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1 Executive summary

This report provides a comparative study on the level of resources, including funding, and operational procedures of
the regulators responsible for auditor oversight in the UK, US, Netherlands and Japan.

All information is from publicly available sources, supplemented by Deloitte’s knowledge and experience of the
regulatory frameworks in those four jurisdictions. Except for the meeting we had with the Financial Reporting
Council (FRC) in the UK and supplementary publicly available information provided by the Public Company
Accounting Oversight Board (PCAOB), we have not received any non-public information from the regulators. We
have focused our study on the questions set out in our engagement letter with the Hong Kong FRC and the
information gaps between these are presented at the end of the Executive Summary.

Each jurisdiction has adopted different organisational structures and allocation of oversight responsibilities. Direct
comparisons between jurisdictions regarding financial information, operational organisation or governance structure
are limited due to the disparity of information publicly available as well as differences in market sizes and
regulators’ remit.

« Range of responsibilities - in the Netherlands, the Financial Markets Authority (AFM) has responsibility for
supervising the operation and conduct of the entire financial market, in addition to oversight responsibilities of
the audit profession. With regards to the oversight of the audit market, the AFM and the Royal Netherlands
Institute of Chartered Accountants (NBA) share responsibility for the inspection, investigation and discipline of
auditors. On one particular area, which is monitoring implementation of the quality measures introduced by the
NBA’s 2014 thematic review ‘in the public interest’, both the AFM and NBA have responsibilities over the audit
market (AFM on the licensed firms and NBA on the entire audit profession).

¢« Range of regulatory bodies - compared to the UK, US and Netherlands, Japan stands out in its approach to
the system of audit oversight. The Japanese Institute of Certified Public Accountants (JICPA) undertakes audit
quality control reviews and conduct investigative and disciplinary proceedings into the conduct of Certified
Public Accountants (CPAs) and audit firms, with oversight provided by the Certified Public Accountants and
Auditing Oversight Board (CPAAOB) and the Financial Services Agency of Japan (FSA). The CPAAOB, which
operates within the FSA, monitors the inspections conducted by the JICPA by off-site monitoring of the JICPA’s
quality control review systems and the results of its inspections and by on-site inspections, if deemed
necessary for public interest or investor protection. The FSA has the ultimate oversight responsibility over the
CPAs and the JICPA, in addition to its responsibilities for supervising the operation and conduct of the Japan’s
financial markets. As a result of this structure, direct comparisons between Japan and the other jurisdictions
are less meaningful. We also note that certain aspects of the oversight regime may evolve in Japan in due
course (e.g. consideration of Audit Firm Governance Code by the FSA).

+ Delegation - the approach taken to the delegation of regulatory functions and oversight of those functions is
different for each jurisdiction. There is no delegation of regulatory activities in the US. In the UK, the
Professional Oversight team fulfils the statutory responsibilities for the FRC over the Recognised Supervisory
Bodies (RSBs) and Recognised Qualifying Bodies (RQBs) and third country auditors. In Netherlands, the AFM
has delegated certain regulatory functions to the NBA and Samenwerkende Registeraccountants en
Accountants-Administratieconsulenten, network of independent audit firms (SRA).
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The following table provides a summary of the oversight responsibilities of the respective regulators in each of the
four jurisdictions:

Oversight UK - Financial Netherlands - US - Public Company Japan - Financial Services
Body /Function Reporting Council Financial Markets Accounting Oversight Agency (FSA), Certified Public
(FRC) Authority Board (PCAOB) Accountants and Auditing
(AFM) Oversight Board (CPAAOB,

(which is an arm of FSA) and
the Japanese Institute of
Certified Public Accountants

(JICPA))

Inspection * PIEs!, Large e PIEs! - AFM PCAOB - registered public JICPA - legal authority to conduct
Alternative * Non-PIE legally accounting firms inspections, with CPAAOB
Investment required audits3 — oversight, of audit firms and
Market (AIM) or delegated to the NBA Certified Public Accountants
NEX Exchange and the SRA, with AFM (CPAs) which audit:

Growth Market oversight * listed entities
companies » Non-legally required * certain large non-public
Lloyd's audits - delegated to companies and non-public
syndicates?- FRC the NBA and to the financial institutions

* Non-PIEs - SRA (for small and » other entities which are
delegated to medium practices) required by relevant laws and
RECOQH_ISEd regulations to have their
Supervisory Body financial statements audited by
(RSBs) with FRC CPAs
oversight CPAAOB -authority to examine

JICPA’s quality control review
reports and carry out its own
inspections, if necessary, as part
of its oversight responsibilities
over the same group of audited
entities set out above under
JICPA's inspection scope. In
practice the CPAAOB conducts on-
site inspections for at least major

audit firms.
Investigation Similar to AFM - audit firms and * PCAOB - registered public  JICPA - legal authority to carry out
‘Inspection’ individual board accounting firms and investigations of audit firms and
members of the audit associated persons? CPAs.
firms e Securities Exchange FSA may also carry out
Commission (SEC) - investigations.

auditors of companies
publicly listed in the US
and of issuers® and brokers
and dealers®

» State Boards of
Accountancy - accountants
and accounting firms
licensed in their respective
jurisdictions

! Updated 2014 Statutory Audit Directive (SAD) definition of PIE (Article 2 (13) of SAD): (a) entities governed by the law of a Member State whose transferable
securities are admitted to trading on a regulated market of any Member State within the meaning of point 14 of Article 4(1) of Directive 2004/39/EC; (b) credit
institutions as defined in point 1 of Article 3(1) of Directive 2013/36/EU of the European Parliament and of the Council, other than those referred to in Article 2
of that Directive; (c) insurance undertakings within the meaning of Article 2(1) of Directive 91/674/EEC; or (d) entities designated by Member States as public-
interest entities, for instance undertakings that are of significant public relevance because of the nature of their business, their size or the number of their
employees.

2 Under Statutory Auditors and Third Country Auditors Regulations 2016 (SATCAR 2016) as the competent authority with ultimate responsibility for the
performance and oversight of the inspection, the FRC cannot delegate the inspection of audits of PIEs and it chooses to retain such responsibility (‘reclaim’) for
the audits of large AIM or NEX Exchange Growth Market companies (i.e. such companies that are incorporated in the UK with a market capitalization of more
than €200m as defined in paragraph 5.47 of the FRC Ethical Standard) and Lloyd’s syndicates.

3The most common legally required audits under Dutch law are when a company or institution meets two out of three criteria:

¢ Revenue over € 12,0 million

« Balance sheet over € 6,0 million

¢ An average of 50 employees or more

4 Any individual proprietor, partner, shareholder, principal, accountant, or professional employee of a public accounting firm.

5 Issuer, as defined in Section 3 of the Exchange Act, means the securities of which are registered under Section 12 of that Act, or that is required to file reports
under Section 15(d) of that Act, or that files or has filed a registration statement that has not yet become effective under the Securities Act of 1933, and that it
has not withdrawn.

6 The US Department of Justice (DOJ) can also investigate violations of federal law (both criminal and civil), although it often defers to the SEC civil matters
pertaining to potential violations of federal securities laws.
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Oversight
Body /Function

UK - Financial
Reporting Council
(FRC)

Netherlands -
Financial Markets
Authority

(AFM)

US - Public Company
Accounting Oversight
Board (PCAOB)

Japan - Financial Services
Agency (FSA), Certified Public
Accountants and Auditing
Oversight Board (CPAAOB,
(which is an arm of FSA) and
the Japanese Institute of
Certified Public Accountants
(JICPA))

Enforcement

Similar to
‘Investigation’

AFM - audit firms and
individual board
members of the audit
firms

Disciplinary Court for
Auditors - individual
auditors other than board
members of the audit
firms

Similar to ‘Investigation’

JICPA and FSA (Corporate
Accounting and Disclosure
Division) - each of these bodies
has its own enforcement
responsibilities

Registration

Delegated to RSBs
with FRC oversight”
This responsibility
also includes
authorisation of
statutory auditors
and audit firms.

AFM - grants licences to

audit firms for statutory

audits of:

e Legally required audits
including PIEs

e Legally required audits
excluding PIEs

e NBA - all accounting
professionals
(Accountant-
Administratieconsulent
AA) and Registered
Accountants (RA)
must be registered

PCAOB

Auditors of listed entities - JICPA

with the NBA
Continuing Delegated to RSBs  NBA State Boards of Accountancy JICPA
Professional with FRC oversight
Education

Standard setting

FRC

e Auditing - NBA

e Financial Reporting -
Raad voor de
Jaarverslaggeving
(Dutch Accounting
Standard Board
(DASB))

* Ethics - NBA

* Auditing & Assurance -
PCAOB (issuers and
brokers and dealers

registered with the SEC) /

American Institute of
Certified Public

Accountants (AICPA) (non-

public)
e Financial reporting -
Financial Accounting

Standards Board (FASB) /

SEC
» Ethics - PCAOB / AICPA /
SEC

¢ Auditing - the Business
Accounting Council within the
FSA

e Financial reporting and ethics
both FSA (legal framework) and
JICPA

Transparency of costs

For the UK and US the information on actual and budgeted costs is publicly available for key regulatory functions,
including inspections, investigations and enforcement. In its financial results, the AFM provides one number for
‘supervision’ which includes inspections, investigations as well as the supervision of companies’ financial reporting,
and hence is not fully comparable to the other jurisdictions. In Japan neither the CPAAOB nor the JICPA publish

information about their budget, costs or sources of funding.

Transparency of sources of funding, including government funding

The level of funding from government was withdrawn in the UK and the Netherlands and does not exist for the US.
In the UK and Netherlands, funding is obtained from a combination of direct levies on companies and on the audit
firms themselves amongst other contributions from the market. The PCAOB is funded primarily through annual fees
assessed in proportion of market capitalisation (for public companies) and net capital located in and outside of the

7The FRC has delegated the task of approving and registering individuals and firms to the RSBs however retained the responsibility of determination of the

eligibility for appointment criteria by agreement with the RSBs (Eligibility Criteria).
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US (for brokers and dealers). At the other end of the spectrum, the Japanese FSA’s budget, including CPAAOB’s
expenses, is funded by the national budget. Professional bodies and companies do not contribute directly.

The UK is the only jurisdiction where part of the funding is obtained from levies on the professional bodies, of which
the audit firms are members. In the UK, the Consultative Committee of Accountancy Bodies (CCAB) pay these
costs, and these are then passed on to their members, such that the large audit firms, in particular, end up paying
sizeable fees to those bodies and indirectly to the FRC. Details of these indirect payments is not publicly available.

Reserves policy

In their budget proposals, the UK and the Netherlands make reference to maintaining a certain level of reserves to
be able to deliver regulatory responsibilities effectively. In the UK the FRC’s aim over the period of the current
three year strategy is to establish reserves equal to six months operating costs. The FRC also holds a corporate
reporting review legal cost fund and an actuarial case cost fund of £2.0m each for unforeseen disciplinary costs.
The AFM on the other hand reflects a €1.1m increase in its 2016 budgeted general expenses to establish the
reserves required to ‘increase the professionalism of the organisation’. However no information is publicly available
for any reserves or provisions in relation to enforcement activities. In its 2015/16 annual report, the AFM noted
that the surplus arising from actual funding (including the fines) and costs are normally offset in the levies for
ongoing supervision in the following year. The PCAOB does not have a separately designated reserves in relation to
enforcement activities. It has however unrestricted net assets of $136.6m at the end of 2016, which constitute its
total reserves.

Remit of inspections, including definition of PIE

e The regulatory regimes for inspections in all four jurisdictions cover auditors of listed entities at a minimum,
with additional groups of companies in scope in each country.

¢ In the UK and Netherlands, the FRC and the AFM, have oversight responsibility for the PIEs which cannot be
delegated to RSBs in light of the EU SAD. Equally, the PCAOB also does not delegate its inspection
responsibilities of issuers and non-issuer broker and dealers registered with the Securities Exchange
Commission (SEC).

Operational features

e Section 2.2.2 focuses on the features of the inspection functions across the four jurisdictions and describes the
approach taken by each regulator in fulfilling its regulatory responsibilities. There are significant similarities in
the mechanics with an ever increasing trend towards rigour, independence, transparency and the sharing of
information between national regulators. Some key points to note include:

— Consistent approach to rigour and allocation of resources when selecting audit files for inspection with a
risk-based approach considered by the four regulators.

- Common among the UK, US and Netherlands is that file selection does not involve a random or
representative sample of all audits undertaken by each firm. The PCAOB is currently working to incorporate
randomisation into its risk-based selection process, which it believes would enable the PCAOB to conclude on
the state of audit quality, identify audit quality trends, and inform standard setting activities.

- The objectives of the audit file reviews are to focus on common areas and evidence of audit work
undertaken. Inspection findings focus on the sufficiency and adequacy of the audit procedures performed
and of the audit evidence obtained and do not mean that the financial statements do not present a true and
fair view.

- Two-way communication prevails throughout the inspection process with the focus on document reviews,
interviews, responding to informal and formal queries and reporting.

— None of the jurisdictions provide overall grading of firms but the UK and Netherlands have a grading system
established for individual audits. The US does not have a grading system and the basis of ‘measure’ is
formed on the deficiencies reported. Japan does not have a grading system.

- All the regulators monitor the audit firms’ system of quality control as part of their inspections with similar
areas of focus such as tone at the top, independence and ethics and audit quality monitoring.
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We noted in our 2016 report that the European Audit Inspection Group (EAIG) has developed a Common
Audit Inspection Methodology (CAIM) and this is now used by inspectors in the UK and the Netherlands in
performing their reviews. The common methodology is publicly available, however each member state can
also add on procedures and these are not publicly available.

— Quality control procedures broadly include independent review of a selection of review reports for the UK

and Netherlands, with a moderation panel established for assessment of the findings in the UK. The US has
a specific department, Office of Internal Oversight and Performance Assurance (IOPA) to internally examine
the programs and operations of the PCAOB and to provide independent challenge to the efficiency,
effectiveness and integrity of these activities. No information is publicly available for Japan in this regard.

The focus of the PCAOB'’s Division of Registration and Inspections is on the global network firms with its Global
Networks Program and a pool of dedicated inspectors focusing on the six largest US audit firms and the non-US
members of their international networks. Inspectors are familiar with the audit approaches of the global
network firms, auditing software, tools and practice aids. This global approach also allows the PCAOB to identify
common deficiencies across the networks. Inspection teams for a global network firm generally comprise six to
ten inspectors, but some could have more.

Transparency of reporting and stakeholder engagement

There is an ever increasing trend towards transparency.

All regulators publish public reports annually on their inspection activities with varying degree of details. The
FRC issued in July 2016 its first annual report specifically on the quality of audits in which it reported
aggregated gradings of all its inspections and a strategic target for improvement of audit quality with 90% of
FTSE350 audits to be assessed as good or requiring limited improvements by 2019.

The FRC publishes annually a public report on each of the major firms setting out the key areas where it
believes improvements are required, including the aggregate gradings for the audit files reviewed. Similarly the
PCAOB issues two-part reports on each audit firm. Part I, publicly available, reports the audit deficiencies
identified (without identifying the companies inspected). Part 11, issued privately, identifies quality control
criticisms. Part II is not made public initially but if a firm fails to satisfactorily address any of the quality control
criticisms within 12 months, portions of the formerly private Part II of the report discussing the particular
criticism(s) are also made publicly available.

Regulators in the UK, Netherlands and Japan provide private reports on individual audits to the audit firms. In
the UK the audit firms are expected to provide copies of these reports to the directors of the audited entities
concerned and confirm to the FRC that they have done so. Additionally copies of these reports are made
available to the Audit Committee Chair of the audited entity. Audit Committees are encouraged to report in the
entity’s annual report if their audit has been subject to an inspection and to discuss issues arising and the
auditor’s response, but they are not permitted to publish the individual grade.

Requesting audit firms to undertake a root cause analysis and considering this analysis as part of the
inspections program is a common feature in the UK, Netherlands, US and Japan.

The Dutch and Japanese regulators publish publicly available ‘case reports’ which summarise inspection findings
from across the board with a view to promote audit quality and provide tools for audit firms to benchmark
themselves against the findings and to improve their systems of quality control to address common industry-
wide problems (‘self-remediation’). This is a move towards increased transparency for both the audit firms and
the users of the financial statements and emphasises stakeholder engagement. The CPAAOB, for example, also
holds lectures on inspection results and on its activities.

Thematic reviews and reports are becoming a feature of inspections functions. The FRC in the UK aims to
publish three reports each fiscal year. The NBA in the Netherlands published in October 2014 its ‘In the Public
Interest’ report focusing on the governance and culture in the audit firms. In Japan, the CPAAOB publishes in-
depth analysis of the results of individual off-site monitoring and inspections across audit firms to identify
industry-wide issues. The PCAOB publishes general reports that are not firm-specific but provide information
and analysis concerning specific audit issues or results from inspections under Rule 4010.
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Scope of disciplinary schemes

In the UK, the FRC has investigative and disciplinary authority over statutory auditors or statutory audit firms
in relation to matters related to PIEs, large AIM companies and matters that are ‘reclaimed’ from the RSBs.
There is one framework to set out the arrangements, the Audit Enforcement Procedure (AEP) (effective June
2016). Similarly in the US, the PCAOB has investigative responsibility in connection with audit firms registered
with it. The focus of the disciplinary authority in these jurisdictions is on ‘public interest’ with the consensus
that high profile listed companies are of public interest, as is confidence in the largest audit firms. In the US,
the SEC also has investigative authority with respect to auditors of issuers and brokers and dealers registered
with the SEC and the Boards of Accountancy in each US State generally have investigative authority with
respect to accountants and accounting firms that are licensed in their respective jurisdictions.

In the Netherlands, investigative and disciplinary powers are vested in different bodies for audit firms (and

their board members) and for individual auditors. The AFM has the authority to carry out investigations of all
audit firms and it can impose fines on them if it is of the view that the audit firm did not comply with the Audit
Firm Supervision Act (Wta) or the decree on the Supervision of Audit Firms (Bta), in other words on the basis of
breach of duty of care. The audit firms can appeal the fines at a court of law. On the other hand, anybody who
has an interest (shareholder, AFM, public) can file a complaint against individual auditors to the
Accountantskamer (Disciplinary Court for Auditors). This body is independent from the AFM and any sanctions
imposed by it could be appealed at the ‘College van Beroep voor het Bedrijfsleven’ (CBb), a committee that
deals with appeals for businesses.

In Japan, the segregation of responsibilities among different regulatory bodies is less clear and both the JICPA
and the FSA appear to have such responsibility for audit firms and CPAs. The CPAAOB, under the CPA Act, does
not perform investigations, but it can make recommendations for the FSA to investigate based upon the result
of the JICPA’s or its own inspections.

Threshold for enforcement action - the UK, US and Japan apply similar thresholds of ‘breach of relevant laws
and regulations’ with no quantification by reference to the seriousness of a breach. Whilst such thresholds are
possibly wide-ranging, in practice regulators will apply their authority strategically, focusing their resources on
serious audit deficiencies. In the UK for example, under the new AEP, case examiners may resolve matters
through constructive engagement with the respondent rather than referring the allegation to the Conduct
Committee for formal investigation. The AFM in the Netherlands, has a higher threshold (breach of duty of
care) which results in fewer investigations. Based on the outcome of its inspections the AFM can impose
monetary fines in the event of a breach of duty of care although the qualitative or quantitative nature of the
findings leading to fines are not defined.

Operational features

The four jurisdictions have generally adopted a quasi-legal approach to disciplinary processes, with recognition
of the right to a fair hearing and appeal. The process from the decision to investigate up to and including
appeal are set out in section 2.3.2. Some key features include:

Key departments and number of people in each department

Each jurisdiction established a different disciplinary structure with different complexities. The FRC provides

publicly details on the composition, nomination process, responsibilities and skills and qualifications (where
available) and independence considerations of the principal bodies within the investigation and enforcement
functions. In the other jurisdictions, such information is mostly limited to humber of people.

Conduct of hearings
Open to the public? Generally yes in the UK, Netherlands and Japan; no in the US.

Admissibility of evidence and burden of proof:
- UK: Less formal than hearings in Court (evidence can be submitted that would not be admissible in

Court)

- UK/US: Burden of proving any disputed facts resting on the regulator (US: burden of proof on
respondent when raising an affirmative defence)

-  For the Netherlands and Japan the hearings are similar to civil court hearings and procedures.
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Expert witnesses — experts may be called on in all jurisdictions.

Relevant experience and knowledge of tribunal members - one accountant in the UK; information is not
publicly available in other jurisdictions.

Appeal

There is a right of appeal in all jurisdictions. In the UK, respondents may appeal a final decision notice by the
Disciplinary Tribunal to the Appeal Tribunal on grounds of error in law, procedural irregularity, new evidence
that could not reasonably have been available at the time of the original case or sanction manifestly
unreasonable. Appeal Tribunal is a separate tribunal within the FRC, which is drawn from a panel maintained by
a ‘convener’ (i.e. a senior individual independent of the investigation process). In the UK, further appeal is only
possible by Judicial Review. In Netherlands, under the legal framework of Audit Firm Supervision Act (Wta) and
General Administrative Law, the appeals by the audit firms against orders from administrative authorities is
only possible by a Judicial Review. The individual auditors, on the other hand, could appeal against the order of
the Disciplinary Committee to an independent body, namely College van Beroep voor het Bedrijfsleven. In the
US, appeal of the PCAOB’s decision can be made to the SEC and an additional appeal to the US Court of
Appeals for the District of Columbia Circuit is also available following a decision by the SEC. In Japan, there is a
right of appeal against the JICPA’s decisions and respondents can file a lawsuit to rescind a decision by the FSA
or Prime Minister, when it is not possible to make an appeal to the FSA directly.

Sanctions

Broad range of sanctions in all four jurisdictions - ranging from actions to prevent future recurrence (e.g.
training, engagement of a third party to design policies to achieve compliance with the rules or to observe and
report on the firm’s compliance with the rules), warnings, reprimands, temporary or permanent revocation of
registration, repayment of clients fees and financial penalties (unlimited in the UK or limited in the US and the
Netherlands).

Payment of legal fees in the US, each party generally pays their own; in the UK respondents will pay the FRC’s
costs including tribunal costs if they are found against.

In the US, in April 2013 the PCAOB announced that benefits may be available to firms and individuals who offer
extraordinary cooperation in PCAOB investigations. Extraordinary cooperation is voluntary and timely action
beyond compliance with legal or regulatory obligations, including self-reporting of rule violations before they
come to a regulator’s attention, taking remedial action and providing substantial assistance to the PCAOB's
investigation. This could result in reduced charges or sanctions and in exceptional cases no sanction at all.
Extraordinary cooperation may also be noted in announcements of PCAOB disciplinary actions.

Duration

Cases can take years to complete. The UK has publicly recognised the need to reduce the time period and has
indicated its aim to conclude investigations within 2 years going forward. Similarly, the PCAOB published in its
2016-2020 Strategic Plan its aim to resolve 66% of investigations within three years of starting a formal
investigation.

Transparency

The publication of regulators’ findings and actions contributes to transparency, public confidence in the
enforcement arrangements and aims to deter against inadequate execution of statutory audits.

Transparency varies across jurisdictions.

There is a need to balance transparency with the potential impact publication may have on the companies
whose statutory auditors have been the subject of an inspection or investigation (e.g. share price,
shareholders’ interest). In the UK, the FRC may at its discretion publicise the commencement of investigations.
Such investigations may take several years to conclude and may result in no case being pursed or no
enforcement action taken against the audit firm. In the US by contrast, unless the PCAOB finds good cause to
make them public and all parties consent (to date this has never occurred), the PCAOB is prohibited from
publicly disclosing any allegations and proceeding until the case is appealed to the SEC or the opportunity to
appeal has lapsed. The Dutch and Japanese regulators provide a short public statement at the end of the
investigation process.
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e The UK, the US and Japan generally name individual audit partners as well as audit firms unless there is a
strong reason for not doing so. The AFM only names audit firms.

Fairness and natural justice

In all jurisdictions a certain degree of segregation of duties is achieved. In the UK, decisions to investigate and
sanctions are taken by different parts of the same regulatory body. In the Netherlands, the same department
undertakes inspections and investigations of the audit firms however the Executive Board of the AFM decides
whether a respondent is liable for a fine and an independent Penal Fines Officer is responsible for setting the fines.
In the US there are rules covering the participation of staff involved in different stages of the investigation and
enforcement proceedings.

The PCAOB applies exactly the same regime to overseas auditors of issuers as it does to domestic registrants and it
has entered into bilateral agreements with many jurisdictions around the world to perform PCAOB inspections of
registered firms in those countries. The EU has a third country auditor regime applicable to auditors of non-EEA
incorporated EEA listed entities - either by direct regulation or local regulation under an equivalent audit regime.
IFIAR has no particular requirements as it does not cover the geographic scope of regulation, only the form of
regulation once an audit is in scope. In Japan, the CPAAOB has been engaging with IFIAR and also with the audit
oversight authorities from various jurisdictions to build bilateral cooperative relationships including the
establishment of a framework for exchanging information on audit supervisory activities to facilitate its own
examination and inspection activities.

8 Third-country audit entity / auditor mean, respectively, an entity regardless of its legal form / a natural person that carries out audits of the annual or
consolidated financial statements of a company incorporated in a third country (non-EU country), other than an entity / person registered as an audit firm /
statutory auditor in any EU Member State.
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Information on the following key metrics have been drawn on publicly available information. It is important to note
that the metrics presented below should be considered together with the footnotes in their entirety and the
comparison will only be meaningful when the caveats set out previously in the Executive Summary and scope and
responsibility definitions set out at section 2 are fully taken into account:

Inspection

Number of PIEs® Approximately 1,90010 Approximately 1,10012 8,78013
Listed entities only — 1,05911

Number of firms 5014 10 - legally required audits, 53216

undertaking audits of PIEs including PIEs!>

Number of audit firms with 187 Not publicly available!® 35019

only one PIE audit client

Number of PIE

engagements reviewed

e Four largest networks of
firms

* Other large

¢ Small and medium

PIEs (113) 20:

95 - Four largest networks of
firms

16 - BDO, Grant Thornton (GT)
2 - RSM, Mazars

Listed entities only (further
breakdowns) 20:

80 - Four largest networks of
firms

5 - BDO, GT

2 - RSM, Mazars

40 - Four largest networks of
firms2!

320 - annually inspected firms?22
460 - triennially inspected firms?22

Frequency of inspection

e Four largest networks of
firms

* Other large

* Small and medium

Four largest networks of firms,
BDO and GT - annual

All others - every one to three
years, could be extended to six
years

PIE licensed audit firms -
every three years?3
All others?3 — every six years

Firms that issue audit reports for
more than 100 issuers??2 - annual
Firms that issue audit reports for 100
or fewer issuers?? - at least once
every three years

Number of staff
e Professional
e Support

3524

Further breakdown between
professional and support staff
is not publicly available.

4925

Further breakdown between
professional and support staff
is not publicly available.

More than 60 percent of the 856
PCAOB staff work in the Division of
Registration and Inspections, all but
a small number of whom are
professional accountants.

° Defined in Hong Kong as listed entities only. Unless stated otherwise, the information for the other jurisdictions is collected for the audited entities within the

scope of direct inspection responsibility (not delegated) for each of the regulators in the UK, Netherlands and US, as defined on page 3.

10 In its Developments in Audit 2015/16 An Overview report, the FRC notes that from June 2016, approximately 1,900 entities are within its scope of inspection
across approximately 50 audit firms. There were nine audit firms inspected directly by the AQRT for the 2015/16 cycle.

1 Total number of companies that have shares admitted to trading on the London Stock Exchange as at 28 March 2017.

12 Number of audited entities defined as PIE in Netherlands.
13 Number of issuers invoiced by the PCAOB as stated in the PCAOB’s 2016 Annual Report
4 Approximate number for the 2017/18 inspection cycle, increased from nine for the 2015/16 inspection cycle as explained on page 18.
1> As of 24 March 2017, as per the registered audit firms list on the AFM website.
16 According to the PCAOB’s 2016 Annual Report, there was a total of 2,013 firms, including US firms and non-US firms, registered with the PCAOB and subject
to inspection. Of these, 1,481 firms did not issue ‘issuer audit reports’; however, it is not clear how many of those registered firms played a substantial role in
the audit of an issuer. The number of accounting firms within the PCAOB inspection scope (firms that could be actively inspected) is derived as the difference

between 2,013 and 1,481.

17 According to the FRC's Key Facts and Trends in the Accountancy Profession report published in June 2016, based on the voluntary declarations made by 41
audit firms, 18 firms have one PIE audit client for the year ended 2015. This list provides a good estimate of the metric stated however does not present the
total number. It is also important to note that PIE is defined as entities governed by the law of a member state whose transferable securities (equity and debt)
are admitted to trading on a regulated market in the EEA, credit institutions and insurance undertakings.
18 Review of the transparency reports of the audit firms that have license to audit PIEs indicated that all of such firms have more than one PIE audited entity.

19 According to the PCAOB’s 2016 Annual Report there are 350 US and Non-US firms that audit between 1-5 issuers. There is no other figure available publicly
for the number of firms that audit only one issuer.

20 Spurce: FRC’s Developments in Audit 2015/16 report, tables on audits inspected by each audit firm in the AQRT'’s scope and audits inspected by type of entity
for the 2015/16 cycle. The audits of the four largest networks of firms include six listed Crown Dependency companies audited by stand-alone Crown
Dependency audit firms (specifically KPMG Channel Islands Limited).Further breakdowns are available in the AQRT'’s individual firm reports published in May
2016.

2 In the AFM’s second inspection cycle, which covered the four largest networks of firms (for 2012/13 audits), 40 audit files were selected (at each of the audit
firms four PIEs and six legally required audits (non-PIEs)). In 2013, the AFM completed a thematic review of non-PIE licensed audit firms and inspected 50 non-
PIE audit firms (out of a total of approximately 447 audit firms) and 63 audit files.

22 According to the PCAOB’s 2016 Annual Report: a) there were 10 audit firms that audit more than 100 issuers (annually inspected) and the PCAOB inspected
portions of 320 audits undertaken by these firms; b) there were 188 audit firms that audit 100 or less issuers (triennially inspected) and the PCAOB inspected
portions of 460 audits undertaken by these firms.

23 The list of audit firms (10 firms) with a PIE licence is available on the AFM website and includes Deloitte, EY, KPMG, PwWC, GT, BDO, Mazars, SMA Accountants
N.V. and accon avm controlepraktijk B.V. All others represent the audit firms that audit legally required audits, excluding PIEs.

24 The AQRT consists of approximately 35 professional and support staff. Inspections at the four largest networks of firms would typically involve around 5
inspectors on average.

25 The Audit and Reporting Quality department employ 49 full-time equivalent staff. The department supervises both audit quality and financial reporting and
also has responsibility over both inspections and investigations.
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Inspections on four largest

networks of firms

* Number of staff on four
largest networks of firms
(including SQC review)

e Length of inspection
time (including SQC
review)

. 524

* Pertaining to 2015/16
inspection cycle, the
inspection was conducted in
the period:

Deloitte — Mar 15 - Jan 16
KPMG - Feb 15 - Jan 16
EY - Feb 15 - Jan 16

PwC - Feb 15 - Jan 16
BDO - Mar 15 - Jan 16

GT - Dec 14 - Dec 15
Typically fieldwork related to
each audit file review lasts
two to three weeks.

All reports issued in May
2016.

* Not publicly available

e For an inspection cycle, the
AFM will inspect audit files
and system of quality
control throughout the year
at certain times (e.g. in
January, May and October).
Typically fieldwork related
to each audit file lasts two
weeks.

* 6 to 10 (or could be more)
inspectors on a global network firm
26

* Pertaining to 2015 inspections,
staff conducted primary
procedures during:

Deloitte — Oct 14 - Apr 16

KPMG - Nov 14 - July 16

EY - Nov 14 - June 16

PwC - Mar 15 - Mar 16

Typically fieldwork related to audit
file review at each office visited
lasts two to three weeks.

All reports issued in September —
October 2016.

Cost of function

£8.8m28

Not publicly available??

$140.7m?28

Enforcement

Number of staff
e Professional
e Support

Number of key individuals
within the investigation and
enforcement functions are:
Case examiner - at least one
Executive Counsel

Case Management Committee
- up to 20 members
Enforcement Committee Panel
- up to nine members
Disciplinary Tribunal - three
Appeal Tribunal - five

Further details are at section
3.1.4.

Further breakdown between
professional and support staff
is not publicly available.

Penal Fines Officer - at least
one

Disciplinary Court for Auditors
- 24 members 2°

More than 60 individuals work in the
Division of Enforcement and
Investigations, most of whom are
professionals (both lawyers and
accountants).30

Cost of function

£6.8m?8

Not publicly available?? 2°

$22.1m?28

Recipient of fines

Under the Audit Enforcement
Procedure, for cases against
audit partners and firms
initiated on or after 17 June
2016, fines are received and
retained by the FRC.

Under the Accountancy
Scheme, for cases initiated
against audit partners and
firms before 17 June 2016 and
for all cases on misconduct of
members in business (e.g.
CFOs), the fines are passed on
to the RSBs, which provide the
funding to the FRC to
investigate the cases.

Up to €2.5m is recorded as
revenue in the financial
statements once they have
been irrevocably established
and it is probable that the
penalty fine will be received
by the AFM; any excess over
this amount is appropriated to
the State.

All monetary penalties collected by
the PCAOB must be used to fund
merit scholarships for undergraduate
and graduate students in accredited
accounting degree programs.3!

26 For operational purposes in administering the PCAOB Inspection program, registered firms that audit issuers are grouped into two programs; a) Global
network firms program focusing on the six largest U.S. firms and the non-U.S. members of the international networks with which they are affiliated; b) Non-
affiliated firms program to carry out inspections of other firms.
27 According to its 2015 annual report, total cost of the supervision of the audit market is €14.4m that reflects the cost of supervision, inspection and
investigation responsibilities of the regulator.

28 UK: 2016/17 outturn. US: 2016 actuals from PCAOB’s Annual Report.
29 The enforcement process is established differently in the Netherlands, compared to the UK and US. Penal Fines Officer (separate and independent from the
Audit and Reporting Quality Department) sets the level of fines (be it fines to the audit firms following inspections on the basis of breach of duty of care or
administrative fines to the market participants). Disciplinary Court for Auditors is fully independent from the AFM and is part of the justice system in the
Netherlands that sanctions individual auditors.

39 Number cited publicly by officials of the Division.
31 Source: Section 109(c)(2) of the Sarbanes Oxley Act (SOX) as noted in the PCAOB’s 2016 annual report (section on Net Civil Monetary Penalties and

Scholarship Payments).
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Oversight
Number of third country 10832 1633 90034
auditors registered
Number of staff Not publicly available The Monitoring Board of the US does not delegate regulatory
« Professional NBA consists of eight functions
+ Support members and it listed 70 audit
professionals as inspectors in
2015.
Cost of function £1.7m28 Costs of oversight by NBA US does not delegate regulatory
approximately €1.8m which functions

are fully paid for by the firms
under inspection.

There is no information publicly available for any of the jurisdictions (unless stated otherwise) in the following
areas:

¢ Cost of the central functions supporting the inspection, investigation and enforcement regulatory functions,
except for certain information available for the US provided in section 3.3.1.

¢ Infrastructure and set up costs (costs associated with setting up each function, such as IT, property or lease
costs, administrative functions), except for certain information available for the US provided in section 3.3.1.

e Budget and funding requirements per regulatory function (Japan only)
« Skills and qualifications of the inspections team (Japan only)

e Standard or electronic work programmes used during the inspection process (over and above limited
information provided in section 2.2.2)

¢ Quality control procedures for inspection, investigation and enforcement sections (limited overview information

is available for the UK, US and Netherlands; no information publicly available for Japan on this matter).

e Skills and qualifications, including independence and nomination details of the people in decision-making
investigation and enforcement roles (except for the UK). Therefore, as noted before, further details on the
fairness and natural justice needs to be discussed with the respective regulators.

¢ Publication or announcements of investigations and sanctions (limited information available for the US,
Netherlands and Japan).

*« Number of cases dealt with by the disciplinary body, statistics on annual settlement, humber of appeals and
duration (available for the UK, certain information available for the US and Netherlands; no information from
Japan).

32 As at 31 March 2016, the total population of Third Country Auditors (TCA) is 108 TCAs with 205 issuers with UK traded securities across 45 countries.
33 Information available publicly on the AFM website https://www.afm.nl/nl/professionals/registers/alle-huidige-registers.aspx
34 PCAOB'’s 2016 Annual Report notes that 900 non-US firms in 89 jurisdictions are registered with the PCAOB.
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Comparative Study on Audit Oversight Functions

3.1.5 Oversight responsibility over delegated functions

No further information to present.

3.1.6 Approach to third country auditors

No further information to present.

3.2 Netherlands
3.2.1 Funding and budget

The AFM published its annual report and annual plan which gives information on the progress of the planned
activities, associated costs and sources of funding. In its annual report 2015 the AFM provided the key elements
below. Please note that this information is on the whole organisation and not limited to the supervision of the audit
market.

The Dutch Authority for the financial Markets (AFM) promotes the conscientious provision of financial services to
consumers and supervises the honest and efficient operation of the capital markets. Companies that are active on
the Dutch financial markets can be legally bound to pay for the costs of supervision. The Dutch government also
paid for part of the costs of that supervision, although this contribution has decreased over the years and ceased
from 2015.

The AFM’s budget, which is the basis for the levies, is approved by the minister of Finance. The calculation of the
levies is discussed with an Advisory Panel, which includes representatives of the professional bodies (such as NBA).
The Advisory Panel has no formal decision-making powers. The Minister of Finance sets the levies. There are
separate levies for market entry and for annual supervision activities. The main driver for the annual levies on audit
firms is the revenue generated by PIEs and non-PIEs legally required audits.

2015

Actuals

€mst

Personnel expenses 65.8
Depreciation of fixed assets 1.9
Other operating expenses 18.9
Total expenses 86.6
Levies 83.6
Fines 3.5
Penalties -
Government contributions 0.3
Total income 87.4

Total expenses for the supervision of the audit market in 2015 amounted to €14.4m (for supervision, inspections
and investigations).

The total IT costs at AFM are approximately €5.2m in 2015. This is the total IT expenses for the whole
organisation, not only for audit supervision. The expenses were €1.2m higher than budgeted due partly to higher
expenses for the use and maintenance of hardware and software partly attributed to the development of new
monitoring systems as a result of the implementation of the new EU directive.

61 As noted above, this information is on the whole AFM organisation, which has responsibility for supervising the operation and conduct of the entire financial
market, therefore it is not limited to the oversight of audit firms.
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Fines

AFM issues administrative fines to the market participants and the audit firms as a result of investigations or
inspections.

Fines are only recognised as income in the AFM’s financial statements once they have been irrevocably established
and it is highly probable that the fine is received by the AFM.

Under Article 7 of the Law Funding of Financial Supervision (Wbft), AFM could recognise total fines up to a
threshold of €2.5m per year. Any amount over €2.5m will not be recognised in the AFM’s results and will be
appropriated by the State.

In 2015, the realised proceeds from fines were €3.5m; with €2.5m gains to be offset in the levies for ongoing
supervision in the following year and €1.0m will go to the State.

3.2.2 Governing bodies and executive organisation structures

Supervisory Council
Executive Board
General Counsel

Penal Fines Officer

AFM

Compliance &
Integrity

Internal Audit

Strategy, Policy & Efficient Capital

International Affairs Markets Supervision AEED LRI EE

Insurance & Pensions

Supervision Service
Centre

Communications Asset Management

Retail Loans, Savings
& Investments

Audit & Reporting

Legal Affairs Quality

Expert Centre

Market Integrity &
Enforcement
Information
Management

Human Talent & Organisation Planning, Control &

T Finance

Development and Facility
Management
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Supervisory Council of AFM

At 1 November 2016, there were 5 members with different types of expertise, including one expert on auditing:

(Paul) Rosenméller (chairman)

D.C.C. (Diana) van Everdingen (vice-chair)

R. (Rob) Becker

W.M. (Willemijn) van Dolen

¢ B. (Bart) Koolstra (temporarily withdrawn by 26 February 2017)

Full detail of members are at https://www.afm.nl/en/over-afm/organisatie/rvt

Board of directors AFM
At 1 November 2016, there were 3 members with different types of expertise:

¢ M.W.L. van Vroonhoven (Chair)
* G.J. Everts
¢ F. de Vries

Full detail of members are at https://www.afm.nl/en/over-afm/organisatie/bestuuroverzicht/bestuursleden

As per the Articles of Association, the Board comprises between three and five Board Members who are appointed
by the Minister of Finance, on the basis of a non-binding proposal of the Supervisory Board of the AFM. The
Supervisory Board of the AFM determines the eligibility criteria and qualifications required for Board members. All
Board Members have a full time appointment at the AFM. The duration of an appointment is four years and can be
prolonged by another period of four years. As per the Audit Firms Supervision Act (Wta), a majority of the Board
members should be independent from the audit profession.

As per Section 47 of the Audit Firms Supervision Act, a majority of the Board Members:

a. may not have been responsible for conducting legally required audits during the previous three years that they
have had policy-making powers;

b. may not have been solely or jointly responsible for the day-to-day management of an audit firm in the previous
three years;

c. may not have been a voting member of the board of an audit firm during the previous three years;
may not have been employed by or affiliated to an audit firm during the previous three years.

Audit & Reporting Quality department within the AFM
This department is responsible for the supervision of companies’ financial reporting as well as audit firms.

Inspections and investigations are within its remit. The legal department and the Penalties & Fines Officer are
separate and independent from the department on Audit & Reporting Quality.
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Responsibilities: How it discharges its responsibilities:

* Licensing * Frequent inspections
* Monitoring compliance with the permit requirements * Inspection of system of quality controls (aligned with CAIM)
* For PIE Audit Firms inspections once every three years * Inspection of legally required audits

» For audit firms performing legally required audits inspections ¢ Investigations (information is not public)

once every 6 years
yoy * Thematic investigations (for example on public housing
corporations)

* Monitoring change process with a focus on behaviour and
culture within audit firms

3.2.3 Inspection

Process flow for audit file reviews®2

Firm provides Opening Informal Closi -
: : : : osing meeting held
AFM sends to AFM with agdlt meeting held meetings between AFM team
: : : file, financial between AFM between AFM - -
Firm notification ) and Firm to discuss
statements; and team and the Team reviewer -
of file selected - draft findings
for review reports to those Firm to and audit team
charged with understand the to discuss
governance audit informal queries
AFM finalises
Report and ) D'raft report draft report
e Firm agrees reviewed by the
grading issued and sends to

final wording AFM Quality

fi
to firm Control team

Firm to agree
wording

52 The process flow diagram is prepared by Deloitte from publicly available sources, supplemented by Deloitte’s knowledge and experience.

64



Comparative Study on Audit Oversight Functions

3.2.4 Investigation and enforcement

AFM

Third parties
(shareholders, official
receiver and others)

Audit Firms

NBA

Monitoring Board

Accountants-
kamer

Individual
Chartered
Accountant

3.2.5 Oversight responsibility over delegated functions

No further information, other than the information presented at section 2.4.2.

3.2.6 Approach to third country auditors

No further information presently, other than the information presented at section 2.5.

3.3 us

3.3.1 Funding and budget

The PCAOB develops a strategic plan to align its programs, operations and activities with its overall mission, goals,
and objectives. In addition to serving as a roadmap for the organisation, the strategic plan is used in developing

the PCAOB budget each year.

63 The visual presentation of the framework is prepared by Deloitte from publicly available sources, supplemented by Deloitte’s knowledge and experience.
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PCAOB 2017 Budget by Division/Office

2015 2016 2017
Division/ Office Budget $m°%4 Budget $m Budget $m
Board and Executive Staff 7.6 7.2 7.0
Division of Registration and Inspections
Inspections 124.4 125.0 132.5
Registration 1.2 1.2 1.3
Sub-total 125.6 126.2 133.8
Division of Enforcement and Investigations 19.1 20.2 20.9
Office of the Chief Auditor (Standards) 9.0 9.0 8.9
Office of Research and Analysis 9.5 9.0 8.8
Office of General Counsel 7.9 8.1 8.4
Office of International Affairs 3.2 3.2 3.1
Center for Economic Analysis 2.3 5.6 6.1
Office of Outreach and Small Business Liaison 1.3 1.3 1.1
Office of Government Relations 0.5 0.5 0.5
Office of Public Affairs 0.7 0.7 0.8
Office of Internal Oversight and Perf. Assurance 1.7 1.7 1.8
Office of Information Technology 25.0 26.7 27.4
Office of Administration 37.5 38.3 39.9
Total Outlays 250.9 257.7 268.5
Change to Working Capital Reserve, Net of Other Income and
Reconciliations 1.0
Less: Prior Year Registration and Annual Fees 1.5
Total Accounting Support Fees 268.0
Accounting Support Fee - Issuers 232.6
Accounting Support Fee - Broker-Dealers 35.4

2016 2015

$m $m

Program activities 197.8 199.7
Registration and inspections 140.7 141.8
Enforcement 22.1 22.1
Standard setting 8.7 9.5
Economic and risk analysis 15.6 14.9
Board and related activities 10.7 11.4
Supporting activities 51.9 50.4
Administration and general 25.8¢%6 25.6%°
Communications 2.7 2.5
Information technology 23.4 22.3
Total operating expenses 249.7 250.1

64 As per PCAOB’s 2016 Budget by Division/Office.
65 As per PCAOB’s 2016 Annual Report.

66 Included in this amount is $17.0m rent for PCAOB offices at 10 locations around the US for 2016 (2015: $16.9m).
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2005 2004 2003

$m $m $m

Administration and general 13.867 10.657 6.567

Communications 2.1 2.0 0.9

Information technology 22.2 24.0 4.6
Total supporting activities within

operating expenses 38.1 36.7 12.0

The following explanations were included in the PCAOB’s 2003, 2004 and 2005 Annual Reports with regards to the
supporting activities, which provide certain information on the infrastructure and initial set up costs supporting the
regulatory functions:

¢ Supporting activities made up a significant percentage of the PCAOB’s 2003 operating expenses as a result of
the need to establish a corporate infrastructure to support the Board’s program activities.

e The supporting activities include the offices of the Board members and their staffs, the General Counsel’s
Office, Public Affairs, Government Relations, Finance, Human Resources, and Administration. The majority of
these offices were operational for the better part of the 2003.

¢ Also included in supporting activities are costs relating to information technology operating costs for system
maintenance, network support, and depreciation of information technology equipment.

¢ During 2004, the PCAOB continued to build the corporate infrastructure to support the program areas and
amounts expended in 2004 represent the full year operations.

2005 2004 2003

$m $m $m

Technology - program activities 1.7 8.9 4.9
Technology — supporting activities 4.1 6.7 9.1
Furniture and leasehold improvements 6.9 1.8 5.2
Technology development in process 1.6 - -
Total 14.3 17.4 19.2

The following explanations were included in the PCAOB’s 2004 Annual Report with regards to the investments made
into information technology and furniture and leasehold improvements, which provide certain information on the
costs to build operational infrastructure of the organisation:

¢ At 31 December 2005, the PCAOB had established its Washington, D.C. headquarters, seven regional offices
and another regional office for its information technology group.

e The decrease in capital expenditure in 2005 is largely attributable to a decrease in spending on IT infrastructure
for a maturing organisation.

e Software acquisition was a mixture of commercial off-the-shelf products and certain specific proprietary
applications.

¢ For each proprietary system, the PCAOB considered the costs and benefits of making or buying the system,
taking into account the cost, technology, use, and security. In each instance, the PCAOB found that the benefits
of building the system in-house outweighed the benefits of utilising an existing system.

67 Included in these amounts are $5.2m, $3.8m and $2.8m rent for PCAOB offices for 2005, 2004 and 2003, respectively.
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3.3.2 Governing bodies and executive organisation structures

Governing bodies

The following chart provides additional details about the board and the offices and divisions under the board. The
board is the governing body and the directors of the divisions are ‘officers’ that report to the board. Further details
of the organisation structure is not publicly available, however, we understand all divisions and offices report to the
board.

Members of the Board (*)
- James R. Doty (Chairman)

- Jeannette M. Franzel
- Lewis H. Ferguson
- Steven B. Harris

Office of Internal
Office of Office of the Oversight and Office of Research
Administration General Counsel Performance and Analysis
Assurance
Division of
Registrationand
Inspections
) . . Office of Outreach Office of
Office of Government :
Offl:ﬁgift((,:l!uef Relations and Small Business International
Liaison Affairs
Division of " : . . P .
Office of Chief Office of Information . . Center for Economic
Enforcement and Hearing Officer Technology Public Affairs Analysis
Investigations

(*) There is an open seat on the board following Jan Hanson’s resignation.

The PCAOB organization also includes Office of Secretary that oversees the scheduling of the board's open and closed
meetings and preparing and maintaining records of board actions.

Independence considerations

As stated in the Act, the board has five members, ‘appointed from among prominent individuals of integrity and
reputation who have a demonstrated commitment to the interests of investors and the public.” Furthermore, the
members are expected to be knowledgeable of the nature of financial disclosures required of issuers under the
securities laws and of the obligations of accountants who undertake audits of such issuers and issue audit reports.

Two members, and only two members, are to be certified public accountants (CPAs) or have been CPAs previously.
If one of the two CPA members is the chairperson of the board, he or she may not have been a practicing CPA for
at least five years prior to his or her appointment to the board. Members serve on a full-time basis and may not
engage in any other business or professional activity during their service as board members.

Present and former board members and staff are required to comply with the Ethics Codes that, among other
things, includes general principles of ethical conduct, financial and employment interests, outside activities and
post-employment activities. Full rules are available at https://pcaobus.org//Rules/Pages/Ethics Code.aspx.
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The Office of Internal Oversight and Performance Assurance (IOPA) provides internal examination of the programs
and operations of the PCAOB and, in so doing, helps ensure the efficiency, effectiveness, and integrity of those
activities.

IOPA conducts annual and special performance and quality assurance reviews as well as inquiries into PCAOB
functions and programs. IOPA’s goal is to help ensure that the PCAOB does the following:

¢ Identifies and addresses risks to the integrity and effectiveness of programs and operations
« Identifies and implements opportunities to improve the effectiveness and efficiency of programs and operations

* Reports material and other relevant financial, performance, and operating information to the public, Congress,
and the SEC

¢« Complies with applicable laws, regulations, and policies, and promotes and enforces the compliance of PCAOB
employees

¢ Safeguards and uses resources in an efficient manner

¢ Conducts programs and operations to protect and promote the public interest in the integrity of issuer audits.
Following a review, IOPA usually issues a report to the board that includes recommendations.

3.3.3 Inspection

Auditors of Brokers and Dealers - temporary inspection program

Dodd-Frank authorised the PCAOB (Board) to establish a program of inspection of auditors of brokers and dealers.
The law leaves to the Board, subject to the approval of the SEC, important questions concerning the scope of the
program and the frequency of inspections, including whether to differentiate among categories of brokers and
dealers and whether to exclude from the inspection program any categories of auditors.

A temporary rule adopted by the Board and approved by the SEC in 2011, provides for an interim inspection
program while the Board considers the scope and other elements of a permanent inspection program. Under this
temporary rule, the Board is inspecting auditors of brokers and dealers and identifying and addressing with the
registered firms any significant issues in those audits. The Board also expects that insights gained through the
interim program will inform the eventual determination of the scope and elements of a permanent program.

During the interim program, the Board will provide public reports annually on the progress of the interim program
and significant issues identified. In the absence of unusual circumstances, however, the Board will not issue firm-
specific inspection reports before inspection work is performed under the permanent program and will not issue
firm-specific inspection reports on any firms that are eventually excluded from the scope of the permanent
program.

69



Comparative Study on Audit Oversight Functions

Operational bodies in relation to regulatory functions

PCAOB staff of the Division of Registration and Inspections carries out the PCAOB inspection functions. The chart
below illustrates the organisation of the Division of Registration and Inspections.

and Inspection

Division of Registration

Helen A. Munter
(Director)

Broker-Dealer audit
(I;'l:;bal I!e'tlvg:‘rk :_ir:nn Firm Inspection Office of the Director
DEELL °9 Program
John Fiebig Robert Maday Santina Rocca
(Deputy Director) (Deputy Director) (Deputy Director)

Non-affiliated Firm = .
G. Alan Skinner Sarah Williams

(Deputy Director) (Deputy Director)

The PCAOB has inspectors with foreign language skills but not all foreign languages are covered, and in some
cases, the entire inspection team may not be fluent in foreign language. Sometimes local translators may be used.

Firm specific reviews - objective and process

The procedures generally applied to firm-specific reviews are set out below:

a.

70

Review of management structure and processes, including the tone at the top

Procedures in this area are designed to focus on (a) how the firm's management is structured and operates the
firm's business, and the implications that the management structure and processes have on audit performance,
and (b) whether actions and communications by the firm's leadership - the ‘tone at the top’ - demonstrate a
commitment to audit quality. To assess this area, the inspection team may interview members of the firm's
leadership and review significant management reports and documents, as well as information regarding
financial metrics and other processes that the firm uses to plan and evaluate its business.

Review of practices for partner management, including allocation of partner resources and partner evaluation,
compensation, admission, and disciplinary actions:

Procedures in this area are designed to focus on (a) whether the firm's processes related to partner evaluation,
compensation, admission, termination and disciplinary actions could be expected to encourage an appropriate
emphasis on audit quality and technical competence, as distinct from marketing or other activities of the firm;
(b) the firm's processes for allocating its partner resources; and (c) the accountability and responsibilities of
the different levels of firm management with respect to partner management. The inspection team may
interview members of the firm's management and review documentation related to certain of these topics. In
addition, the inspection team's evaluation may include the results of interviews with audit partners regarding
their responsibilities and allocation of time. Further, the inspection team may review a sample of partners'
personnel files.

Review of policies and procedures for considering and addressing the risks involved in accepting and retaining
issuer audit engagements, including the application of the firm's risk-rating system
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The inspection team may consider the firm's documented policies and procedures in this area. In addition, the
inspection team may select certain issuer audits to: (a) evaluate compliance with the firm's policies and
procedures for identifying and assessing the risks involved in accepting or continuing the issuer audit
engagements, and (b) observe whether the audit procedures were responsive to the risks identified during the
firm’s process.

Review of processes related to the firm's use of audit work that the firm's foreign affiliates perform on the
foreign operations of the firm's US issuer audit clients

The inspection team may review the firm's policies and procedures related to its supervision and control of
work performed by non-US affiliates on the firm’s US issuer audits, review available information relating to the
most recent internal inspections of non-US affiliated firms, interview members of the firm's leadership, and
review the US engagement teams' supervision concerning, and procedures for controls of, the audit work that
the firm's non-US affiliates performed on a sample of audits.

Review of the firm's processes for monitoring audit performance, including processes for identifying and
assessing indicators of deficiencies in audit performance, independence policies and procedures, and processes
for responding to defects or potentials defects in quality control:

(i) Review of processes for identifying and assessing indicators of deficiencies in audit performance

- Procedures in this area are designed to identify and assess the monitoring processes that the firm uses
to monitor audit quality for individual engagements and for the firm as a whole. The inspection team
may interview members of the firm's management and review documents regarding the firm’s
identification and evaluation of, and response to, possible indicators of deficiencies in audit
performance. In addition, the inspection team may review documents related to the design, operation,
and evaluation of findings of the firm's internal inspection program, and may compare the results of its
review of audit work to those from the internal inspection’s review of the same audit work.

(ii) Review of response to defects or potential defects in quality control

- The inspection team may review steps the firm has taken to address possible quality control
deficiencies and assess the design and effectiveness of the underlying processes. In addition, the
inspection team may inspect audits of issuers whose audits had been reviewed during previous PCAOB
inspections of the firm to ascertain whether the audit procedures in areas with previous deficiencies
have improved.

(iii) Review of certain other policies and procedures related to monitoring audit quality

- The inspection team may assess policies, procedures and guidance related to aspects of independence
requirements and the firm’s consultation processes, as well as the firm's compliance with these
requirements and processes. In addition, the inspection team may review documents, including certain
newly issued policies and procedures, and interview firm management to consider the firm's methods
for developing audit policies, procedures and methodologies, including internal guidance and training
materials.
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If the inspection team identifies a potential issue, it discusses the issue with members of the engagement team. If
the inspection team is unable to resolve the issue through this discussion and any review of additional work papers
or other documentation, the inspection team ordinarily provides the firm with a written comment form on the
matter and the firm is allowed the opportunity to provide a written response to the comment form. If the response
does not resolve the inspection team's concerns, the matter is considered a deficiency and is evaluated for inclusion
in the inspection report. Audit deficiencies that the inspection team may identify include a firm’s failure to identify,
or to address appropriately, financial statement misstatements, including failures to comply with disclosure
requirements, as well as a firm’s failure to perform, or to perform sufficiently, certain necessary audit procedures.

In some cases, the conclusion that a firm did not perform a procedure may be based on the absence of
documentation and the absence of persuasive other evidence, even if the firm claimed to have performed a
procedure.

After the conclusion of the inspection and after receiving comment form responses, a PCAOB inspection report is
prepared. All inspection reports, once final, are shared with the SEC and the local State Boards of Accountancy.

In addition to the key features of the firm-specific reporting set out in section 2.2.2 above, we also note the
following:

Part 11:
Review of — PCAOB Firm
+ System of — Assessment
Quality Control
(S0QC)

The content of the report

An inspection report may include other non-public parts, such as a discussion of less significant audit deficiencies
not included in Part I and a discussion of the firm’s obligation to consider the need to perform additional audit work
to address the audit deficiencies described in Part L.

The firm may submit evidence to the Director of the Division of Registration and Inspections that the quality control
system has improved and defects are remedied no later than 12 months after the issuance of the Board's final
inspection report.

The PCAOB staff encourages dialogue throughout the 12-month remediation period so that the firm will understand
what the PCAOB expects it to do and can obtain staff input on its efforts before the deadline. Along these lines, the
PCAOB has stated that, for the largest firms, it identifies certain quality control issues that are of greatest concern
and asks the firm to submit, within 60 days after the report date, a written plan for remediating those issues.

The Board notifies the firm of its final determination concerning whether the firm has addressed the criticisms or
defects in the quality control system of the firm identified in the final inspection report to the satisfaction of the
Board.

Quality control criticisms remain non-public if the firm addresses them to the Board's satisfaction within 12 months
after the report date. If a firm fails to satisfactorily address any of the quality control criticisms within 12 months,

the portion of the report discussing the particular criticism(s) is made publicly available.

For engagement findings, the inspection staff could decide that the auditing failure was so serious, that they refer it
to PCAOB enforcement who decides whether or not to open an investigation. As a result, matters that arise during
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an inspection may become a source for an enforcement proceeding, along with other inputs that could lead to
enforcement proceeding.

The timing of the report
There is not a stated period of time for an inspection and there is no requirement with respect to completing
inspection reports.

According to the PCAOB rules, the Director of the Division of Registration and Inspections makes a draft inspection
report available for review by the firm that is the subject of the report. Generally, within the 30 days after the
draft inspection report is first made available for the firm's review the firm submits to the Board a written response
to the draft report. Any firm written response becomes part of the final inspection report.

After receiving and reviewing any response letter the Board may take such action with respect to the draft
inspection report as it considers appropriate, including adopting the draft report as the final report, revising the
draft report, or continuing or supplementing the inspection before issuing a final report. In the event that, prior to
issuing a final report, the Board directs the staff to continue or supplement the inspection or revise the draft report,
the Board may, at its discretion, afford the firm the opportunity to review any revised draft inspection report.

Approval of the report

The Board itself is responsible for approving inspection reports. The draft report becomes final when it is approved
by a majority vote of the Board. After Board approval, the final inspection report is sent to the firm, which has an
opportunity to request SEC review of the report.

3.3.4 Investigation and enforcement

Overview of the stages of the PCAOB disciplinary process is presented as follows:

e Informal Inquiry ¢ Written submission
¢ Formal Inquiry ) by the firm to PCAOB
* Production of in response to the
documents from the notice
audit firms
* Taking of witness
testimony
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PCAOB Rule
5100

Q Where it appears that, or to determine whether, a registered public
th accounting firm or an associated person of the firm may have
engaged in omission or violation of:
(1) any provision of the Act
(2) the Rules of the Board

(3) the provisions of the securities laws relating to the preparation
and issuance of audit reports and the obligations and liabilities
of accountants (including the rules of the Commission)

(4) professional standards

Commencement of an informal inquiry

+ Director of Enforcement and Investigations may request documents,
information or testimony from, or an interview with, any person

PCAOB Rule
5101
: | Q
The Dlrectgr of Enforcement When it appears that a registered public
and Investigations accounting firm or any associated person
+ The Director of Registration engaged in omission or violation of:

and Inspections (1) any provision of the Act
(2) the Rules of the Board
(3) the provisions of the securities laws relating to
the preparation and issuance of audit reports
and the obligations and liabilities of
accountants (including the rules of the
Commission)

+ The PCAOB Board (4) professional standards

Commencement of an

investigation
The Board will issue an order of

formal investigation
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PCAOB Rule 5112 (a) - (c¢) provides guidance regarding the coordination and referral of investigations. Specifically,
5112(a) provides that as soon as practicable after entry of an order of formal investigation pursuant to Rule 5101
that involves a potential violation of the securities laws, the Secretary of the Board shall send a copy of the order to
the SEC, or any staff of the SEC designated to receive orders of formal investigation by the Board, and Board staff
shall thereafter coordinate their work with the work of the SEC's Division of Enforcement, as necessary to protect
any ongoing Commission investigation.

Additionally, PCAOB Rule 5112(b) provides that the Board may refer any investigation to the SEC and, in the case
of an investigation that concerns an audit report for an institution that is subject to the jurisdiction of any other
Federal functional regulator (as defined in section 509 of the Gramm-Leach-Bliley Act), to such regulator.

Finally, PCAOB Rule 5112(c) states that at the direction of the SEC, the Board may refer any investigation to:

(1) the Attorney General of the United States;
(2) the attorney general of one or more States; and
(3) an appropriate State regulatory authority.

See also Rule 6002, which permits the Board to provide assistance to non-US regulators.

Upon the recommendation of the Director of Enforcement and Investigations, or on its own initiative, the Board
may issue an order terminating or suspending, for a specified period of time, a formal investigation. Additionally,
the Board may commence disciplinary proceedings.

The PCAOB does not provide guidance regarding the circumstances under which powers to close or suspend an
investigation are exercised.

The Board may commence a disciplinary proceeding when:

e it appears to the Board, as the result of an investigation or otherwise, that a hearing is warranted to determine
whether a registered public accounting firm/the associated person has engaged in an omission or violation of
relevant laws and regulations

e it appears to the Board, as the result of an investigation or otherwise, that a hearing is warranted to determine
whether a registered public accounting firm, or any person who is, or at the time of the alleged failure
reasonably to supervise was, a supervisory person of such firm, has failed reasonably to supervise an
associated person, as required by relevant laws and regulations

e it appears to the Board that a hearing is warranted pursuant to Rule 5110 - non-cooperation with an
investigation.

All parties against whom the PCAOB has initiated disciplinary proceedings (Respondents) have the right to a
hearing. Hearings may be conducted in person before a PCAOB Hearing Officer or, in some circumstances, may
consist solely of the submission of written materials.

The PCAOB's Rules governing proceedings before a PCAOB Hearing Officer are available at:
http://pcaobus.org/Rules/PCAOBRules/Documents/Section 5.pdf
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Office of the Hearing Officer

When the PCAOB issues an Order Instituting Disciplinary Proceedings charging one or more Respondents with
violations, or when a registration applicant files a request for a hearing, the PCAOB's Secretary assigns a Hearing
Officer to preside over the proceeding and prepare a decision resolving the issues in the case (an Initial Decision).
The Hearing Officer is an attorney who is employed by the PCAOB but is independent of the Division of Enforcement
and Investigations and all other PCAOB Divisions responsible for initiating and conducting proceedings before the
PCAOB. The Hearing Officer serves as an impartial initial adjudicator of disciplinary charges and certain proceedings
involving registration applications.

Right to Counsel

Respondents in a proceeding before the PCAOB are entitled to be represented throughout the proceeding by an
attorney of their choice. The PCAOB encourages all Respondents to consider retaining an attorney. However, the
PCAOB cannot appoint or pay for a Respondent's counsel, and the Hearing Officer presiding over a proceeding and
other members of the PCAOB's staff cannot act as counsel for any Respondent.

Communications with the Hearing Officer

Other than during prehearing conferences or at the hearing itself, no party may attempt to communicate directly
with the Hearing Officer. Instead, all communications have to be directed to the Case Administrator assigned to the
proceeding by the Office of the Hearing Officer.

During a prehearing conference or at a hearing, the parties, including Respondents, may ask the Hearing Officer
questions if they do not understand procedures or rulings, but no party may engage in ‘ex parte communications’
with the Hearing Officer, which are communications with the Hearing Officer about the merits of a case without all
the parties being present.

Filing Required Papers

Unless otherwise directed by the Hearing Officer, parties are required to file all of their pleadings and other papers
electronically by transmitting them as an attachment in Portable Document Format. Additionally, copies of every
document filed in connection with a proceeding must be sent to all parties to the proceeding.

Answers by Respondents

In its Order Instituting Disciplinary Proceedings, the PCAOB may require a Respondent to file an answer to the
allegations. An answer is typically due within 20 days after service upon a party of an Order Instituting Disciplinary
Proceedings, with the exception that an answer is due within 5 days after service upon a party in a case that solely
involves a charge of non-cooperation with a PCAOB investigation.

A Respondent's answer must specifically admit, deny, or state that a party does not have, and is unable to obtain,
sufficient information to admit or deny, each allegation in the Order Instituting Disciplinary Proceedings. Any
allegation that is not denied may be deemed admitted. Respondents must also raise in the answer any affirmative
defences to the charges in the Order Instituting Disciplinary Proceedings or risk waiving those defences.

Default

The Hearing Officer may deem a Respondent to be in default if the Respondent fails to file an answer in a timely
manner, respond to a dispositive motion or appear at a prehearing conference or hearing of which he or she has
notice, or otherwise fails to defend the proceeding. After a default, the Hearing Officer may deem the allegations in
the Order Instituting Disciplinary Proceedings to be true, and may order the relief requested.
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Phases of Proceedings

Proceedings before a PCAOB Hearing Officer typically have a Prehearing, Hearing, and Post-Hearing phase.
(i) Prehearing Procedures

At the outset of a proceeding, the Hearing Officer typically issues a case management order setting forth
procedures that implement and supplement the procedures set forth in the PCAOB's Rules. In addition, the Hearing
Officer schedules an initial prehearing conference with the parties to establish a schedule for the completion of the
proceeding and to set a date for the hearing on the merits. At least one additional prehearing conference is usually
conducted prior to the hearing. Also, the parties are usually required to exchange copies of exhibits and the names
and other information about their witnesses prior to the hearing, and to file prehearing briefs. A party's failure to
comply with the deadlines established in a schedule ordered by the Hearing Officer may subject the party to default
or other consequence short of default (such as, for example, an inability to call a witness at the hearing on the
merits if the party failed to identify that witness in a pre-hearing witness list).

Hearings on the merits are scheduled at the earliest possible date, consistent with the complexity of the case and
the needs of the parties. Most hearings are held in the PCAOB's Washington, D.C., offices, but, upon request by a
party, for the convenience of parties and witnesses, the Hearing Officer may agree to conduct all or a portion of the
hearing at another location.

Rules 5422 to 5426 govern the availability of discovery to the parties during the proceeding. Unless otherwise
ordered, the interested Division is required to make certain documents available for inspection and copying to any
Respondent who is not in default. Additionally, upon a request by a Respondent, the Hearing Officer may order the
interested Division to produce for inspection and copying certain witness statements. Respondents may also
request the issuance of an accounting board demand of a registered public accounting firm or an associated person
of a registered firm, or an accounting board request of another person. Such a demand or request may call for the
attendance and testimony of a witness at the designated time and place of the hearing or for the production of
documentary or other tangible evidence returnable at any designated time or place. The issuance of an accounting
board demand or request is subject to the requirement that such a demand or request is reasonable in scope and
reasonably calculated to encompass, or lead to the discovery of, admissible evidence.

During the prehearing phase, any party may file a written request that the Hearing Officer make a specified ruling
or order (a motion). Only the Hearing Officer (or in circumstances when a motion is being considered by the Board,
the Board) can rule on a motion; the fact that all parties consent to the relief sought does not determine the
outcome. Motions must state with particularity the grounds for the request and the relief that is sought, and must
be accompanied by a written brief of the points and authorities relied upon. Any opposition must be filed within 5
days, and no reply brief may be filed unless permitted by the Hearing Officer. Absent extraordinary circumstances,
the Board will not grant requests for review of any ruling by a Hearing Officer that does not fully resolve all of the
issues and claims in a proceeding.

If there are no material facts in dispute, Rule 5427 permits the filing of a motion for summary disposition, a
procedure that allows the Hearing Officer to resolve the case without the need for a hearing on the merits.

Respondents may, at any time, propose in writing an offer of settlement.
(ii) Hearing Procedures

A hearing on the merits before a PCAOB Hearing Officer is, in many respects, similar to a trial before a judge in a
state or federal court. The Hearing Officer may permit or direct the parties to make opening statements. The
interested Division will present witnesses and offer exhibits first since it has the primary burden of proof. Each
Respondent also has the right to present witnesses and offer exhibits. Any Respondent raising an affirmative
defence will have the burden of proving that affirmative defence. Any party may object to testimony or
documentary evidence on the grounds that it is irrelevant, immaterial, or unduly repetitious. A pro se Respondent
called to testify may also object to answering questions for the same reasons. Any party may cross-examine any
adverse witness.
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At the hearing, a Respondent who is an individual may exercise his or her right guaranteed by the Fifth Amendment
to the Constitution to refuse to testify as to any matter that may tend to be incriminating. However, in a civil
proceeding such as a hearing before the PCAOB, an adverse inference may be drawn from a Respondent's refusal
to answer a question based upon an assertion of the Fifth Amendment's protections.

(iii) Post-Hearing Procedures

Following the hearing, unless otherwise ordered by the Hearing Officer, the parties may submit proposed findings
of fact and conclusions of law and briefs containing legal arguments in support of their positions. The Hearing
Officer then prepares an Initial Decision, including findings of fact, conclusions of law and, if appropriate, sanctions.
The Hearing Officer files the Initial Decision with the PCAOB's Secretary, who sends copies of the Initial Decision to
all parties.

An Initial Decision as to a party becomes the PCAOB's final decision as to that party upon issuance of a notice of
finality. A party may seek Board review of an Initial Decision by timely filing a petition for review, or the Board may
order review on its own initiative. The PCAOB's Secretary will issue a notice of finality as to a party no later than 20
days after the expiration of the time for filing a petition for review of the Initial Decision as to that party, unless
such a petition has been timely filed or the Board has on its own initiative ordered review of the Initial Decision
with respect to that party.

Parties to a disciplinary proceeding (other than a proceeding that solely involves a charge of non-cooperation with a
PCAOB investigation) and parties to a proceeding to determine whether to approve or disapprove a registration
application pursuant to Rule 5500 may obtain Board review of an Initial Decision by filing a petition for review
within 30 days after service of the Initial Decision; parties to a disciplinary proceeding that solely involves a charge
of non-cooperation with an investigation may obtain Board review of an Initial Decision by filing a petition for
review within 10 days after service of the Initial Decision. Respondents who fail to timely file a petition for review
may lose their opportunity to have the Board review the Initial Decision.

If the Board finds, based on all of the facts and circumstances, that a registered public accounting firm or
associated person thereof has engaged in any act or practice, or omitted to act, in violation of the Act, the Rules of
the Board, the provisions of the securities laws relating to the preparation and issuance of audit reports and the
obligations and liabilities of accountants with respect thereto, including the rules of the SEC issued under the Act,
or professional standards, the Board may impose such disciplinary or remedial sanctions as it determines
appropriate, subject to the applicable limitations under Section 105(c)(5) of the Act, including:

1. temporary suspension or permanent revocation of registration;

2. temporary or permanent suspension or bar of a person from further association with any registered public
accounting firm;

3. temporary or permanent limitation on the activities, functions or operations of such firm or person (other than
in connection with required additional professional education or training);

4. a civil money penalty for each such violation, in an amount equal to (i) not more than US$100,000 for a natural
person or US$2,000,000 for any other person; and (ii) in any case to which Section 105(c)(5) of the Act
applies, not more than US$750,000 for a natural person or US$15,000,000 for any other person;

5. censure;

6. requiring additional professional education or training;

7. requiring a registered public accounting firm to engage an independent monitor, subject to the approval of the

Board, to observe and report on the firm's compliance with the rules and provisions set out in PCAOB Rule 5100
as before;
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8. requiring a registered public accounting firm to engage counsel or another consultant to design policies to
effectuate compliance with the rules and provisions set out in PCAOB Rule 5100 as before;

9. requiring a registered public accounting firm, or a person associated with such a firm, to adopt or implement
policies, or to undertake other actions, to improve audit quality or to effectuate compliance with the rules and
provisions set out in PCAOB Rule 5100 as before; and

10. requiring a registered public accounting firm to obtain an independent review and report on one or more
engagements.

If the Board finds, based on all of the facts and circumstances, that a registered public accounting firm, or a person
associated with such a firm, has failed to comply with an accounting board demand, has given false testimony or
has otherwise failed to cooperate in an investigation, the Board may impose such disciplinary or remedial sanctions
as it determines appropriate:

¢ the sanctions described in subparagraphs (1) - (5) of paragraph (a) of this Rule as above;

* requiring a registered public accounting firm to engage a special master or independent monitor, appointed by
the hearing officer, to monitor and report on the firms' compliance with an accounting board demand or with
future accounting board demands; or

« authorising the hearing officer to retain jurisdiction to monitor compliance with an accounting board demand or
with future account board demands and to rule on future disputes, if any, related to such demands.

Sanctions are given to registered public accounting firms and/or associated person(s).
In general, each party pays its own legal fees and costs.

In April 2013 the PCAOB announced that benefits may be available to firms and individuals who offer extraordinary
cooperation in PCAOB investigations. Extraordinary cooperation is voluntary and timely action beyond compliance
with legal or regulatory obligations, including self-reporting of rule violations before they come to a regulator’s
attention, taking remedial action and providing substantial assistance to the PCAOB’s investigation. This could
result in reduced charges or sanctions and in exceptional cases no sanction at all; extraordinary cooperation may
also be noted in announcements of PCAOB disciplinary action.

The SEC may also sanction auditors, in addition to PCAOB sanctions.
With respect to sanctions related to non-cooperation with a PCAOB investigation. The Board may:

e suspend or bar such person from being associated with a registered public accounting firm, or require the
registered public accounting firm to end such association;

* suspend or revoke the registration of the public accounting firm; and

¢ invoke such other lesser sanctions as the Board considers appropriate, and as specified by rule of the Board.
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Appeal

A party may file a motion for reconsideration of a final order issued by the Board. In terms of further recourse,
appeal of the Board’s decision can be made to the SEC. An additional appeal to the US Court of Appeals for the
District of Columbia Circuit is also available following a decision by the SEC.

If a respondent in a contested disciplinary proceeding petitions for SEC review of a Board-imposed sanction (or the
SEC elects to review the sanction on its own), the Act provides that the sanction is stayed pending further action by
the SEC. Normally, SEC review proceedings are public pursuant to Rule 301 of the SEC’s Rules of Practice.
However, the Act prohibits the Board from publicly reporting the sanction unless and until the SEC lifts the stay.
Consequently, the Board does not publish its opinions, orders, and other final actions imposing sanctions before the
SEC has ordered that the stay be dissolved or the opportunity for SEC review has passed. In addition, because of
the stay, the effective date of the sanctions imposed by the Board is different from the date of the Board action
imposing the sanctions.

3.3.5 Oversight responsibility over delegated functions

No further information to present.

3.3.6 Approach to third country auditors
Non-US accounting firms

The PCAOB’s website provides an update as to which registered accounting firms they have not yet been able to
inspect even though four or more years have passed since issuance of an audit report while registered, and the
related jurisdictions. See the following link:
https://pcaobus.org//International/Inspections/Pages/NotYetInspected.aspx

The typical timeline for the non-US accounting firm inspection may be as follows:

Before PCAOB visit
12-14 weeks in advance of PCAOB visit

« Notification to the selected firm

« Information request for policies and procedures relating to
quality control review

« Request for issuer information (issuers, substantial role audit,

Before PCAOB and referral work engagements

Visit

6-8 weeks in advance of PCAOB visit

* Notification of engagement sample selected
« Request for completion of Engagement Profile Form

During PCAOB visit
« Kick-off meeting
*  SQC review and audit working papers review
« Meetings between PCAOB reviewers and engagement
During PCAOB team/firm’s responsible personnel
visit « “Status” meeting

After PCAOB visit
« Comment Forms — written criticisms on engagement work
Draft inspection report

After PCAOB « Final inspection report
visit 12-month remediation submission
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With regards to the conduct of a joint inspection:
Conduct of a joint inspection can vary widely, for example:

e For quality control areas:
- Review of certain work performed previously by the local regulator and reliance on that work.

- Conduct of review performed together with review of same documents and conducting joint interviews
together.

- PCAOB reviewing documents and conducting interviews with observation by the local regulator.
* For engagement reviews:

- Review of work papers together, preparation of joint set of questions, interviews conducted together,
agreement on findings.

- Review of work papers together with the PCAOB taking the lead in most areas.

- PCAOB independently reviews work papers and conducts interviews with observation by the local regulator.

Agreement of the conduct of the joint inspection often depends on the degree of mutual interest. For example:

¢ Component engagements are not of inspection interest or jurisdiction for the local regulator so are only
reviewed by PCAOB.

« ICFR opinion for issuers are not relevant to local regulator so the PCAOB reviews that portion of work
independently (or the local regulator does not have adequate expertise in the ICFR area so the PCAOB will lead
that area.)

¢ Quality controls of independence and compliance with SEC and PCAOB rules are not relevant to the local
regulator so PCAOB performs their own review (or the local regulator does not have expertise in the SEC
independence rules so the PCAOB will lead that area.)
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3.4 Japan
3.4.1 Funding and budget

No further information presently.

3.4.2 Governing bodies and executive organisation structures

CPAAOB

CPAAOB

« Chairperson
» Commissioners (9)

ExecutiveBlreau Office of coo_rdin-ation and « Implements CPA examination
Examination « Investigates and deliberates on
disciplinary actions against CPAs,
etc.

Deputy Director for General
Coordination

« Coordinates general issues of
Executive Bureau

Examination Officer

Office of Monitoring and * Monitors operation of audit

Inspection services of audit firms, etc., and
monitors the appropriateness of
JICPA's operation

Certified Public Audit + Inspects audit firms, foreign audit
Examiner firms and JICPA

Chief Certified Public Audit
Inspector

Certified Public Audit
Inspector

3.4.3 Inspection
Firm specific review methodology

Inspections focus in response to risk and business profile of audit firms:

The CPAAOB adopts a three tier approach when assessing different risks and business profiles among audit firms.
(a) Major audit firms (Four largest networks of firms)

The CPAAOB performs an assessment of the quality of the JICPA’s inspections (every two years) and conducts
thematic reviews and inspections across the international networks of the four largest networks of firms focusing on

issues that are common among the major audit firms such as:

* Revenue recognition
* Accounting estimate
¢ Professional scepticism

¢ Group audit (in particular, communication between principal auditor and overseas component auditors)
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* Engagement quality control review by the JICPA.

In addition, the following issues are covered by the thematic inspections across the audit profession:
e Quality control over local offices

e Audits of financial institutions

¢ Reviews by international networks

¢ Response to domestic and overseas regulatory changes.

The inspections aim not only to ensure compliance with minimum standards required by relevant accounting and
auditing standards, but also seek to promote best practice across the audit profession.

(b) Second-tier large firms
Regular inspections are conducted every three years with a focus on particular issues such as:

¢ Audit engagements which require a higher level of audit expertise, such as financial institutions, collective
investment schemes and globally operating companies

¢« Communication with those charged with governance

¢ Corrective measures in response to the findings identified by the JICPA’s quality control review

¢ Quality control regarding rotation of auditors within the firm

e Group audits (in particular, communication between principal auditor and overseas component auditors)
* Any measures taken nationwide in response to the changes in surrounding environments.

(c) Small and mid-sized firms

A number of deficiencies have been noted among small and mid-sized firms, in relation to quality control around
the acceptance and continuance of audit engagements, corrective measures in relation to the deficiencies identified
by the JICPA and audit engagements with high dependency (more than 15% of the firm’s total revenue).
Inspections are conducted in response to the risk profile of the firms focusing on:

e Capacity for quality control within resource constraints
¢ Expertise and competence of engagement team members

¢ Audit engagements requiring a higher level of audit expertise, such as financial institutions, collective
investment schemes, and globally operating companies

¢« Communication with those charged with governance

¢ Quality control regarding rotation of auditors within firms

¢ Group audit (in particular, communication between principal auditors and overseas component auditors)
* Corrective measures to address deficiencies and weaknesses identified by JICPA’s quality control review.
3.4.4 Investigation and enforcement

No further information presently.

3.4.5 Oversight responsibility over delegated functions

No further information presently.
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3.4.6 Approach to third country auditors

Monitoring of non-Japanese accounting firms

I. Basic Framework

With respect to information gathering and inspections regarding foreign audit firms (‘firms’), the FSA and CPAAOB
will, in principle, rely on such actions by the competent authorities of the firms’ home jurisdictions (‘foreign
competent authorities’), instead of seeking to obtain information from or conducting inspections on firms
themselves, provided that:

(a) Audit and public oversight systems in the firms’ home jurisdictions are equivalent to those of Japan;

(b) Necessary information can be provided by the foreign competent authorities through appropriate arrangements
of information exchange; and

(c) Reciprocity is ensured.
It is a prerequisite for entering into an arrangement of information exchange that the staff of the foreign competent
authorities are subject to professional confidentiality obligations and are prohibited from using the information

beyond predetermined purposes.

In cases where any of the above conditions cannot be met and thus the framework of mutual reliance cannot work,
the FSA/CPAAOB will seek to obtain information directly from audit firms or conduct inspections themselves.

II. Operation of Inspection/Supervision

The FSA/CPAAOB requires firms to submit information and will inspect/supervise these firms following the principles
outlined below. In implementing this framework, however, the FSA/CPAAOB will give due consideration to specific
circumstances surrounding each jurisdiction, including its legal system.

1. Information Submission

The CPAAOB requires firms to report or submit respective information based upon the CPA Act once every three
years in principle, in addition to the information submitted through notification documents. The CPAAOB will, in

principle, notify foreign competent authorities prior to taking such actions.

(1) All firms: overview of the firms, their businesses, and results of inspection/audit quality review conducted by
foreign administrative agencies or similar organisations.

(2) Firms which provide audit and attestation services to the issuers of securities listed in Japan: in addition to
information in II.1(1), information on the firms’ operational control systems, including systems of quality control.

If firms do not provide the required information without any legitimate reasons, the FSA will issue business
improvement instructions after having notified the foreign competent authorities in advance. Alternatively the FSA
may request the foreign competent authorities to take necessary actions against the firms.

Furthermore, the CPAAOB will request the firms to submit the above information on a voluntary basis when
deemed necessary and appropriate.
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2. Selection of firms to be inspected

The CPAAOB analyses the information submitted following the process mentioned in II.1 together with other
information and assess whether to perform further inspections regarding, for example, a firm’s system of quality
control.

When deemed necessary and appropriate in light of the public interest or investor protection, such as in cases
where firms have allegedly made fraudulent or inappropriate attestations, the CPAAOB may conduct inspections of
the firms without going through the process described in II.1. The CPAAOB will, in principle, notify the foreign
competent authorities prior to taking such actions.

3. Implementation of inspection

The CPAAOB generally notifies the foreign competent authorities when it intends to conduct inspections, before it
notifies the firms. The CPAAOB seeks to coordinate its inspections with those of the foreign competent authorities
to conduct inspections simultaneously.

The CPAAOB limits the scope of its inspections to audits required for disclosure under the provisions of the Financial
Instruments and Exchange Act in Japan. With respect to the firm’s system of quality control, the CPAAOB strives to
achieve efficiency of inspections and lessen the burden on firms through this coordination.

4. Provision of inspection report and follow-up

The CPAAOB communicates inspection results to inspected firms by providing inspection reports in Japanese,
together with provisional English translation for reference.

Following the inspection, the FSA requires the inspected firms to submit business improvement plans concerning
issues identified in the inspection reports. When inspections are conducted in cooperation with foreign competent
authorities and collection of the firms’ improvement plans by such authorities are considered to be more effective in
light of public interest or investor protection by Japanese authorities, the FSA may request the foreign competent
authorities to assume the task.

The FSA will monitor the progress of the improvement plans and give instructions to the firms when necessary and
appropriate (hereafter referred to as ‘follow-up’). In cases where follow-up actions taken by the foreign competent
authorities are considered to be more effective in light of public interest or investor protection by Japanese
authorities, the FSA may request the foreign competent authorities to assume the task.

The CPAAOB directly follows improvements in subsequent inspections.
5. Administrative Actions

In cases where firms’ audit and attestation services in Japan are found to be significantly inappropriate, the FSA
issues business improvement recommendations to the firms. When firms do not respond to the FSA’s requirement
to submit improvement plans without any legitimate reasons, or when poor implementation of the improvement
plans are revealed through further inspections for example, the FSA issues business improvement
recommendations to the firms as well. The FSA will, in principle, notify the foreign competent authorities prior to
taking any such actions.

In the above cases, the FSA may request that the foreign competent authorities take actions to ensure the firms’
operational improvement instead of directly issuing business improvement instructions, when it is considered to be
more effective in light of public interest or investor protection by Japanese authorities.

When the firms fail to follow the instructions they have received, the FSA may publicise such failure and the
contents of the instructions. Once such publications are made, the firms’ assurance related to audit and attestation
services will not be considered valid in the Japanese market under the Financial Instruments and Exchange Act
until the FSA publicises that the matters pertaining to the instructions have been rectified.

85



Appendix 1: Glossary



Comparative Study on Audit Oversight Functions

Appendix 1: Glossary

¢ Common Audit Inspection Methodology (CAIM)

e European Audit Inspection Group (EAIG)

e European Economic Area (EEA)

« International Forum of Independent Audit Regulators (IFIAR)
¢ Public Interest Entities (PIEs)

e Statutory Audit Directive (SAD)

¢ Third country auditors (TCAs)

¢ Alternative Investment Market (AIM)

¢ Association of Chartered Certified Accountants (ACCA)
¢ Audit Enforcement Procedure (AEP)

e Auditing Practices Board (APB)

¢ Audit Quality Review (AQR)

¢ Auditor Regulatory Sanctions Procedure (ARSP)

e Case Examiner (CE)

e Case Management Committee (CMC)

¢ Chartered Accountants Ireland (CAI)

¢ Chartered Institute of Public Finance and Accountancy (CIPFA)
¢ Competition and Markets Authority (CMA)

¢ Companies Act 2006 (CA06)

¢ Conduct Committee (CC)

¢ Consultative Committee of Accountancy Bodies (CCAB)
¢ Enforcement Committee Panel (ECP or the Panel)

e EU Audit Regulation and Directive (ARD)

¢ Financial Reporting Council (FRC)

¢ Institute of Chartered Accountants in England and Wales (ICAEW)
¢ Institute of Chartered Accountants of Scotland (ICAS)
¢ Recognised Qualifying Body (RQB)

¢« Recognised Supervisory Body (RSB)

¢ Small and Medium Enterprise (SME)

e Statutory Audit Directive (SAD)
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e Statutory Auditors and Third Country Auditors Regulations 2016 (SATCAR 2016)

¢ Audit Firms Supervision Act (Wta)

¢ College van Beroep voor het Bedrijfsleven (CBb)

¢ Dutch Accounting Standard Board (DASB, Financial Reporting - Raad voor de Jaarverslaggeving)
¢ Financial Markets Authority (AFM)

¢ General Administrative Law Act (Awb)

e Law on Funding of Financial Supervision (Wbft)

¢ Netherlands Institute for Chartered Accountants (NBA)

¢ Samenwerkende Registeraccountants en Accountants-Administratieconsulenten (SRA, network of
independent audit firms)

e American Institute of Certified Public Accountants (CPAs) (AICPA)
¢ Financial Accounting Standards Board (FASB)

« Internal control over financial reporting (ICFR)

« Office of Internal Oversight and Performance Assurance (IOPA)
¢ Public Company Accounting Oversight Board (PCAOB)

e Securities Exchange Commission (SEC)

¢ US Department of Justice (DOJ)

¢ Certified Public Accountants and Auditing Oversight Board (CPAAOB)
e Certified Public Accountants (CPAs)
¢ Financial Services Authority (FSA)

e Japanese Institute of CPAs (JICPA)
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Appendix 2: Library

UK

The FRC's Final Plan & Budget and Levies for 2017/18 https://www.frc.org.uk/Our-Work/Publications/FRC-
Board/Plan-Budget-and-Levies-2017-18.pdf

The FRC’s annual report and accounts 2015/16 https://www.frc.org.uk/Our-Work/Publications/FRC-
Board/FRC-Annual-Report-and-Accounts-2015-16.pdf

Annual key facts and trends report on statistical data on the accountancy profession
https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-Regulation/Professional-oversight/Key-Facts-and-
Trends-in-the-Accountancy-Profession.aspx

Reports on Developments in Audit (specifically 2015/16 full report, 2015/16 overview, February 2017
update, YouGov report: Enhancing confidence in the value of audit 2016)

https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-Regulation/Report-on-Developments-in-Audit.aspx

The AQRT’s inspection scope 2017/18 https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-
Regulation/Audit-Quality-Review.aspx

List of entities the FRC has published in its 2016/17 cycle of inspection for the first time (and it expects to
publish further details of audits reviewed by the AQRT on a quarterly basis at this location)
https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-Regulation/Audit-Quality-Review/AQR-Audit-

Reviews.aspx

Audit firm specific inspection reports 2016 https://www.frc.org.uk/Our-Work/Audit/Audit-Quality-
Review/Audit-firm-specific-reports/Audit-firm-specific-reports-2016.aspx

The list of inspection procedures, known as European Common Audit Inspection Methodology (CAIM), as
published on the European Audit Inspection Group (EAIG)’s website:

https://www.eaigweb.org/index.php?id=4

Audit Enforcement Procedure and various supporting policies and guidance https://www.frc.org.uk/Our-
Work/Enforcement/Enforcement/Supporting-documents-policies-and-guidance.aspx

The full terms of reference are set out in the FRC’s Governance Bible at https://frc.org.uk/FRC-
Documents/Governance-and-Legal/Governance-Bible-June-2016.pdf

Professional oversight responsibilities https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-
Regulation/Professional-oversight.aspx

Oversight of audit https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-Regulation/Professional-
oversight/Oversight-of-Audit.aspx

Netherlands

Overview of the audit oversight system in Netherlands https://www.ifac.org/about-
ifac/membership/country/netherlands and further details at https://www.ifac.org/system/files/compliance-
assessment/part 3/201509-Netherlands-NBA 0.pdf

AFM’s organisational details https://www.afm.nl/en/over-afm/organisatie

AFM’s 2015 annual report
Dutch: https://www.afm.nl/~/profmedia/files/afm/jaarverslag/2015/jaarverslag-2015.ashx
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English: https://www.afm.nl/~/profmedia/files/afm/jaarverslag/2015/samenvatting-jaarverslag-
engelstalig.ashx

AFM’s agenda and priorities for 2016 - 2018, 'Supervision in times of change’
https://www.afm.nl/~/profmedia/files/afm/jaaragenda-begroting/agenda/2016/agenda-2016-2018-

eng.ashx.

Results of the inspection on the quality of statutory audits at the four largest networks of firms (September
2014) https://www.afm.nl/en/consumenten/nieuws/2014/sep/rapport-controles-big4 and dashboard of
change and improvement measures for the audit firms that audit PIEs (2015)
https://www.afm.nl/~/profmedia/files/rapporten/engels/dashboard-2015/dashboard-2015-change-
improvement-measures.ashx

Results of the inspection on the quality of non-PIE statutory audits (November 2013)
https://www.afm.nl/en/professionals/nieuws/2013/nov/onderzoek-niet-oob

Results on the thematic inspection of statutory audits of housing corporations (2012)
https://www.afm.nl/en/professionals/nieuws/2012/dec/big-4-controle-woningcorporaties

NBA's 'In the public interest’ report https://www.accountant.nl/globalassets/accountant.nl/toekomst-
accountantsberoep/in_the public interest summary-and-measures okt2014.pdf

Status of implementation by the AFM and the NBA https://toekomst.nba.nl/ and
https://www.afm.nl/~/profmedia/files/rapporten/engels/dashboard-2015/dashboard-2015-change-
improvement-measures.ashx.

General information on administrative fine https://www.afm.nl/en/over-
afm/werkzaamheden/maatregelen/boete and specific information on administrative fine against Deloitte
https://www.afm.nl/en/professionals/nieuws/2016/mrt/boete-deloitte

Some examples of fines included:
¢ AFM imposes an order for incremental penalty payments on financial adviser Sturz
e BinckBank fined twice by AFM
¢ AFM imposed an administrative fine for failing to notify transactions on time 16 November 2015

Register of third-country audit entities https://www.afm.nl/en/professionals/registers/alle-huidige-
registers.aspx?type=%7b5F004334-7EE7-4381-8D7D-E3EC499BB639%7d

us

PCAOB reports and general statements, including staff brief reports (first one published in 2015)
https://pcaobus.org/Inspections/Pages/PublicReports.aspx and
https://pcaobus.org/Inspections/Pages/default.aspx

PCAOB Annual Reports and Budgets https://pcaobus.org/About/Administration/Pages/default.aspx

PCAOB’s 2015 inspection report on Deloitte & Touche LLP (US firm)
https://pcaobus.org/Inspections/Reports/Documents/104-2016-141-Deloitte.pdf

PCAOB Strategic Plan for 2016 - 2020
https://pcaobus.org/About/Administration/Documents/Strategic%20Plans/2016-2020.pdf

The AICPA’s peer review program http://www.aicpa.org/INTERESTAREAS/PEERREVIEW/Pages/default.aspx

The number of inspections undertaken by the PCAOB according to the Hanson’s speeches
https://pcaobus.org/News/Speech/Pages/03172015 Hanson.aspx and
https://pcaobus.org/News/Speech/Pages/100115 Hanson.aspx

Announcements in relation to disciplinary cases according to the Modesti’s speech
https://pcaobus.org/News/Speech/Pages/Modesti-speech-AICPA-12-7-16.aspx
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US (cont'd)

Publicly available settled disciplinary orders https://pcaobus.org/Enforcement/Decisions/Pages/default.aspx

Publicly available opinions in disciplinary proceedings
https://pcaobus.org/Enforcement/Adjudicated/Pages/default.aspx

PCAOB bylaws and rules (including inspections, investigation and adjudications, international, funding and
governing board) https://pcaobus.org/Rules/Documents/PCAOB-Rules. pdf

PCAOB Ethics Code at https://pcaobus.org//Rules/Pages/Ethics Code.aspx

Japan

IFIAR 2016 member profile
https://www.ifiar.org/IFIAR/media/Documents/General/About%20Us/2016 Member Profile Japan.pdf

Annual Report of the CPAAOB http://www.fsa.go.jp/cpaaob/english/reports/27.pdf

JICPA'’s report on auditing (July 2013)
http://www.hp.jicpa.or.jp/english/about/publications/pdf/PUBLICATION-Auditing2013.pdf

Overall information on JICPA and its activities http://www.hp.jicpa.or.jp/english/about/jicpa/

CPAAOB's audit firms’ monitoring policy for fiscal year 2015 and 2016
http://www.fsa.go.jp/cpaaob/english/shinsakensa/kouhyou/20150707/01.pdf and
http://www.fsa.go.jp/cpaaob/english/shinsakensa/kouhyou/20161221-1/01.pdf

CPAAOB case report from audit firm inspection results (2013 and 2015)
https://www.ifiar.org/IFIAR/media/Documents/IFIARMembersArea/MemberUpdates/2013-Audit-Firm-
Inspection-Results 1.pdf and https://www.ifiar.org/IFIAR/media/Documents/General/About%?20Us/2015-
Audit-Firm-Inspection-Results 4.pdf

FSA’s framework for inspection/supervision of foreign audit firms
http://www.fsa.go.jp/en/news/2009/20090914-2/01.pdf

Recommendations from the ‘Advisory Council on the Systems of Accounting and Auditing’
http://www.fsa.go.jp/en/news/2016/20160308-1/01.pdf
http://www.fsa.go.jp/en/refer/councils/accounting and auditing/material/20160308-1.pdf
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Deloitte

This report has been written in general terms and we recommend that you obtain
professional advice before acting or refraining from action on any of the contents of this
report. Deloitte LLP accepts no liability for any loss occasioned to any person acting or
refraining from action as a result of any material in this report.

© 2017 Deloitte LLP. All rights reserved.

Deloitte LLP is a limited liability partnership registered in England and Wales with
registered number OC303675 and its registered office at 2 New Street Square, London
EC4A 3BZ, United Kingdom.

Deloitte LLP is the United Kingdom affiliate of Deloitte NWE LLP, a member firm of Deloitte
Touche Tohmatsu Limited ("DTTL"), a UK private company limited by guarantee. DTTL
and each of its member firms are legally separate and independent entities. DTTL and
Deloitte NWE LLP do not provide services to clients. Please see
http://www.deloitte.com/about to learn more about our global network of member firms.




