 November 2015

Draft Financial Institutions Act (FinlA) of 4 November 2015

Draft amendment of 4 November 2015 to the Financial Supervision Act

Directly supervised financial intermediary (supervised by FINMA)

European Audit Inspection Group

European Economic Area

Engagement Quality Control Reviewer

European Union

Enforcement Working Group

Federal Administrative Court (St. Gallen)

Financial Action Task Force

Federal Casino Commission

Federal Department of Justice and Police

Federal Financial Market Supervisory Authority

Financial Market Supervision Act of 22 June 2007 (SR 956.1)

Financial Market Auditing Ordinance of 15 October 2008 (SR 956.161)

Financial Market Infrastructure Act of 19 June 2015 (SR 958.1)

Financial Market Infrastructure Ordinance of 25 November 2015 (SR 958.11)

Federal Office of Public Health

Federal Supreme Court (Lausanne)

Federal Social Insurance Office, Switzerland

Global Systemically Important Banks

Global Systemically Important Financial Institutions

Global Systemically Important Insurers

Global Systemically Important Insurers

Internal control system

International Cooperation Working Group
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International Ethics Standards Board for Accountants
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International Forum of Independent Audit Regulators

International Financial Reporting Standards

International Standards on Auditing

International Standard on Assurance Engagements

International Standard on Quality Control 1

Inspection Workshop Working Group

Multilateral Memorandum of Understanding

Memorandum of Understanding

Oversight Authority

Occupational Pension Supervisory Commission

Over-the-Counter, off-market trading by financial market participants

Parliamentary Control of the Administration Office

US Public Company Accounting Oversight Board

Swiss Auditing Standards of EXPERTsuisse

Standards Coordination Working Group

SIX Exchange Regulation

Supervision of Health Insurance Act of 26 September 2014 (SR 832.12)

Swiss Market Index

Statement of Protocol

Swiss Quality Control Standard 1

Official Compendium of Swiss Federal Law

Self-regulatory organisation

Shared Service Center

Ordinance against exorbitant compensation at public companies
of 20 November 2013 (SR 221.331)
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Additional Swiss audit licences

Particularly for audit activities in the
areas shown below, a special licence
of the FAOA or a special-law licence

of another authority is required, based

Banks / financial market
structures 2/ finance groups /

State-regulated

on a basic licence under the AOA. In
some audit areas a basic FAOA licence
is sufficient (status: 01.01.2016).

Art. 9a AOA, Art.

securities traders / public ten-  audit firm Audit expert FAOA
11a f. AOO

der offers/central mortgage
bond institutions
Collective State-regulated . Art. 9a AOA, Art.
investment schemes >3 audit firm A @R 704 11a f. AOO

State-regulated . Art. 9a AOA, Art.
Insurance Sudit firm Audit expert FAOA 11af AOO
Financial intermediaries Auditor (state- Art. 9a AOA Art.
ey (B i) regulated Auditor FAOA/SRO®> 11a f. AOO and

y 9 audit firm) 5 Art. 24 AMLA

Pension schemes Audit expert>® Audit expert (OPSC) -
Health insurance schemes Audit expert Audit expert (FOPH) -
Casinos Audit expert Audit expert FCC Art. 75 CaO
il S el St Audit expert Audit expert FSIO Art. 165 AHVO

Office audits

52

53
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Comprising stock exchanges, multilateral
trading systems, central counterparties,
central depositories, transaction reposito-
ries and payment systems.

Comprising fund managers, investment
funds, open-ended investment schemes
(SICAV), limited partnerships for collective
investment schemes, investment compa-
nies with fixed capital (SICAF), asset ma-
nagers and managers of collective inves-
tment schemes, as well as representatives
of foreign collective investment schemes.

In principle the licensed audit firm need
only meet the requirements for an audit
firm licensed as an auditor but if it also
audits a financial intermediary supervised
directly by FINMA (DSFI) under the provisi-
ons of AMLA it must have the status of a
state-regulated audit firm.

The FAOA is responsible for the licence to
audit a DSFI. The licence to audit a finan-
cial intermediary that is a member of an
SRO s the responsibility of the respective
SRO (Art. 11a AOO).

There is one exception: Only audit firms
that hold a state-regulated audit firm
licence can act as the auditor of invest-
ment foundations (Art. 9 of the Ordinan-
ce of 22 June 2011 relating to investment
foundations, ASV; SR 831.403.2).
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State-regulated audit firms

Status: 31 December 2015
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500003 PricewaterhouseCoopers AG Zrich
500012 T+RAG GUmligen
500038 Grant Thornton Bankrevision AG Zurich
500149 OBT AG St. Gallen
500241 MAZARS SA Vernier
500420 Deloitte AG Zurich
500436 REFIDAR MOORE STEPHENS AG Glattbrugg
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 Luzern
500959 BDO Visura International AG Zurich
501091 Provida Wirtschaftsprifung AG St. Gallen
501382 Berney & Associés SA Société Fiduciaire Geneve
501403 KPMG AG Zurich
501470 Ferax Treuhand AG Zurich
501570 Fiduciaire FIDAG SA Martigny
501839 Grant Thornton AG Zurich
502658 Treureva AG Zurich
504639 SWA Swiss Auditors AG Pfaffikon
504736 PKF CERTIFICA SA Lugano
504792 Asset Management Audit & Compliance SA Geneve
505046 MOORE STEPHENS EXPERT (ZURICH) AG Zirich
505062 AML Revisions AG * Zurich
505065 TEBOR Treuhand AG * Zug
505070 VQF Audit AG * Zug
505073 Multifiduciaire Léman SA * Montreux
505077 CF Compagnie fiduciaire de révision sa * Geneve
505078 Interfida SA * Chiasso
505081 MOORE STEPHENS REFIDAR SA * Geneve
505093 RFC — Révision Fiscalité Conseils SA * Satigny
600001 Deloitte & Co. S.A. Buenos Aires

*Licensed only for the audit of financi-
al intermediaries supervised directly

by FINMA.
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Recognition of foreign authorities

Status: 31 December 2015

The Federal Council has recognised
the following foreign audit oversight

authorities as equivalent:

Belgium Chambre de renvoi et de mise en état (CRME/KVI)

Bulgaria Commission for Public Oversight of Statutory Auditors (CPOSA)

Denmark Danish Business IAuth'orilty'(DBA) incl., Danish §upervisory Authority on Audit
(DSAA) and Danish Disciplinary Board on Auditors (DDBA)

Germany German Audit Oversight Commission (GAOC)

Finland Auditing Board of the Central Chamber of Commerce (AB3C)

France French High Council for Statutory Auditors (H3C)

Great Britain

Financial Reporting Council (FRC)

Ireland Irish Auditing & Accounting Supervisory Authority (IAASA)

Iceland Public Auditors Oversight Board (PAOB)

[taly Commissione Nazionale per le Societa e la Borsa (CONSOB)

Japan Certified Public Accountants and Auditing Oversight Board (CPAAOB)

Canada Canadian Public Accountability Board (CPAB)

Croatia Croatian Audit Public Oversight Committee

Latvia Ministry of Finance, Department of Taxes Administration and Accounting Policy,

Audit Oversight Commission

Liechtenstein

Financial Market Authority (FMA)

Lithaunia Authority of Audit and Accounting (AAA)

Luxembourg Commission de Surveillance du Secteur Financier (CSSF)

Malta Ministry of Finance, The Economy & Investment

Netherlands Netherlands Authority For the Financial Markets (AFM)

Norway The Financial Supervisory Authority of Norway

Austria Qualitatskontrollbehorde fur Abschlussprifer und Prifungsgesellschaften (QKB)
Poland Audit Oversight Commission (AOC)

Portugal Conselho Nacional de Supervisao de Auditoria (CNSA)

Rumania Consiliul Pentru Supravegherea n Interes Public A Profesiei Contabile (CSIPPC)
Sweden Supervisory Board of Public Accountants

Slovenia Agency for Public Oversight of Auditing

Slovakia Urad pre doh ad nad vykonom auditu (UDVA)

Spain Accounting and Auditing Institute (ICAC)

South Africa

Independent Regulatory Board for Auditors (IRBA)

Czech Republic

Audit Public Oversight Council

Hungary

Auditors’ Public Oversight Committee

USA

Public Company Accounting Oversight Board (PCAOB)
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Cooperation with foreign authorities

Status: 31 December 2015

German Audit Oversight Commission

Germany (GAOC) Absichtserklarung (2012)

Finland Auditing Board of the Central Chamber ~ Memorandum of Understanding
of Commerce (AB3C) (2014)
French High Council for Statutory Audi- A

France tors (H3C) Protocole de coopération (2013)

Canada Canadian Public Accountability Board Memorandum of Understanding,
(CPAB) 2014

Liechtenstein Financial Market Authority (FMA) Absichtserklarung (2013)

Luxembour Commission de Surveillance du Secteur Memorandum of Understanding

9 Financier (CSSF) (2013)

Netherlands Netherlands Authority for the Financial Memorandum of Understanding
Markets (AFM) (2012)

USA Public Company Accounting Oversight Statement of Protocol (2011)
Board (PCAOB) Addendum (2014)

Great Britain Financial Reporting Council (FRC) Memorandum of Understanding

(2014)
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Swiss audit firms in the EU%?

Status: 31 December 2015

Country

Germany (German Audit Oversight Commission)

Registered Swiss audit firm

As a result of the MoU between Germany and
Switzerland there is no registration obligation in

Germany.

Great Britain (Professional Oversight Board, FRC)

Deloitte AG, Ernst & Young AG, KPMG AG, PwC

AG (4)

Finland (The Auditing Board of the Central Chamber of
Commerce of Finland)

Ernst & Young AG, KPMG AG (2)

France (French High Council for Statutory Auditors)

Ernst & Young AG, KPMG AG, PwC AG (3)

Ireland (Irish Auditing & Accounting Supervisory Authority)

Ernst & Young AG, KPMG AG, PwC AG (3)

Italy Commissione Nazionale per le Societa e la Borsa (CONSOB)

Ernst & Young AG, KPMG AG, PwC AG (3)

Liechtenstein (Financial Market Authority FMA)

(21)8

Luxembourg (Commission de Surveillance du Secteur Financier)

Deloitte AG, Ernst & Young AG, KPMG AG,

PwC AG (4)
Netherlands (Netherlands Authority for the Financial Markets) Ernst & Young AG (1)
Norway (The Financial Supervisory Authority of Norway) PwC AG (1)
Spain (Accounting and Auditing Institute ICAC) PwC AG (1)

Sweden (Swedish Supervisory Board of Public Accountants)

Ernst & Young AG, KPMG AG, PwC AG (3)

57

58

Source: Notification to the FAOA from the
audit firms. It should be remembered that
it is a requirement to report registrations
with foreign oversight authorities to the
FAOA (margin note 22 letter c section 1
of Circular 1/2010 of 31 March 2010 on
reporting by state-regulated audit firms
to the FAOA). No distinction is drawn
between provisional and definitive regis-
tration. The authority of Swiss audit firms
to provide statutory audit services in these
countries is decisive.

Allemann, Zinsli & Partner AG, Bankrevisi-
ons- und Treuhand AG, BDO AG, Buchhal-
tungs- und Revisions AG, Curator Revision
AG, Ernst & Young AG, Fiduciaria Biaggini
S.A., Haussmann & Partner, Haussmann
Revision AG, KPMG AG, Lie Audit GmbH,
Mittner + Partner, Treuhand Beratung Re-
vision Kommanditgesellschaft, Ostschwei-
zerische Revisionsgesellschaft AG, Ost-
schweizerische Treuhand-Gesellschaft AG,
PricewaterhouseCoopers AG, Revigroup
Lugano SA, Revion Treuhand AG, RRT AG
Treuhand und Revision, TEAG Treuhand-
biro Eggenberger AG, WPS Revision AG
and Walti Treuhand und Revisionen AG.
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Court rulings 2015
Status: 31 December 2015

The following is a complete list of the
2015 rulings of the federal courts re-
lating to the FAOA. The rulings appe-
ar in chronological order, with a short
note on the subject matter dealt with
and on the conclusion of the court.

— FAC Ruling No. B-1826/2013 of 7
January 2015: Breach of indepen-
dence. Regular attendance and re-
presentation of a board member at
board meetings of numerous group
subsidiaries by the auditor-in-char-
ge. In addition, representation of
a major shareholder (23.63% of
shares) at general meetings and
exercise of chairman role at an ex-
traordinary meeting of the audited
company. Licence withdrawal for
two years. Dismissal of appeal.

— FSC Ruling No. 2C_163/2014 of
15 January 2015: Failure of audi-
tor-in-charge to exercise due care in
the audit of the consolidated finan-
cial statements of a listed company
(CHF 14 million over valuation of a
loan, respectively understatement of
profit for the year, without approp-
riate auditor-in-charge finding). Re-
primand of the auditor-in-charge.
Dismissal of appeal.

— FAC Ruling No. B-4540/2013 of 23
March 2015: Audit of an unregiste-
red voluntary employer-sponsored
welfare fund by a licensed auditor
despite audit expert licensing requi-
rement. Licence withdrawal for one
year. Appeal accepted on basis that
breach of law insufficiently grave to
warrant licence withdrawal.

— FSC Ruling No. 2C_125/2015 of 1
June 2015: Breach of independen-
ce. Appeal against FAC Ruling No.
B-1826/2013 of 7 January 2015
(cf. above). Partial acceptance of
appeal on the basis that breach
of law affected only one mandate
and the illegal situation had been
corrected at the initiative of the
auditor-in-charge and before the
intervention of the FAOA. Against
this background it would have
been proportionate to issue a war-
ning of licence withdrawal®°.

— FSC Ruling No. 2C_63/2015 of
10 June 2015: No account taken
of professional experience gained
prior to commencement of reco-
gnised training in a hardship case
(Art. 43 para. 6 AOA). Appeal not
entertained.

— FCC Ruling No. BB.2015.30 of
24 June 2015: Refusal of FAOA
to notify the public prosecutor of
Bern-Mittelland of the identity of a
«whistleblower». Acceptance of the
application of the public prosecutor
for disclosure of identity on the basis
that, in the case in question, the in-
vestigations of the public prosecutor
into a possible breach of bank client
confidentiality take precedence over
the interest of the whistleblower in
remaining anonymous.

— FAC Ruling No. B-1577/2015 of
17 August 2015: Insufficient au-
dit procedures in the audit of the
financial statements of a pension
foundation (lack of attention to le-
gal, regulatory and professional law
requirements, as well as insufficient
audit strategy and professional
scepticism). Licence withdrawal for
five years. Rejection of appeal. Not
yet legally binding.

— FAC Ruling No. B-437/2014 of 18
September 2015: Audit report on a
capital reduction (Art. 732 para. 2
CO) by a licensed auditor and not
a licensed audit expert as required.
Licence withdrawal for two years.
Rejection of appeal.

— FAC Ruling No. B-4868/2014 of 8
October 2015: Breach of indepen-
dence. Audit of two companies
over many years despite close busi-
ness relationship between the audi-
tor-in-charge and a board member
of the audited companies. Licence
withdrawal for two years. Rejection
of appeal. Not yet legally binding.

— FAC Ruling No. B-3224/2013 of 23
November 2015: Regulatory audit
firm licence to perform audits un-
der AMLA and CISA withdrawn by
FINMA due to the failure of the au-
dit firm to exercise due care and the
breach of the confidence relations-
hip. Proceedings transferred due to
FAOA oversight of regulatory audi-
tors from 1 January 2015. Rejection
of appeal. Not yet legally binding.

— FAC Ruling No. B-2632/2014 of
15 December 2015: Breach of in-
dependence. Audit of companies
over many years despite close busi-
ness relationship between the audi-
tor-in-charge and a board member
of the audited companies. In additi-
on, mutual auditing. Licence with-
drawal for two years. Rejection of
appeal. Not yet legally binding.

> The FAOA applied to the FSC for a review
of this decision as it believed it was based
on an incorrect assessment of the facts. In
a decision of 30 July 2015 the FSC rejec-
ted the application for review (FSC Decisi-
on No. 2F_13/2015).



52 Appendix | FAOA 2015

Financial statements of the FAOA

Balance sheet (in CHF)

Cash at bank and in hand 4 6,080,801 6,531,504
Receivables 5 180,002 244,597
Work-in-progress 6 861,000 251,000
Prepayments 7 72,254 64,836
Current assets 7,194,057 7,091,937
Investments 8 221,058 259,039
Tangible fixed assets 9 306,246 408,113
Intangible fixed assets 10 127,424 89,987
Non-current assets 654,728 757,139
S Temleses s 7807
Short term liabilities relating to services 80,470 119,317
Liabilities to state-regulated audit firms 11 84,677 80,109
Social security liabilities 123,278 122,492
Short-term provisions 12 199,809 182,800
Accruals 13 312,931 325,278
Accrued licensing fees 14 807,260 720,260
Current liabilities 1,608,425 1,550,256
Accrued licensing fees 14 1,440,360 1,798,820
Non-current liabilities 1,440,360 1,798,820
Reserves 15 4,800,000 4,500,000
Equity 4,800,000 4,500,000
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Income statement (in CHF)
Oversight charges 3,515,324 2,999,891
Inspection fees 17 1,903,902 1,278,863
Licensing fees 18 1,129,428 1,206,664
Other income 120,220 492,233

e e e
Personnel expense 20  -5,389,606 -4,968,967
Operating expense 21 -799,576 - 788,852
Depreciation and amortisation 9,10 -179,565 -234,764
Operating profit 300,127 -14,932
Financial income 329 15,646
Financial expense -456 -714
Financial result -127 14,932
Transfer to reserves -300,000
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Cash flow statement (in CHF)
Transfer to reserves 300,000

Depreciation of fixed assets 9,10 179,565 234,764
Increase/(decrease) in accrued licensing fees (long-term) 14 -358,460 996,140
(Increase)/decrease in receivables* 5 64,595 -24,619
(Increase)/decrease in work-in-progress 6 -610,000 -98,000
(Increase)/decrease in prepayments 7 -7,418 9,734
Increase/(decrease) in liabilities -34,279 62,526
Increase/(decrease) in social security liabilities 786 12,985
Increase/(decrease) in short-term provisions 12 17,009 -20,200
Increase/(decrease) in accruals 13 -12,347 41,468
Increase/(decrease) in accrued licensing fees (short-term) 14 87,000 289,420
Net cash flows from operating activities -373,549 1,504,218
Acquisition of investments* 8 -17,019 -55
Disposal of investments 8 55,000

Acquisition of tangible fixed assets 9 -23,903 -72,191
Acquisition of intangible fixed assets* 10 -91,232 -59,298
Net cash flows from investing activities -77,154 -131,544
Change in cash and cash in hand -450,703 1,372,674
Cash and cash in hand at the start of the year 4 6,531,504 5,158,830

*Due to the realignment of an on-go-  vables and investments respectively  flected in the cash flow statement
ing IT project in 2014, intangib- in the prior year (cf. Notes 8 and (comparatives).

le assets of CHF 55,000 and CHF 10). Since these re-classifications

165,000 were re-classified to recei- are non-cash items they are not re-

Change in equity

Opening balance as of 1.1. 4,500,000 4,500,000

Transfer to reserves 300,000 0
Balance as of 31.12. 4,800,000 4,500,000
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Notes to the 2015 financial statements

1. Operating activities

The FAOA is a public-law institution
of the Federal Government and has
its registered office in Berne. It serves
as a licensing body and administers a
public register of the individuals and
firms who provide audit services as
defined by the AOA. Further, it over-
sees audit firms who provide audit
services to public interest entities.

The FAOA conducts its oversight inde-
pendently, organises itself, and finan-
ces itself entirely from the fees paid by
licensed individuals and firms and the
charges paid by state-regulated firms.
The FAOA maintains its own accounts.

Since 1 September 2012 the FAOA
has exercised oversight over the finan-
cial audits of listed banks, insurance
companies and collective investment
schemes. In addition, since 1 January
2015 the FAOA has had sole over-
sight authority over audit firms. This
applies both to the financial and re-
gulatory audit.

As at 31 December 2015 the FAOA
employed 30 employees, representing
26 full-time equivalents. At the end of
the prior year 30 employees, represen-
ting 24 full-time equivalents, worked
at the FAOA.

2. Accounting policies
a. Introduction

These financial statements of the
FAOA are prepared having regard to
the requirements of the International
Public Sector Accounting Standards
(IPSAS) and in accordance with Article
957 f. of the Swiss Civil Code (Art. 35
para. 2 AOA). The accounting policies
of the FAOA differ from the IPSAS in
the pensions area:

IPSAS 25 requires pension costs to
be expensed in the period in which
a «current obligation» arises. IP-
SAS also requires comprehensive
disclosure of employee benefit
plans in the notes. In these finan-
cial statements the employer and
risk contributions paid to the FAOA
employee benefit plans are expen-
sed. The surpluses and deficits that
might arise from an actuarial valua-
tion are not accounted for. The
FAOA commissioned its first actua-
rial valuation as per 31 December
2015. The net pension liability cal-
culated by Aon Schweiz AG is not
accounted for as foreseen in IPSAS
25 but is rather disclosed as a cont-
ingent liability (cf. Note 22).

These financial statements are entity
financial statements for the finan-
cial year comprising calendar year
2015 with a balance sheet date of
31 December 2015 (including com-
paratives). The reporting currency is
Swiss francs (CHF).

Unless otherwise stated, assets and
liabilities are valued at historical or
production cost, which is normally
the nominal value. Expenses and re-
venues are booked in the period in
which they occur.

The amounts stated in the financial
statements are rounded to the nearest
Swiss franc and can therefore include
immaterial rounding differences.
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b. Cash at bank and in hand

Cash at bank and in hand comprises
petty cash, current accounts at finan-
cial institutions and an investment
account at the Federal Finance Admi-
nistration (FFA). Under Art. 36 para. 1
AOA the FAOA is obliged to deposit
excess funds with the Federal Gover-
nment.

The amounts are stated at nominal
value.

. Receivables relating to services

Receivables are stated at nominal
value after allowance for possible im-
pairments.

d. Work-in-progress

Work-in-progress relating to inspec-
tions is valued using the applicable
daily rates per Art. 39 para. 2 AOO.

e. Tangible fixed assets

Tangible fixed assets are accounted
for at cost less required write-downs.
Depreciation is calculated on a linear
basis over the expected useful life of
the asset.

Furniture and 10
furnishings

Office equip- 3
ment, IT equip-

ment (hardware)

Fixtures and 10
fittings
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The residual value, useful life and
method of depreciation of a tangible
fixed asset is checked at each balance
sheet date and adjusted if appropriate.

Where the book value of a tangible
fixed asset exceeds the estimated re-
coverable amount of that asset the
difference is booked to the income
statement as an impairment charge.

Tangible fixed assets disposed of are
written-off at book value. Revenue
arising upon the disposal of tangible
fixed assets is disclosed separately in
the income statement.

f. Intangible fixed assets

Intangible fixed assets are accounted
for at purchase or production cost,
less required write-downs. Amortisa-
tion is calculated on a linear basis over
the expected useful life of the asset.

Licensing register 5
software
Other software 3

The residual value, useful life and me-
thod of amortisation of an intangible
fixed asset is checked at each balance
sheet date and adjusted if appropriate.

Where the book value of an intangib-
le fixed asset exceeds the estimated
recoverable amount of that asset the
difference is booked to the income
statement as an impairment charge.

Self-generated goodwill cannot be
capitalised.

g. Investments

Investments are accounted for at
market value.

h. Taxes

The FAQA is exempt from all federal,
cantonal and municipal taxes.

i. Provisions

Provisions include, in particular, short-
term liabilities relating to personnel
expense.

j. Leasing

Operating leases which cannot be
terminated within one year are di-
sclosed in the notes to the financial
statements.

k. Equity

The FAOA accumulates reserves neces-
sary for the exercise of its oversight ac-
tivities up to a maximum of an annual
budget (Art. 35 para. 3 AOA). The ac-
cumulation of the reserve takes place
over a period of 5 years and is peri-
odically adjusted for changes in the
annual budget. The FAOA received no
donated capital upon foundation.

|. Revenues (fees and oversight
charges)

The FAOA charges fees for its orders,
inspections and services and levies an
oversight charge upon state-regulated
audit firms to cover any costs not cover-
ed by the fees (Art. 21 AOA). The fees
and oversight charges are stipulated in
detail in Art. 37 . AOO.

Fee income for the licensing of au-
dit firms is accrued over a period of
5 years (including licence renewals).
Fee income for the licensing of indivi-
duals is taken directly to income. Fee
reimbursements are charged directly
to income.

Oversight charges are booked to in-
come in full upon invoicing.

m. Financial result

The financial result comprises interest
income and interest expense. Interest
is booked on an accrual basis. The
FAOA holds no derivative financial in-
struments and does not hedge.

n. Collateral on behalf of third party
liabilities

The FAOA has provided no collateral
for third party liabilities (Art. 959c
para. 2 section 8 CO).

o. Collateral for own liabilities

The FAOA has provided no collateral
for its own liabilities (Art. 959c¢ para.
2 section 9 CO).

3. Estimation uncertainty

The preparation of financial statements
according to generally accepted ac-
counting principles requires the use of
estimates and assumptions. These af-
fect the stated amounts of assets and
liabilities and the disclosure of contin-
gent assets and liabilities as at the ba-
lance sheet date, as well as the stated
revenues and expenses. Although the-
se estimates are made to the best of
knowledge, having due regard for cur-
rent events and possible future FAOA
measures, actual results could differ
from the amounts estimated.
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Explanatory information on individual financial statement items

4. Cash and cash in hand (in CHF)
Cash in hand 992 548
Postfinance account 679,563 629,861
Investment account at Federal Finance Administration FFA 5,400,246 5,901,095

5. Receivables

Licence fee receivables 63,400 98,244
Yellowpay receivables 52,389 48,488
Other receivables 64,213 97,865

As in the prior year, no bad debt provi-
sion was established as the FAOA has
never suffered a bad debt loss.

6. Work-in-progress

Work-in-progress 861,000 251,000

Work-in-progress comprises inspecti-  latory Audit department that are yet
on fees yet to be invoiced. The increa-  to be invoiced.

se is due primarily to an increase in

the number of on-going inspections

and inspections of the new Regu-

7. Prepayments

Prepayments 72,254 64,836

Prepayments are payments made in
advance for expenses of the follo-
wing year, such as rent, travel costs
and Swiss Federal Railways season
tickets.

8. Investments

In connection with the rent of of-
fices the FAOA has two tenant depo-
sit accounts to the total amount of
CHF 111,058. In addition, there is a
long-term receivable of CHF 110,000
(prior year CHF 165,000) relating to
the termination of an IT project (2014).
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9. Tangible fixed assets

(in CHF)

Acquisition costs

Opening balance 393,576 181,387 336,410 911,373 880,582
Acquisitions 14,856 9,047 23,903 72,191
Disposals - -41,400
Closing balance 408,432 190,434 336,410 935,276 911,373
Depreciation

Opening balance -240,235 -118,573 -144,452 = -503,260 -421,400
Acquisitions -40,843 -51,286 -33,641 = -125,770 -123,260
Disposals 41,400
Closing balance -281,078 -169,859 -178,093 = -629,030 -503,260

At the balance sheet date there was
no indication that tangible fixed assets
were impaired.

There are currently no tangible fixed

assets that are restricted, subject to
rights of disposal or pledged.

10. Intangible fixed assets

The 2015 increase of CHF 14,856
in the acquisition cost of furniture
and furnishings relates primarily to
the purchase of new office furni-
ture for Zurich staff. The increase of
CHF 9,047 in office equipment and
IT equipment (hardware) relates pri-

marily to the purchase of laptops and
monitors.

Acquisition costs

Opening balance 445,892 126,949 572,841 815,943
Acquisitions 39,837 51,395 91,232 59,298
Disposals - -9,961 -9,961 -302,400
Closing balance 485,729 168,383 654,112 572,841
Amortisation

Opening balance -364,170 -118,684 -482,854  -453,750
Acquisitions -28,398 -25,397 -53,795 -111,504
Disposals 9,961 9,961 82,400
Closing balance -392,568 -134,120 -526,688 -482,854

There are currently no intangible fixed
assets that are restricted, subject to
rights of disposal or pledged.

The increase of CHF 39,837 in the ac-
quisition cost of software register and
administration is attributable particu-

larly to system changes in connection
with the registration and licensing of
foreign audit firms under Art. 8 AOA
(auditors of foreign issuers listed in
Switzerland).

The increase of CHF 51,395 in the ac-
quisition cost of other software is due
to costs incurred with respect to a new
web presence and the replacement of
audit software.
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11. Liabilities to state-regulated
audit firms

The FAOA levies an annual over-
sight charge upon state-regulated
audit firms (see Note 2 letter I). An
on account amount is charged at
the beginning of the year. Unused
on account amounts are refunded

12. Short-term provisions

Personnel expense liabilities

to the state-regulated audit firms in
the following year. The amount of
CHF 84,677 (prior year CHF 80,109)
will be credited to the state-regulated
audit firms in 2016.

Provision for compensation

Holiday, accrued flexible working
hours and overtime entitlements
are calculated and accrued as at
31 December based on individual

A provision for compensation was es-
tablished in connection with FAOA or-
ders that have been appealed against
by those affected.

employment terms. As at the end of
2015 areserve for long service awards
was established for the first time.

13. Accruals

Various accruals 312,931

Accruals primarily relate to personnel
expense accruals and accruals for the
cost of the Activity Report 2015.

14. Accrued licensing fees

Accrued licensing fees (short-term) 807,260 720,260
Accrued licensing fees (long-term) 1,440,360 1,798,820

Fee income from the licensing of au-
dit firms is accrued over a period of
5 years.
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15. Reserves

(in CHF)

Reserves

4,800,000

4,500,000

The FAOA accumulates a reserve for
the exercise of its oversight activities
up to a maximum amount of an an-
nual budget (Art. 35 para. 3 AOA).
In the reporting year the reserve was
increased in connection with the as-

16. Oversight charges

The increase in oversight charges is
due to the broadening of the FAOA's
responsibilities as of 1 January 2015
(cf. Note 1 «Operating activities» and
Note 2.I «Accounting policies»). The
surplus of CHF 84,677 (prior year
CHF 80,109) was offset against over-
sight charges. This amount will be
credited to the state-regulated audit
firms in 2016 (cf. Note 11).

18. Licensing fees

sumption of additional responsibili-
ties from FINMA (bundling), respecti-
vely the related increase in the 2015
FAOA budget.

17. Inspection fees

The increase in inspection fees is due
to the first-time inspections of the Re-
gulatory Audit department in connec-
tion with the FAOA's assumption of
responsibilities in the regulatory audit
area (cf. Note 1 «Operating activities»).

Licensing fees individuals 367,300 430,500
Licensing fees audit firms 561,000 2,145,500
Commission on internet payments -30,082 -35,826
Reimbursement of licensing fees -40,250 -47,950
Accrual of licensing fees -448,800 -1,716,400
Release of accrued licensing fees from prior years 720,260 430,840

Audit firm licences are limited to a
period of five years. The decrease in
audit firm licence fees is due to the
large number of licence renewal ap-
plications in the prior year.

19. Other income

Other income includes, in particular,
income from an FAOA seminar in
Locarno and income from FAOA pro-
ceedings (legal costs). Prior year inco-
me includes income from the loan of
two staff members to FINMA (2014:
CHF 388,562). In the reporting year
there were no such loans.
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20. Personnel expense (in CHF)
Staff compensation and Board member fees 4,102,556 3,884,808
Employer contributions 874,156 797,100
Other personnel expense 300,550 240,749
Third party personnel costs 112,344 46,310

The increase in personnel expense is In the reporting year third party per-
due to the new Regulatory Audit de-  sonnel costs primarily includes exter-
partment, as off 1st January 2015 (cf.  nal translation service charges (CHF
Note 1). 68,253) and consultancy fees (IT).

Employer contributions comprise pay-
ments relating to national insurance
(state pension, invalidity, income com-
pensation) occupational pension sche-
mes, work-related accident insurance
and daily sickness allowance insuran-
ce. They include a contribution of CHF
25,000 (prior year CHF 25,000) made
to the employer contribution reserve
of the FAOA pension fund.

21. Operating expense

Accommodation 196,422 196,422
Administrative expense 134,777 142,762
IT expense 301,884 312,026
Other operating expense 166,493 137,642

22. Contingencies

At the balance sheet date there were
no pending or threatened claims for
damages.

In relation to employee pensions,
the FAOA commissioned for the first
time an actuarial report from Aon
Schweiz AG as at 31 December 2015.
The report discloses a net pensi-
on liability of CHF 7.0 million as at
31 December 2015.
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23. Operating leases (off-balance sheet)

Minimum payments within one year

(in CHF)

10,740 10,740

Minimum payments in years 2 to 6

10,740 21,480

Operating leases comprise off-balan-
ce sheet liabilities relating to a cont-
ract for Triumph-Adler multi-purpose
equipment. The current contract has
a total term of 6 years (1.1.2012 —
1.1.2018).

The FAOA has not entered into any
finance leases which would be on the
balance sheet.

24. Related party transactions
a. Definition of term «related parties»

Related parties are entities or indivi-
duals who can influence the FAOA or
be influenced by the FAOA. The fol-
lowing groups are defined as related:

— The Federal Administration, within
the meaning of Art. 6 Government
and Administration Organisation
Ordinance (RVOV; SR 172.010.1)

— Swisscom, Post, Swiss Federal
Railways

— Members of the Board of Directors
— Members of the Executive Board

All transactions with related individu-
als and entities were entered into on
the basis of normal customer, respec-
tively supplier, relationships and strict-
ly on arm'’s length terms.

b. Particular relationship with the
Federal Government

The FAOA is a public-law institution
of the Federal Government with se-
parate legal identity (Art. 28 para. 2
AOA) and part of the de-centralised
Federal Administration. The Federal
Government can influence the FAOA
in many ways:

— The AOA is a federal law enacted by
the Federal Councillors. The AOO
and other regulations are enacted
by the Federal Council.

— The Federal Council elects the Board
of Directors, appoints the Chairman
and Vice-Chairman and determines
compensation. It can also dismiss
the members of the Board of Direc-
tors for significant reasons (Art. 30
paras. 3, 5 and 6 AOA).

— The Federal Council approves the
creation and termination of the
employment contract with the
Chief Executive Officer (Art. 30a
letter g AOA).

— The Federal Council approves the
affiliation agreement with PUBLICA
(Art. 30a letter e AOA).

— The Federal Council approves the
strategic goals and checks on an
annual basis whether they have
been met (Art. 30a letter b and Art.
38 para. 2 letter f AOA).

— The Federal Council approves the
financial statements and discharges
the Board of Directors of its respon-
sibilities (Art. 30a letter m and Art.
38 para. 2 letter g AOA).

— As auditor of the FAOA, the Swiss
Federal Audit Office audits the
oversight authority in accordance
with the CO (Art. 32 para. 2 AOA)
and the Federal Auditing Act.

— The FAOA is required to invest
excess funds with the Federal Go-
vernment at market interest rates
(Art. 36 para. 1 AOA).

If required for liquidity reasons, the
Federal Government grants the FAOA
loans at market interest rates (Art. 36
para. 2 AOA). The FAOA is exempt
from all federal, cantonal and munici-
pal taxes (Art. 37 AOA).
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Remuneration of the Board of Directors and Management In CHF thousands
Fees of Chairman 75 75
Fees of Vice-Chairman 38 38
Fees of other members 52 52
Social security contributions’ 9 0

Salary of Chief Executive Officer 260 256
Other benefits of Chief Executive Officer? 44 40
Salaries of other members 719 526
Other benefits of other members 73 74
Social security contributions? 226 159

In the reporting year individual, per-
formance-related salary increases
were granted. No general inflation
adjustment was made.

The increase in salaries for the other
members of the Executive Board is
due to the integration of a new de-
partment (Regulatory Audit) and the
related expansion of the Executive
Board.

25. Events after the balance
sheet date

No events have occurred since the ba-
lance sheet date of 31 December 2015
that impact the informational value of
the 2015 financial statements.

T Comprises pension/invalidity/income com-

pensation insurance contribution and un-
employment insurance contribution.

Includes additional taxable benefits such
as bonuses and non-mandatory child allo-
wances.

Comprises pension/invalidity/income
compensation insurance contribution,
unemployment insurance contribution,
work-related/non-work-related accident
insurance  contribution, occupational
pension savings contribution and risk
premium.
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EIDGENOSSISCHE FINANZKONTROLLE
CONTROLE FEDERAL DES FINANCES
CONTROLLO FEDERALE DELLE FINANZE
SWISS FEDERAL AUDIT OFFICE

Report of the statutory auditor

on the limited statutory examination

to the Board of Directors of the
Federal Audit Oversight Authority for the attention
of the Federal Council

As statutory auditor according to art. 32 of the Auditor Oversight Act (SR 221.302), we have
examined the financial statements (balance sheet, income statement, cash flow statement,
statement of changes in equity, and notes) of the Federal Audit Oversight Authority (FAOA)
for the financial year ended 31 December 2015.

These financial statements are the responsibility of the Board of Directors. Our responsibility
is to perform a limited statutory examination on these financial statements. The Swiss
Federal Audit Office is independent according to the Swiss Federal Audit Office Act (SR
614.0).

We conducted our examination in accordance with the Swiss Standard on the Limited
Statutory Examination. This standard requires that we plan and perform a limited statutory
examination to identify material misstatements in the financial statements. A limited statutory
examination consists primarily of inquiries of company personnel and analytical procedures
as well as detailed tests of company documents as considered necessary in the
circumstances. However, the testing of operational processes and the internal control
system, as well as inquiries and further testing procedures to detect fraud or other legal
violations, are not within the scope of this examination.

Based on our limited statutory examination, nothing has come to our attention that causes
us to believe that the financial statements do not comply with Swiss laws.

Bern, 22 February 2016 SWISS FEDERAL AUDIT OFFICE
A
/\_/x“ e Z 7
Hans-Rudolf Wagner Peter Kupfer
Licensed Audit Expert Licensed Audit Expert
Enclosure:

Financial statements, consisting of balance sheet, income statement, cash flow statement,
statement of change in capital and reserves and notes
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