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IFIAR

Regulators get their heads together 

EU REFORM

EC to take action on auditor liability 

Independent audit regulators from  
22 countries participated in the third 
meeting of the International Forum of 
Independent Audit Regulators (IFIAR). 
The Commission de Surveillance du 
Secteur Financier (CSSF) of 
Luxembourg and the Financial Reporting 
Council (FRC) of Mauritius were 
admitted as members, bringing the 
membership up to 24 jurisdictions.

A number of issues were discussed  
at the meeting, including reviewing  
the role of audit regulators in the current 
market turbulence, and it was agreed  
to discuss members’ experiences at  
the next meeting. Members also 
received updates on the steps taken  
in some jurisdictions to examine the 
issues of concentration and choice in 
the audit market. 

A core area of focus for IFIAR is audit 
inspections, and following a successful 
second audit workshop in January 2008, 
a further workshop will be held early in 
2009. This workshop will provide an 
opportunity for the continuing exchange 
of inspection techniques and experiences. 

Members also agreed to keep the 
impediments to information exchange 
between national regulators under 
review, particularly to assess the 
implications of upcoming changes  
in legal requirements in a number of 
jurisdictions. They are keen to be  
able to share information to support 
their supervision, investigation and 
enforcement activities for cross-border 
group audits as well as international 
audit networks.

Other key issues discussed at the 
meeting included: 

Audit quality•	

Foreign auditor registration•	

Issues relating to International •	
Auditing Standards

Dialogue with other international •	
organisations

The IFIAR representatives present 
agreed on the text of a charter for IFIAR 
that members expect to adopt at the 
next meeting, scheduled for September 
this year in Cape Town, South Africa.

The European Commission is expected 
to issue a recommendation imminently 
that calls on member states to allow 
auditors to limit their liability. Currently, 
the limiting of auditors liability varies from 
country to country – Germany allows for 
financial caps, the UK allows for 
proportionality agreements, while France 
does not allow for any liability limitation.

As we identified in the last edition,  
the European Commission carried  
out an independent research project  
into auditor liability reform in 2006. 
Internal markets commissioner Charlie 
McCreevy announced in December  
that the commission recognises the 

evidence in favour of limiting liability  
and will recommend that member  
states bring forward domestic legislation 
that allows auditors to limit their liability.  
The two areas that are thought to  
have received particular focus by the 
commission in reaching its decision  
are: the risk of cataclysmic liability 
claims against audit firms; and the 
attractiveness of the audit profession  
to new entrants. 

A number of European countries,  
which do not currently limit liability,  
are thought to have already started 
considering how to allow for limited 
liability within their legislation. 

POB

Transparent reporting 

ISA 540

Auditing fair values

The Professional Oversight Board  
(POB), one of the seven operating bodies 
of the UK Financial Reporting Council 
(FRC), has recently published statutory 
regulations that require auditors of 
public interest entities to disclose annual 
transparency reports and set minimum 
criteria for those reports. The changes 
became effective for financial years 
starting on or after the 6 April 2008.

This move implements article 40 of the 
European 8th Company Law Directive on 
statutory audit in 2006, which states that 
public-interest entities should ‘publish 
transparency reports within three months 
of the end of each financial year’. Many 
other EU member states have also 
started to implement the requirements. 

Paul George, director of the POB, noted 
that, in addition to improved monitoring 
of the individual public entities, the new 
legislation now in the Companies Act 
would also give those public entities ‘the 
opportunity to differentiate themselves, 
for example by setting out the ways in 
which they achieve high-quality audits’. 

Similar to other standards setters and 
regulators, the IAASB has been 
contemplating whether additional 
standards or guidance for auditors might 
be needed in light of the credit crisis.  
A video conference with stakeholders 
was held in February this year.

The release of the new ISA 540, Auditing 
Accounting Estimates, including Fair 
Value Accounting Estimates, and Related 
Disclosures, is particularly timely – 
although the new standard will not 
become effective immediately. Some 
believe that there may be specific topics 
relating to audit evidence where further 
guidance is desirable – for example, 
whether broker quotes provide sufficient 
evidence when there are no other 
observable inputs to support a valuation.

A working party is being formed to 
investigate the need for, and nature of, 
further guidance. As a first step, a series 
of consultations took place in April to 
learn from audit firms’ experiences 
during the current audit cycle.




