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Foreword

In accordance with legal provisions (Art. 16 AOA),
the Federal Audit Oversight Authority (FAOA) car-
ries out its oversight activities at the state-regulated
audit firms at least once every three years. At the
end of 2010 the first cycle came to an end, which
gives reason to make an overall review and to pro-
vide a summary of the main activities of the author-
ity and of the outlook for the near future.

A major part of the activities of the FAOA over the
last three years consisted of the implementation of
a licensing system for the individuals and firms who
provide legally-prescribed audit services. Up to 31
December 2010, 12,452 individuals and firms had
submitted an application for a licence as auditor,
audit expert or state-regulated audit firm. 1,253
applications were withdrawn while being pro-
cessed. Of the 11,199 applications not withdrawn,
10,748 were licensed provisionally or fully by the
end of 2010. 270 applicants were rejected’. The
remaining 181 applications are currently pending
or in the process of re-classification. The rejection
rate thus amounted to around 2.5%. Around 70%
of the licences granted to individuals relate to the
small and medium-sized enterprise area, for audit
firms it is actually more than 95%.

The licensing process primarily aims to profession-
alise the provision of audit services and stem the
previously widespread «layman audit». It is thus
unsurprising that a certain number of applications
failed to meet all of the legal licensing conditions
(education, professional experience, impeccable
character) and could not be accepted. However,
against this background the rejection rate was, if
anything, at the lower end of expectations.

Meaningful external financial reporting by public
companies is essential to trust in the capital mar-
kets. The oversight of audit firms that audit, or
plan to audit, the entity and consolidated financial
statements of public companies therefore assumes
an important role from an economic point of view.
Currently, 21 (prior year: 28) audit firms are subject
to mandatory or voluntary FAOA oversight. These
firms employ around 3,600 people in the audit
area.
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The first inspection cycle ended in 2010. Although
oversight has been exercised for only three years
and the measures agreed with audit firms are yet to
be completely effective, significant progress could
be noted in the wake of the inspections. The FAOA
sees particular room for further improvement in
the area of professional scepticism and in the strict
compliance with independence requirements. Ad-
ditional potential for improvement exists in the
anti-fraud area. Here, existing auditing standards
should generally be applied with more force and
with audit procedures better tailored to the indi-
vidual case.

The FAQA also sees potential for improving its own
processes. Hence, also in 2011 it will further de-
velop and optimise its oversight processes to satisfy
the needs of its various stakeholders within the lim-
its of the statutory provisions.

The international recognition of its work is a par-
ticular focus of attention for the FAOA. Only if the
oversight authority of the FAOA is recognised inter-
nationally can Swiss public companies raise capital
on foreign stock exchanges without disadvantage.
Relationships with the EU and the USA stand in the
foreground, their capital markets being essential to
Swiss companies. On 5 February 2010 the EU Com-
mission provided Switzerland with an attestation as
to the so-called «adequacy» of the administrative
assistance apparatus. With this the EU gave a green
light to the oversight authorities of its member states
to negotiate over cooperation with the FAOA. In addi-
tion, in its decision of 19 January 2011 the EU recog-
nised the «equivalence» of the oversight system for
auditors and audit firms in Switzerland, and accord-
ingly also the FAOA. Negotiations towards a State-
ment of Protocol between the FAOA and the Federal
Financial Market Supervisory Authority (FINMA) on
the one side and the US audit oversight authority
(PCAOB) on the other have been taking place since
the end of 2008 and are nearing completion. Gen-
eral agreement could be reached between the nego-
tiating delegate teams. Formal signature is pending

' Additionally, contrary to their applications 38 licence applicants
were licensed as auditor rather than audit expert. A total of 308
applications were therefore rejected. See section 1.3 for details.




but should take place in the first half of 2011. Pro-
vided signature does take place the first joint inspec-
tion between the PCAOB, the FAOA and FINMA is
expected to be performed in the first half of 2011.

Looking to the future, it is notable that the causes
of the financial and economic crisis are being ana-
lysed worldwide and means are being sought to
avoid, or at least cushion, the effects of such events
in the future. The auditors followed the financial in-
stitutions and rating agencies in coming into the fo-
cus of the discussions last year. At the national level,
given that the crisis occurred mainly in the finance
sector, FINMA has announced that it will optimise
its inspection procedures further. The FAOA supports
this approach. The division of company and over-
sight law inspections at the financial institutions,
which has been discussed against this background,
makes sense in the view of the FAOA. Only so can
the oversight of audit firms be unified and interna-
tional cooperation with foreign audit oversight au-
thorities be simplified.

At the international level, the EU Commission’s
Green Paper of October 2010 has caused lively de-
bate recently. The FAOA will follow the international
discourse with interest. It is imperative, however,
that premature conclusions concerning the crisis and
rash impulsive actions are avoided. The aim should
rather be to enforce existing regulations forcefully
and consistently. The inspection of state-regulated
audit firms by the FAOA contributes significantly to
safeguarding and raising the quality of audit services.

In connection with licence applications and the in-
spection of state-regulated audit firms, the FAOA
finds repeatedly that legal and professional inde-
pendence requirements have not been observed
adequately. In 2010 the FAOA again had to object
to various breaches, some serious. There is a need
for further action here and the FAOA will seek dis-
cussions with the professional organisations in this
regard. To avoid loss of public faith in the profession
it is important that appropriate measures are identi-
fied.

«The international recognition of its work is a
particular focus of attention for the FAOA.»




In the licensing area the FAOA will enter quieter wa-
ters upon completing the final review of provisional
licences. In 2011 the main task will be to process
new incoming applications in order to issue the re-
spective first-time licences. The renewal of existing
audit firm licences will begin only as from the end
of 2012. In the future the inspection of state-reg-
ulated audit firms, together with related questions
concerning international cooperation, will form the
main activity of the FAOA.

14 February 2011

Prof. Hans Peter Walter
Chairman of the Board of Directors
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Chief Executive Director

Frank-Oliver Schneider, Executive Director (on the left), and
Hans Peter Walter, Chairman of the Board of Directors of the FAOA.



1 Licensing
1.1 Provisional licences

Those who submitted their licence application to the
FAOA between 1 September 2007 and 31 Decem-
ber 2007 were licensed using a two-stage process:
At the first stage a summary check was made as to
whether licensing requirements were met. Only in
obvious cases were applications rejected at this stage
of the process. The remaining applications were only
checked in detail at the second stage to determine
whether they met the licensing requirements (Art. 43
AOA and Art. 47 AQO).

Almost all the remaining ca. 10% of licence applica-
tions originally accepted on a provisional basis were
assessed definitively in 2010. The licensing process
was thus basically completed in the reporting year.
At the end of 2010, a total of 10,528 individuals and
firms held the full FAOA licence.

A few applications could nevertheless not be as-
sessed finally. As at 31 December 2010 around 220
individuals and audit firms were licensed on a provi-
sional basis as before. This had various causes:

— A portion of the applications are subject to appeal
before the Federal Administrative Court (FAC) and
the Federal Supreme Court? and can therefore be
finalised, or at least taken further, only when the
respective court reaches a decision.

— Another portion of the applications depend indi-
rectly upon the outcome of such appeals. A case
where the licensing of an audit firm depends
upon the licensing of the owner comes to mind.
It can also be that the courts have to determine
the licensed status or competence of an individual
responsible for supervision. It follows that applica-
tions from auditors claiming professional experi-
ence under the oversight of this individual cannot
be finalised. Furthermore, the FAOA is expecting
the FAC to make precedent rulings as regards one
or the other question, each of which will be ap-
plicable to other pending applications. Depend-
ing on the circumstances, the processing of the
affected applications is suspended until the prec-
edent ruling is made.

— In part, the need for an extraordinary amount of
clarification also led to longer processing time. In-

dividuals with foreign educational qualifications,
whose equivalence to one or more Swiss diplomas
has to be checked (Art. 4 para. 2 indent d AOA),
come to mind. It is not uncommon for the FAOA
to be dependent upon information and documen-
tation from abroad, which can lead to consider-
ably extended processing times.

The FAOA is endeavouring to reach final decisions
on the remaining provisionally licensed individuals
and firms as soon as possible. As explained, how-
ever, the FAOA has either no or limited influence on
the timing of the final assessment in many cases.

The completion of the final checks on provisional li-
cences has also affected the number of FAOA staff.
As expected, the workload in the licensing area re-
duced significantly following the processing of the
majority of licence applications. Staff numbers are
therefore reducing (see Appendix 1).

1.2 New licence applications

As all provisionally approved licence applications
have, with very few exceptions, been decided upon
finally?, the transition from old to new law is basically
completed.

The FAOA continues to receive many new licence
applications. An increase in licence applications is
particularly noticeable upon the completion of ex-
aminations qualifying for a licence under the AOA.
In the reporting year a total of 744 new applications
for licences were submitted. In 2008 and 2009 it was
1,886 and 1,088 respectively.

With the expiry on 31 August 2009 of the transitional
provisions concerning the requirements of individuals
qualified to supervise (Art. 43, para. 4 and 5 AOA),
professional experience can now be acquired solely
under the oversight of individuals who themselves
hold the required licence. For professional experience
acquired before the above-mentioned date, the less
stringent requirements regarding individuals qualified
to supervise still apply.

2 f. Adjudications of both courts in 2010 - section 4.
3 Cf. Section 1.1.




1.3 Statistics

The statistics regarding licensed individuals and audit
firms as at 31 December 2010 are as follows:

-
31.12.2010
Individuals 29 72 627
Sole proprietorships 4 9 106
Audit firms 36 64 m 679
State-regulated audit firms 0 6 - 22
Total provisional licences 69 151 1434
Individuals 2 031 5121 - 6 357
Sole proprietorships 372 441 - 670
Audit firms 797 1751 - 1910
State-regulated audit firms 0 15 6
Total full licences 3200 7 328 - 8943
Total licences 3 269 7 479 - 10 377
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As per 31 December 2010, the statistics regarding
the application processes which resulted in a negati-
ve outcome for the applicant are as follows*:

Individuals
Type of decision Case category

Non-receipt of application  Duty to assist No documentation submitted
Application rejected Duty to assist Incomplete application 46 19
Swiss education Qualification not as per Art. 4 44 18
para. 2 indent a—c AOA
Professional experience Insufficient supervised professi- 33 0
onal experience
Lack of professional experience 28 25
in audit
Character Infringement of independence 9 0
Convictions under civil or crimi- 7 0
nal law
Audit without a licence 3 0
Financial situation 2 0
Deficient auditing 1 10
Applicants with Qualification not as per Art. 4 6 0
foreign education para. 2 indent d AOA
Lack of reciprocity 9 0
Lack of knowledge of Swiss law 5 8
Rejection as audit expert,  Professional experience Insufficient professional experi- 38 16
but licensed as auditor ence or, as the case may be, su-
pervised professional experience
Licence withdrawal Character Infringement of independence 4 0
Audit without a licence 1 0
Bankruptcy and concealment of 1 2

convictions under civil law

Total decisions against individuals 242 100

4 Pending appeals not included. Determining factor is therefore
the status of the licensing process within the Register of Auditors
as per the end of 2010.
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Audit firms
Type of decision Deficiency Case category %

Non-receipt of application —
Application rejected Duty to assist
Quality assurance system

Quorum not achieved

Rejection as audit expert, Quorum not achieved

but licensed as auditor

Licence withdrawal Quorum not achieved

Total decisions against audit firms

Overall total of negative decisions

Depending on the circumstances it may prove unrea-
sonable to reject a licence application or withdraw a
licence on the grounds of a character-related breach
of standards. In such cases, the FAOA can also issue
the fallible individual with only a warning. To the end
of 2010 the FAOA had identified 90 such breaches®.
In 62 proceedings, that is in approximately 70%
of cases, the FAOA issued a warning. In the other,
approximately 30% of proceedings (28 cases), the
licence application was rejected or the licence was
withdrawn for a limited or unlimited time period. In
half of the cases referred to (45) the FAOA's action
was prompted by breaches of auditor independence.

1.4 Applicants with foreign educational quali-
fications
1.4.1 Equivalence of educational qualifications

The processing of applications from individuals with
foreign educational qualifications was one of the
more complex licensing activities of the FAOA dur-
ing the reporting year”. In 2007 and 2008 many of
these individuals were granted a provisional licence
provided that their qualifications were, at first sight,
comparable with recognised Swiss qualifications.
Furthermore, the question of reciprocity could not be
answered definitively as part of the summary checks
performed. During the reporting year the FAOA has,
in a second step, checked in detail whether all licens-
ing requirements have been met and whether a full
licence can be granted.
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Incomplete application 4 6
No documentation submitted 1 1.5
Non-compliance with Art. 6 53 80
AOA
Non-compliance with Art. 6 7 11
AOA
Non-compliance with Art. 6 1 1.5
AOQA

66 100

The FAOA decides whether a foreign educational
course is equivalent to a Swiss one according to ad-
ministrative discretion. However, this discretion re-
lates solely to the question of whether the foreign
educational qualification is equivalent to one of the
Swiss qualifications listed as part of a definitive cata-
logue within the law. It follows that the list of recog-
nised qualifications is also definitive in international
terms. To date the FAOA has judged the following
qualifications to be equivalent (position as at 31 De-
cember 2010):

> 50 cases related to sole proprietorships where the owner did
not hold the appropriate licence. The licensing processes for the
owner and respective sole proprietorship are amalgamated and
dealt with together.

No statistics are available regarding the number of cases in which
applicants abstained from commencing activities or asked for the
licensing process to be discontinued.

Foreign licence applicants who hold a foreign educational quali-
fication equivalent to a recognised Swiss qualification (Cf. Art. 4
para. 1 indent a to c AOA), have appropriate professional experi-
ence and can demonstrate the necessary knowledge of Swiss law,
satisfy the educational and professional experience conditions, in
so far as this is provided for in a state treaty with the country of
origin or the country of origin grants reciprocity (Art. 4 para. 2
indent d AOA).



Australia Graduate Diploma
Germany Bestellungsurkunde Wirtschaftsprufer
France Dipléme d'études supérieures comp-

tables et financiéres und Dipléme
d'expertise comptable

Great Britain Chartered/Certified Accountant

Italy Dottore commercialista

India Chartered Accountant

Netherlands Registeraccountant

Norv\/ay Studiet i revisjon (registered auditor, state
authorised auditor)

Austria Bestellungsurkunde Wirtschaftsprufer

Sweden Approved / Authorised public accountant

1.4.2 Required knowledge of Swiss law

Alongside equivalent educational qualifications and
adequate professional experience, the licence appli-
cant must evidence having the knowledge of Swiss
law necessary to audit a Swiss company. Following
a change to the AOO, since 1 December 2010 ap-
plicants can produce this evidence more simply. They
are no longer required to complete an FAOA-ap-
proved training course. The necessary knowledge of
Swiss law can now be evidenced solely by passing an
examination whose regulations are recognised by the
FAOA. The examination can be taken in all the official
languages of the Confederation and, if requested, in
English (Cf. Art. 6 and 34 AQO).

The FAOA will ask provisional licence holders who
have yet to evidence the necessary knowledge of
Swiss law to sit the exams at the first examination
date in 2011.

1.4.3 Reciprocity with respect to Swiss educa-
tional qualifications

Reciprocity constitutes a further important licensing
requirement. The holder of a foreign diploma can
be licensed in Switzerland only if the holder of an
equivalent Swiss diploma would also be licensed
in that person’s home country. Reciprocity can be
created by state treaty. At the present time treaties
exist with the EU and EFTA member states®. These
agreements ensure that the reciprocity licensing con-
dition is met, provided that the licence applicant is
actually licensed in an EU or EFTA country or would
fulfil the conditions for such a licence. No state trea-
ties exist with other countries, as far as is known.

Reciprocity does not necessarily require the ex-
istence of a relevant state treaty however. In or-
der for a diploma obtained in a country without
a state treaty with Switzerland to be recognised,
Art. 4, para. 2, letter d AOA requires only that the
country of origin grants reciprocity. Reference is
thereby made to so-called substantive reciproc-
ity, which need not necessarily be assured through
state treaty but can also be assured through low-
er levels of law or through legal precedence®.

The principle of reciprocity is a general basic prin-
ciple of international law that allows a country to
make its behaviour dependent on the behaviour of
another country, where the other country behaves
towards it in the same way in the same situation
(BGE 109 Ib 168, E. 5). In the present case this re-
lates to the freedom of professionals to access the
audit services market. The relationship of foreigners’
rights and obligations as regards access to the audit
market must be comparable between the two coun-
tries. The reciprocity requirement aims to ensure
that those holding Swiss educational qualifications
have the possibility to establish themselves abroad.
In contrast to the other licensing conditions of the
AOQA, the requirement for reciprocity is of an eco-
nomic rather than trade regulation character. Given
this objective, it is sufficient when the responsible
foreign authority actually licences auditors with
Swiss diplomas under certain conditions, on a case
by case basis and according to their own discretion.

8

Freedom of movement agreement with the EU of 21 June 1999,
SR 0.142.112.681, und EFTA-Agreement of 4 January 1960, SR
0.632.31

9 Cf. Federal Council message of 23 June 2004, BBI 2004, 4082
f., on cross-border oversight activities.

11
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In assessing whether reciprocity exists the question is
not whether a Swiss diploma holder has access to the
audit market, as such, but rather whether they are per-
mitted to act as lead auditor and sign audit reports.
In Switzerland it is possible for individuals without an
FAOA licence to assist on audit mandates in a less re-
sponsible capacity. They cannot, however, act as lead
auditor or sign an audit report, as this requires a licence
from the oversight authority (Art. 6 para. 1 indent c.
AOA in conjunction with Art. 728b para. 2 section 3
and Art. 729b para. 2 CO).

Except in the case of EU and EFTA states the ques-
tion of reciprocity has been considered only where it
has arisen specifically as part of a licence application.
Investigations to date have shown that Australia and
India grant reciprocity to Swiss certified account-
ants. In contrast, educational qualifications obtained
in the USA and Canada cannot be recognised due
to lack of reciprocity. Investigations are continuing
with respect to reciprocity with Argentina, Algeria,
Belgium, Mexico, Peru, the Philippines, Portugal and
Russia.

The following options are currently available to a li-
cence applicant holding an educational qualification
from a country which does not grant reciprocity to
nevertheless possibly obtain a licence:

— Simplified access to the Swiss certified account-
ant examination: Detailed information regarding
the conditions and modalities are shown on the
website of Educaris AG™°.

— Obtaining membership of the Association of
Chartered Certified Accountants (ACCA)" or the
Institute of Chartered Accountants in England and
Wales (ICAEW)'2: Membership is conditional upon
passing all necessary examinations and any addi-
tional examinations necessary to obtain so-called
«signing rights» in the EU. Where Mutual Rec-
ognition Agreements with the ACCA or ICAEW
allow for simplified access these are also recog-
nised. It is not necessary to be actually registered
in the relevant EU country. Lack of professional
experience in the EU country can be compensated
for through appropriate professional experience in
Switzerland. Since the ACCA and ICAEW diplo-
mas are foreign qualifications the other require-
ments of Art. 4 para. 2 indent d AOA, and in par-
ticular evidence of knowledge of Swiss law'3,must
also be met.
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1.5 Audit firms
1.5.1 Joiners and leavers

An audit firm can be licensed as an audit expert or audi-
tor if it fulfils certain organisational requirements (Art.
6 para. 1 indent a—c AOA): The majority of the mem-
bers of the highest supervisory or governing body (for
a limited company this is, as far as it exists, the Board
of Directors) and of the executive body (for a limited
company this is, as far it exists, the Executive Board)
must hold the relevant licence. In addition, one fifth of
the individuals providing audit services must hold the
relevant licence. Finally, all lead auditors or, as the case
may be, firm owners must hold the appropriate licence.

It follows that when licence holders join or leave
this can have a direct impact on the licence of the
audit firm. Under certain circumstances the licens-
ing requirements may no longer be met or the type
of licence may be incorrect. Personnel changes can
also affect the quality assurance system (Art. 6 para.
1 indent d AOA): The functioning of such a sys-
tem is based on the premise that at least two indi-
viduals hold the same licence as the audit firm itself.
Where this requirement is no longer met the audit
firm must subscribe to a system of external qual-
ity assurance assessment on or before 31 August
2013™. On the other hand, where an audit firm has
had only one member of staff to date but appoints
another member of staff with the same or superior
type of licence, the firm must start operating and
documenting an internal quality assurance system.

Should an audit firm no longer meet the above re-
quirements the FAOA can withdraw its licence for a
limited or unlimited period. If it is possible to restore
compliance a warning of possible licence withdrawal
is to be made (Art.17 para. 1 AOA).

In order that the FAOA can carry out its duties effi-
ciently and in timely manner it is vital that licensed
individuals and firms update their register entries on
a continual basis™.

10
"

www.educaris.ch/dynasite.cfm?dsmid=92321

www.accaglobal.com

12 www.icaew.com

13 Section 1.4.2.

14 So-called «Peer Review», Cf. Art. 9 and 49 AOO as well as FAOA
Activity Report 2009, section 2.10.

15 Cf. also section 1.6.



1.5.2 Restructuring

The licence of an audit firm under the AOA repre-
sents a regulatory authorisation which is granted ad
personam to an audit firm on the basis of its specific
structure. Therefore, it is generally not possible to
transfer a licence from one audit firm to another. In
certain cases, however, the need to transfer a licence
from one audit firm to another may be justified. In
particular, this could arise in the context of restruc-
turing and thus include mergers, demergers, conver-
sions and asset transfers.

In each case the transfer of a licence requires the
prior approval of the FAOA. The approval of the li-
cence transferred ensures that when the relevant en-
try is made in the Commercial Register the licence is
also transferred to the transferee firm. Time gaps or
other transitional problems can thereby be avoided
and it is ensured that audit services can be provided
without interruption’®.

There is no right to transfer a licence. In particular,
the FAOA will not approve a transfer if this repre-
sents an attempt to sell the licence. It is forbidden to
trade FAOA licences. In particular, it is not possible to
use such means to reduce the waiting that accrues
with new applications. Thus, for example, a licence
can be transferred as part of an asset transfer only
where the transferring audit firm transfers its entire
audit activities, be it the whole firm or part of the
firm.

The approval to transfer a licence to another audit
firm naturally assumes that the recipient firm also
fulfils the licensing requirements of Art. 6 AOA. As
mentioned, the approval of the FAOA is generally
to be obtained in advance as there is otherwise a
danger that the licence cannot be transferred on
time. The information and documentation required
to check the transfer can vary from case to case;
basically, however, it is the same as the information
and documentation required for a new application,
with additional relevant information regarding the
(planned) restructuring.

If the firm receiving the licence fulfils all licensing
requirements the respective register entry must be
amended by the licence holder. After this, the FAOA
transfers the licence to the applicable firm under
its existing register number and records this in the
public Register of Auditors. At the same time the
former licence of the transferring firm is removed
and the respective entry in the Register of Auditors
deleted. There can be variations to this procedure in
special cases. This could apply, for example, where a
sole proprietorship converts to a corporate body, or
where a simultaneous change to the type of licence
is planned.

Whether, and to what extent, fees are charged for
a licence transfer depends on the related work. Any
such fees are charged to the transferee firm.

16 Regarding the consequences of an audit without a licence see
section 1.7.

13




14

1.6 Reporting and disclosure requirements

The experience of the FAOA suggests that the main-
tenance of the Register of Auditors by licensed indi-
viduals and audit firms could often be improved. It
is observed repeatedly that the data entered is not
kept up to date subsequent to licensing. This can
lead to problems, for instance, where an individual
changes their e-mail address, street address or em-
ployer as the FAOA may no longer be able to contact
them. The new contact details must be obtained in
other ways. If it is not possible to do this at reason-
able cost the licence holder must accept any possible
disadvantages that arise.

Similar problems arise with audit firms. Outdated
contact details make it difficult for the FAOA to
deliver important information regarding licence re-
newal'. The problem may additionally arise that cur-
rent staff numbers or changes to the composition
of management bodies are not communicated on a
timely basis'®.

It should be remembered that licensed individuals
and firms are subject to various reporting and noti-
fication requirements (Art. 15 para. 3 AOA, Art. 13
para. 1 AOO). State-regulated audit firms are subject
to a further-reaching reporting requirement (Art. 14
para. 2 AOA). Changes in circumstances relevant to
oversight are to be notified to the FAOA within 10
working days by way of an electronic entry in the rel-
evant licence application. Contravention of report-
ing and notification duties is punishable by law (Art.
39 AOA, Art. 45 AOO)™.
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The FAOA tests whether data is current based on
its own findings and third party reports. A complete
test of the relevant information will be made at the
time of licence renewal, following the end of the ini-
tial five year licensing period?°.

17 Cf. section 1.9.

18 Cf. section 1.5.1.

19 Contraventions of reporting and notification duties can be sub-
ject to a fine of up to 100000 Swiss Francs and represent con-
traventions of audit law. Alongside possible consequences under
criminal law, repeated or, as the case may be, serious contraven-
tions of audit law can also have consequences under admin-
istrative law and, for individuals, can affect the assessment as
to whether that individual assures the proper conduct of audit
activities. Contravention of reporting and notification duties by
audit firms likewise calls into question whether the firm'’s quality
assurance system meets legal requirements and operates effec-
tively.

20 Cf. section 1.9.




1.7 Auditing without a licence
1.7.1 Consequences under criminal, administra-
tive and civil law

Although the new audit law has been in force
since 1 September 2007 and 1 January 2008 re-
spectively, the FAOA still encounters cases where
audit services have been provided without a li-
cence or without the appropriate licence?'. The
licences required for audits subject to special law
are shown in Appendix 4.

Providing audit services without a licence can have
serious consequences for the audit firm, the lead
auditor and the audited company under criminal,
administrative and civil law??:

— The provision of audit services without a licence
is a criminal offence (Art. 40 para. 1 indent a and
para. 2 AOA). The penalties are imprisonment of
up to 3 years or a fine of up to 1 million Swiss
Francs for deliberate acts and a fine of up to
100,000 Swiss Francs for negligent acts. Where
the FAOA learns of criminal actions it is legally
obliged to inform the responsible cantonal crimi-
nal prosecution authorities (Art. 24 AOA).

— A breach of the criminal provisions of the AOA
raises the question as to whether the lead auditor,
as the individual responsible, remains of an impec-
cable character and accordingly assures the proper
conduct of audit activities. The FAC decided that a
licence applicant who had audited 17 limited com-
panies without a licence was rightly not granted a
licence®.

— Where a company body does not exist or is not
correctly constituted a shareholder, creditor or the
Company Registrar can ask the courts to take nec-
essary measures (Art. 731b CO). Where the audi-
tor does not meet the legal requirements regard-
ing qualification and independence this would
also be regarded as «incorrectly constituted». The
qualification to act as auditor results from hold-
ing a licence from the FAOA. An auditor without
a FAOA licence, or with the incorrect one, repre-
sents a deficient body under the meaning of Art.
731b CO. This applies also to an auditor who has
the correct FAOA licence but does not, or no long-
er, meets the legal requirements to act as auditor.
Thus there is a legal right to demand the correc-
tion of this situation.

— A valid shareholder resolution to approve the
statutory and consolidated financial statements
and the appropriation of profit requires the avail-
ability of the auditor’s report. If the report is not
available the resolution is null and void. It is gener-
ally agreed that an audit report issued by an unli-
censed or inadequately licensed auditor is invalid
and that resolutions based on this are null and
void.

— Remediating the consequences of an invalid audit
report or a general shareholders’ meeting reso-
lution which is null and void involves many legal
problems. These problems and the effort and cost
that result can lead to legal action against the au-
ditor (Art. 755 CO).

1.7.2 Reconciliation of registers

In 2010 steps were taken to reconcile the FAOA
Register of Auditors with the cantonal Commercial
Registers. The aim is to filter out those audit firms
that are registered in the Commercial Registers but
do not hold a FAOA licence.

The reconciliation of registers is expected to be com-
pleted and evaluated early in 2011. Following this
the FAOA will ask the respective firms to comment
and clarify whether audit services have been provid-
ed without a licence.

21 Cf. also Activity Report 2009 section 2.8.

22 Cf. to the following: Reto Sanwald / Loris Pellegrini, Auditing
without a licence, consequences under criminal, administrative
and civil law: Schweizer Treuhdnder 2010, 640 ff. (German ver-
sion), 650 ff. (French version), respectively: TREX 5/2010, 294 ff.
(German version), 301 ff. (French version).

23 Cf. section 4.4.2.
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1.8 Infringement of independence

The FAOA still encounters many infringements of in-
dependence (Art. 728 and Art. 729 CO) in practice.

The FAC has decided that disregard for independ-
ence requirements represents a severe violation of
an auditor’s duties. Such violations adversely affect
professional character and good repute and cast sig-
nificant doubt on credible conduct and compliance
with responsibilities. They are therefore of relevance
to professional character?®. The FAC also gave its
views on various specific scenarios in which auditor
independence was infringed?.

1.9 Outlook in the licensing area

In contrast to individuals, audit firms are licensed for
a period of only 5 years (Art. 3 AOA). The next large
« wave » of licence applications is therefore to be
expected in 2013. As from that year licence renew-
als will be pending for around 3,400 audit firms. The
FAOA will inform the affected firms about the pro-
cess at the appropriate time.

After its first few years of operation the FAOA has
noted that the electronic data processing system
currently used for processing and issuing licences
requires further development. It will therefore be
decided whether to enhance the current system
with additional functions or to acquire a new system
altogether. Functionality, alongside cost, is a prime
consideration. The modernisation of the IT system is
linked to the following developments:

— In order to minimise administrative effort the
government administration is striving to create
streamlined and economic processes for affected
individuals and firms. The current FAOA system is
already advanced in this respect. Even so, there is
also potential for improvement here: For instance,
in the future it should be possible to process all
licence applications and correspondence with the
FAOA electronically.

— Likewise, in connection with the reduction of the
administrative burden on firms and the efficient
use of data within the government administration,
the National Assembly and Council of States decid-
ed in mid-2010 to introduce a uniform company
identification number. As from the enactment of
the relevant government law on 1 January 2011,
each firm in Switzerland will receive a unique com-
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pany identification number on a successive basis.
Moreover, by the end of 2015 the numerous iden-
tification numbers used within the government
administration (company register number, value
added tax number etc.) will have been gradually
replaced by the company identification number.
The introduction of the company identification
number will therefore also involve changes for the
FAOA and the Register of Auditors. Particularly af-
fected will be the current FAOA « 500'000 » num-
bers, as used for licensed audit firms. They will be
replaced with company identification numbers by
the end of 2015 at the latest.

24 FAC Decision No. B-7348/2009 of 3 June 2010, E. 10, and No.
B-4137/2010 of 17 September 2010, E. 4.
25 Cf. Section 4.4.4.



2 Oversight

2.1 Introduction

In 2010 the oversight activities of the FAOA were
influenced by the difficult global economic develop-
ments of the previous year. The economic and finan-
cial crisis left clear traces in the financial statements of
many Swiss public companies?s.

Many public companies were impacted by the eco-
nomic situation in 2009, in terms of revenue and earn-
ings growth on the one side and financing needs on
the other. In a few cases events or conditions threw
significant doubt on the ability of the company to con-
tinue as a going concern. Instances of material uncer-
tainty as regards questions of financing and the ma-
terial assumptions and estimates used in determining
significant valuations were also observed. The higher
levels of uncertainty affected the reports of state-reg-
ulated audit firms. In 2010 it was reflected particularly
in an increased number of modifications to audit re-
ports. The FAOA reacted to the above changes and
focused on the appropriate high risk audit areas in the
2010 inspections?’.

The completion of the 2010 inspections ended the
first three year inspection cycle of the FAOA?. The
most important findings from this were presented at
the FAOA Seminar in Berne on 17 November 2010. A
pertinent summary can be found in section 2.3.

The completion of the first cycle provides the FAOA
with the opportunity to review its inspection proce-
dures once more. In a quest to improve such proce-
dures continually and to meet the needs of its various
stakeholders as far as legally possible, the FAOA will
optimise its inspection procedures further in 2011.
Where allowed by the assessment of risk for the in-
dividual state-regulated audit firms, the quality assur-
ance system inspection (firm review) will involve, to
a greater extent, the rotation of key areas reviewed
based on a multi-year plan. The inspection of the
quality of audit services (file review) will continue to
be focused clearly on areas of high audit risk. With
a view to the duration of the inspection and in order
to reduce this timeframe, the FAOA will endeavour to
issue its draft inspection report within two months of
completion in the case of routine inspections?.

[t is a further aim of the FAOA that noted deficiencies
are remedied or, as the case may be, addressed with
effective remedial measures as soon as possible. With
respect to the file review, more extensive measures
will be demanded in the future. Henceforth, where
file review findings potentially impact the audit opin-

ion on a set of financial statements, the FAOA will
require the audit firm to confirm its continued belief
that sufficient appropriate audit evidence exists to
support the audit opinion and that the audited finan-
cial statements comply, in all material respects, with
relevant accounting standards. Additionally, in line
with international standards the audit firm will also be
required to perform additional audit procedures and/
or supplement the audit evidence within the working
papers in order to provide proper evidence of the au-
dit procedures performed.

In October 2010 the FAOA published its existing Over-
sight Concept®®. The aim of the publication is to cre-
ate transparency and to provide interested members
of the public with a deeper insight into the oversight
activities of the FAOA. It should also better illustrate
the inspection process to audit firms interested in a
licence as a state-regulated audit firm.

The FAOA supports state-regulated audit firms in mov-
ing towards greater transparency. The publication of a
transparency report by one of the «Big 3» firms was
particularly welcome3'. Apparently for the first time,
this transparency report provided information on the
firm’s management principles.

%6 The oversight activities of the FAOA in 2010 were based on the
audit of 2009 entity and consolidated financial statements.

27 See section 3.6 Activity Report 2009 for main areas to be covered by
inspections.

28 Art. 16 para. 1 AOA.

29 The date of the last inspection activities is decisive in assessing
compliance with this deadline.

30 vgl. www.revisionsaufsichtsbehoerde.ch. The Oversight Concept
explains the procedures used by the FAOA in its oversight of state-
regulated audit firms. The FAOA concept combines principles arising
from regulatory requirements under the AOA with procedures used
internationally.

31 The Big 3 firms, i.e. the 3 largest audit firms in Switzerland, are
Ernst & Young AG, KPMG AG und PricewaterhouseCoopers AG.
In 2010 KPMG AG published a transparency report.
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2.2 Market share and structure of state-regulat-
ed audit firms

In terms of numbers of mandates there has been no ma-
terial change in the share of public companies audited
by the three largest audit firms. As can be seen from the
following Figure 1, it amounted to around 83 per cent.

Figure 1:

Percentage share of public companies audited by
state-regulated audit firm as per FAOA register en-
try (incl. significant subsidiaries and issuers of listed
bonds); total numbers: 499, position as of 8 Decem-
ber 201032

Deloitte 5%
BDO 6 %

E&Y 249
& o Other 6%

PwC 38%
KPMG 21%

As of 31 December 2010, the three largest audit firms
in Switzerland, Ernst & Young AG, KPMG AG and
PricewaterhouseCoopers AG, still cover more than 90
percent of Swiss market capitalisation.

&~
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As of 31 December 2007, 48 firms had submitted an
application to become a state-regulated audit firm33.
Their numbers have continually decreased over the
last 3 years. As at 31 December 2010, 21 firms hold a
licence as a state-regulated audit firm. This significant
reduction is due mainly to voluntary withdrawals.

It is unlikely that the number of state-regulated audit
firms will reduce significantly following the comple-
tion of the first inspection cycle at the end of 2010.

The FAOA has no interest in there being too high a
level of concentration on the Big 3 firms. The interest
is far more in having a sufficient supply of licensed au-
dit firms with the authority and ability to audit public
companies.

32 According to self-declarations by state-regulated audit firms.
33 Cf. Activity Report 2006-2007, page12.

Alessandro Ruta, Team Leader Oversight.



Figure 2:

Quantitative development of state-regulated audit
firms from 31 December 2008 to 31 December 2010
according to licensing status.

Volunta-
rily under

Total statere-
gulated audit
firms

Reference date

sight3*

31 December 2008 37
31 December 2009 28
31 December 2010 21

2.3 Inspections
2.3.1 General

From 1 April 2008% to 31 December 2010 the FAOA
performed a total of 31 inspections®®. Of these, 10 in-
spections were performed at the «Big-3». The state-reg-
ulated firms were cooperative and supplied the FAOA
with all the information and documentation requested.

To close the first three year inspection cycle (2008 to
2010) the inspection findings relating to firm-internal
processes (firm review) and the quality of audit services
(file review) are summarised below.

FAOA over-

19

Provisional licence

Inspection
complete*®

Inspection
process
ongoing?®

Inspection
not yet
begun

2 = 8 27
6 4 5 13

34 This relates to audit firms that do not audit any public companies
within the definition of Art. 727 para. 1 section 1 CO and are
voluntarily under FAOA oversight (Art. 7 para. 2 AOA).

35 Based on the deficiencies noted during the inspection no final
decision is taken until agreed measures have been implemented.

36 The FAOA s still in the inspection process at these state-regula-
ted audit firms.

37 The inspection activities of the FAOA began on 1 April 2008 with
the enactment of the Ordinance of the Federal Audit Oversight
Authority on the Oversight of Audit Firms (Oversight Ordinance
FAOA, OOAF-FAOA, SR 221.302.33).

38 Contains all inspections performed from 1 April 2008 to 31 De-
cember 2010, including inspections which are still to be comple-
ted as at 31 December 2010.

Silke Bradtke, member of the Oversight team.
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2.3.1.1 Overview of inspections and findings
relating to firm-internal processes (2008
-2010)

From 1 April 2008 to 31 December 2010, 29 out of
31 inspections were completed®. An analysis of the
findings relating to firm-internal processes results in
the following view:

Figure 3:

Average number of firm review findings for 29 in-
spections performed between 1 April 2008 and 31
December 2010.

Number of firm reviews
Number of firm review findings

Average number of findings per firm review

The FAOA identified a larger average number of defi-
ciencies per firm review at the small to medium-sized
state-regulated audit firms than at the annually-in-
spected Big 3.

As only one inspection has been performed to date
at the small to medium-sized state-regulated audit
firms, improvements at these firms will first be meas-
urable in the future.

i\
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Total | Thereof Big-3 Thereof remaining
state-regulated audit
firms

29 9
191 43 148
6.6 4.8 74

39 A draft inspection report is available at 5 of the 29 completed in-
spections as per 31 December 2010. 9 of the 29 inspections were
performed at the Big 3 firms.

Barbara Widmer, moderator of the FAOA Congress.
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A categorisation of the total 191 firm review findings
for all state-regulated audit firms results in the follow-
ing view:

Figure 4:

Categorisation of firm review findings from 1 April
2008 to 31 December 2010 based on the elements
of a quality assurance system as per ISQC1 (a total of
191 findings from 29 inspections).

Engagement performance

30 Findings — 16% Leadership responsibilities for quality
within the firm
14 Findings - 7%

Human resources

34 Findi 18% Acceptance and continuance of client
indings — ()

relationships and specific engagements
14 Findings - 7%

Ethical requirements (in particular,
independence)
58 Findings — 30%

Monitoring
41 Findings — 22%

The greatest need for improvement was noted in
the independence area. This is regrettable given that
independence requirements have existed for a long
time and form the essential basis of every audit. The
FAOA will continue to enforce the independence re-
quirements forcefully to further improve confidence
in the audit industry and the services it provides.

The categorisation of findings showed that deficien-
cies relating to «ethical requirements» and «human
resources» appear with similar frequency at all state-
regulated audit firms.

On average, small to medium-sized state-regulated
audit firms accumulated more findings with respect
to the remaining four elements. This is most evi-
dent in the areas of «acceptance and continuance
of client relationships and specific engagements»,
«monitoring» and «engagement performance». An
explanation for this is that, in the past, small and
medium-sized state-regulated audit firms often had
only informal or insufficiently formalised client ac-
ceptance and engagement performance processes.
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They had also developed their monitoring process-
es® later and these are now less comprehensive.
Besides this, smaller scale makes it more difficult to
ensure the independence and competence of re-
viewers. This in turn can have a negative impact on
the results of monitoring activities. In such circum-
stances the FAOA has noted that the use of external
experts can improve the quality of internal monitor-
ing. The FAOA therefore welcomes it when smaller
firms partially outsource their monitoring process
to external qualified experts in order to achieve the
necessary degree of objectivity.

Number of file reviews
Number of file review findings

Average number of findings per file review

N
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2.3.1.2 Overview of inspections and findings
relating to the quality of audit services
(2008-2010)

From 1 April 2008 to 31 December 2010 the FAOA
inspected the quality of audit services provided in a
total of 63 cases (file review)*'. Of these, 42 file re-
views were performed at the «Big 3»firms.

Up to 31 December 2010, 58 file reviews had been
completed and had been reported on in the 29 in-
spection reports prepared up to that date. An analy-
sis of the findings from these 58 file reviews shows
the following picture:

Figure 5:

Average number of file review findings for inspec-
tions performed between 1 April 2008 and 31 De-
cember 2010.

Total | Thereof

Thereof remaining

Big-3 | state-regulated audit

firms

58 38 20
370 175 195
6.4 4.6 9.8

40 Monitoring: Mandate-specific inspections and checks made on the
effectiveness of the firm’s system of quality control.

41 This number includes all inspections performed by the FAOA from 1
April 2008 to 31 December 2010, including those which were yet to
be completed as at 31 December 2010. As a rule, a file review compri-
ses a review of the audit of the consolidated financial statements (incl.
entity financial statements of the holding company) and a review of
the audit of a material subsidiary company.

42 Incl. KPMG Klynveld Peat Marwick Goerdeler SA.

Pascal Stirnimann (standing), Team Leader Oversight.



Comparing the number of findings per file review, it
is evident that there were fewer findings at the Big 3
firms. However, as the quality of the files reviewed de-
pends heavily on the people involved, the FAOA finds
repeatedly that major differences exist in audit quality
within the same audit firm.

The following categories are particularly well repre-
sented within the total 370 findings:

a. Audit documentation (ISA 230)

Deficiencies in audit documentation were found re-
peatedly during the inspections of the last three years.
On subsequent inspections clear improvements had
already been made.

b. Audit evidence (ISA 500)

In many cases insufficient appropriate audit evidence
exists to support the auditor’s conclusion on material
individual financial statement balances. These findings
often relate to the documentation deficiencies already
mentioned.

. Quality control measures (ISA 220)

Often, the involvement of the lead auditor and en-
gagement quality reviewer was either not, or not suf-
ficiently, documented.

d.Fraud and error (ISA 240)

Audits were repeatedly carried out without due pro-
fessional scepticism and without incorporating a suf-
ficient element of unpredictability. In many cases the
fraud inquiries made of management, the Board of
Directors and Internal Audit and the testing of unu-
sual journal entries were also performed inadequately.

2.3.2 Follow-up inspections at the «Big 3» audit
firms

Except where the FAOA regards a perennial inspec-
tion cycle to be appropriate to a particular case, au-
dit firms that audit more than 50 public companies
are subject to annual inspection by the FAOA*. The
three largest audit firms meet this target and were
therefore inspected for the third time in 2010.

2.3.2.1 Firm Review Findings

In terms of a multi-year planning process, the FAOA
performed only minimal inspection procedures in the
firm-internal processes area (firm review). The results
of inspection procedures at the Big 3 firms are not
comparable with those of the previous two years in
that more comprehensive procedures were carried out
in those years.

Generally, it can be said that the audit firms inspected
have a process of continual improvement as regards
their quality assurance systems and that these systems
are of a high standard. The FAOA has nevertheless
noted differences in the level of development and for-
mularisation of the quality assurance systems at the
Big 3 firms. One firm has comprehensive software-
based documentation covering all processes and con-
trols. This assists considerably in achieving firm-wide
compliance with quality assurance guidelines and is
regarded as exemplary by the FAOA.

The design of quality assurance processes can gen-
erally be described as good. Without neglecting the
design and further development of these quality as-
surance processes, firms must ensure that existing
processes, controls and measures are followed con-
sistently.

Based on its findings, the FAOA regards the following
points to be important in the future development of
quality assurance systems at the Big 3 firms:

43 Margin note 8 of FAOA Circular 1/2010.

23




24

a. Compensation and quality

To establish the proper tone when assessing and
compensating partners and staff, quality-related
factors should be considered still further. The fac-
tor «quality», as an important parameter in assess-
ing performance and determining compensation, is
to be taken account of adequately and presented
transparently. This applies both to elements of com-
pensation and to the consistent use of financial
deductions in the event of negative quality-related
findings from internal and external quality reviews.

b.Independence

The FAOA regards adherence to independence re-
quirements as essential in assuring the quality of
audit services and public confidence in those ser-
vices. As a rule, firms have comprehensive quality
assurance measures and systems in place to ensure
compliance with these requirements. Changes to
the provisions of the Code of Ethics, effective 1 Jan-
uary 20114, and to the independence requirements
of the Swiss Institute of Certified Accountants and
Tax Consultants®, are expected to produce further
improvements in this area. In accepting additional
engagements from existing audit clients adherence
to independence requirements must be assured. It
should be highlighted in this regard that, as from
2011, audit firms are required to file an ad hoc re-
port when the ratio of audit to non-audit fees for a
public company client, as disclosed within the com-
pany’s financial statements, exceeds 1 to 3 in two
consecutive years*.

¢. Monitoring

The effectiveness of monitoring is relevant to the
FAOA in determining the scope of an inspection.
The results of the monitoring process are also sig-
nificant to the audit firm itself, however, since they
flow into a large number of quality-related processes
and thereby reduce firm-specific risks arising from
deficiencies in the quality assurance system.

For the assurance of effective monitoring it is impor-
tant that reviewers are objective. This can, for exam-
ple, be achieved by assigning reviewers from other
network firms (so-called «non-local reviewers»). Fig-
ure 2.4 illustrates that the participation of non-local
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reviewers varies greatly between the Big 3 firms. The
FAOA regards the findings produced by the internal
monitoring process at the firm with 100% non-local
reviewers, based on the testing performed, to be
generally more informative than those at the other
Big 3 firms.

d. Implementation of Clarified ISA

In March 2009 the IAASB announced the comple-
tion of the ISA revision process (known as the «Clar-
ity Project»)¥. Audit firms must ensure that the new
requirements are implemented fully and on a timely
basis. The FAOA has observed the implementation
measures taken at the affected audit firms and will
test certain key areas in 2011.

2.3.2.2 File Review Findings

The FAOA reviewed 11 public company audits in the
course of its 2010 inspections at the Big-3 firms.

During its inspections the FAOA does not perform
an «audit of the audit» but rather focuses on certain
individual risk areas.

Generally, the FAOA rates the quality of the work
reviewed at the three largest audit firms as good.
However, the following areas require action:

44 As from 1 January 2011 the revised «Code of Ethics for Profes-
sional Accountants» of the International Ethics Standards Board
for Accountants (IESBA) are to be applied.

45 At their meeting of 6 December 2010 the Board of the Swiss In-
stitute of Certified Accountants and Tax Consultants agreed to a
selective revision of the Institute’s independence guidelines (« Rich-
tlinien zur Unabhangigkeit »). These amendments were necessary
as a result of the amended requirements within the «Code of Eth-
ics for Professional Accountants” of the IESBA. They are effective
as from 1 January 2011.

46 Cf. Margin note 22 indent b. of the FAOA Circular 1/2010. In this
case the audit firm is required to report on the preventative meas-
ures taken to avoid a possible infringement of independence.

47 The revised standards apply to the audit of entity and consolidated
financial statements beginning on or after 15 December 2009.



a. Using the work of another auditor (ISA 600)

In the audit of consolidated financial statements the
Group auditor (principal auditor) must work together
with the local auditor (other auditor). In this regard,
the part played by the principal auditor was judged to
be insufficient in several cases. The FAOA found that
the principal auditor obtained insufficient appropriate
audit evidence that the work of the other auditor was
sufficient to fulfil the requirements of the principal au-
ditor. In particular, the audit instructions to the other
auditors were insufficient or unclear. The principal
auditor further failed to review the working papers
of the other auditor in certain situations or did not
review or consider their findings to a sufficient extent.

The FAOA expects that the quality of Group audits will
be improved through the implementation of the re-
vised ISA 600.

b.Audit of accounting estimates and fair value
measurements and disclosures (ISA 540 and 545)

The audit of accounting estimates is of central im-
portance to a significant number of financial state-
ment positions. Given the uncertainties involved in
the estimation processes of the audited companies,
it is of no surprise that the FAOA had many find-
ings in this area, as in the previous year. A significant
number related to the audit of goodwill impairment
tests (IAS 36).

In many cases the FAOA took the view that the au-
ditor had obtained insufficient appropriate audit
evidence as to the reasonableness of the financial
statement estimate under the respective circum-
stances. In particular, the auditor had not obtained
the necessary understanding of the estimation pro-
cess used (e.g. the basic principles and information
used in arriving at the estimate, including an assess-
ment of their reasonableness and consistency) and
had not performed any, or sufficient, audit proce-
dures on the estimates themselves (e.g. use of inde-
pendent estimates).

In conclusion, it should be pointed out that in several
cases the required audit procedures in the area of
accounting estimates and fair value measurements
and disclosures were not performed with the neces-
sary degree of professional scepticism.

¢. Audit procedures with respect to IT (particularly
ISA 315 and ISA 330)

In several cases the FAOA found deficiencies in the
audit of application and IT general controls. In these
instances the auditor relied upon what the FAOA
regarded as insufficient IT-related audit procedures
in determining the nature and scope of substantive
testing.

Although improvements have been made compared
to prior years, further efforts are needed to ensure
that IT-related audit procedures meet internal®® and
external requirements on the one hand and produce
the maximum benefits possible in terms of audit ef-
ficiency and effectiveness on the other.

d. Other findings
As in prior years there were several findings in the ar-
eas of fraud and error (ISA 240) and using the work

of an expert (ISA 240)*.

48 |.e. Audit methodology of the respective audit firm.
49 See findings in Activity Report 2009, section 3.3.2.2.
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From the left to the right: Frank-Oliver Schneider (Executive Director FAOA), Dr. Dominic Biedermann (CEO of the investment
foundation Ethos), Thomas Rufer (Vice-Chairman of the Board of Directors of the FAOA), Dr. Hubert Achermann (CEO KPMG
Switzerland), Prof. Dr. Peter Leibfried (University of St Gallen), Barbara Widmer (moderator of the FAOA Congress).
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2.3.3 Inspection of small to medium-sized
state-regulated audit firms

10 small and medium-sized state-regulated audit
firms were subject to a firm review in 2010. At one
firm this was the second inspection.

On average the FAOA identified more deficiencies
per file review at the small and medium-sized state-
regulated audit firms than at the Big 3. Only one
inspection has been performed to date at most
small and medium-sized state-regulated audit firms.
Improvements at these firms will therefore first be
measurable during future inspections.

All state-reqgulated audit firms have committed
themselves to taking appropriate measures to rec-
tify the deficiencies identified by the FAOA. The first
inspection cycle has been completed and the nec-
essary measures have been largely implemented. In
principle, all state-regulated audit firms are therefore
able to audit public companies.

-®

2.3.3.1 Firm Review Findings

The design of a quality assurance system depends
on various factors, such as the size of the firm, the
complexity of the firm’s mandates, existing risks,
the education and training of audit staff, and also
past negative quality issues. It should also be noted
that many smaller state-regulated audit firms have a
quality assurance system which meets SAS 220 and
not the more demanding ISQC1.

Although it is acceptable for the quality assurance
systems of smaller state-regulated audit firms to be
simpler, the need for further remedial action remains
in certain cases.

2.3.3.2 File Review Findings

Working paper reviews at the smaller stateregulated
audit firms showed that audit documentation (SAS
230), in particular, requires improvement. For this
reason it was not always possible for the FAOA to
examine the work of the audit teams to the neces-
sary depth. Due to the measures implemented since
then, all of which have been reviewed in full by the
FAOA, the situation has now improved.

/
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From the left to the right: Martin Hlrzeler (Team Leader Oversight), Silke Bradtke (member of the
Oversight team), Pascal Stirnimann (Team Leader and deputy of the Director of Oversight Department).




2.4 Audit Quality Measures

This year the FAOA has once again collected various
ISQC 1-related audit quality measures from the larg-
est audit firms*®. On the one hand, these audit qual-
ity measures allow for comparison between the audit
firms. On the other, important trends can be detected
early and factors influencing audit quality can be iden-
tified.

The measures collected show substantial differences
in certain areas®':

Figure 6:

Most important audit quality measures for the four
largest state-regulated audit firms, with prior year
comparatives

Average annual revenue per audit partner 2.4 2.6

(CHF mio.)

Ratio of non-audit fees to audit fees 0.2 1.1 0.1 0.7
Number of staff per audit partner 7.5 11.5 8.4 1.4
Staff turnover (%) 15 22 17 27
«Non-local reviewer» participation within 32 100 26 100

internal monitoring (%)

The following insights can be gained from this analysis: ~ *° The FAOA collected 12 audit quality measures relating to the indivi-
dual elements of ISQC 1. They were collected from the four largest

A icular fi h | state-regulated audit firms in 2009 and from the five largest in 2010.
— At one particular firm the average annual rev- The present analysis excludes the fifth largest firm to facilitate compa-

enue per audit partner increased in 2010 due rability with the prior year.

to a fall in the number of partners. At the other In part, the calculation of the audit quality measures was made using
dit fi h | di unaudited data. Furthermore, in some cases simplications and/or as-

audit rirms the av?rage annual revenue per' auait sumptions had to be made. The meaningfulness and comparability of

partner reduced slightly due to reduced audit fees these measures is therefore limited.

and unchanged partner numbers. Reduced audit

fees generally increase the risk that financial tar-

gets will take precedence over quality goals.

5

— The FAOA notes that the ratio of non-audit fees
to audit fees fluctuates widely across companies.
The FAOA will focus on examining adherence to
independence requirements where audit firms and
mandates show a high proportion of non-audit
fees.

— The number of staff per audit partner increased,
particularly at the lower end. This relates directly to
those audit firms where partner numbers fell com-
pared to 2009, which also led to increased revenue
per partner. Where the number of staff per partner
is high there is a risk that a partner will not be able
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to fulfil his duties as lead auditor adequately. By in-
ternational comparison the Swiss ratio still appears
rather low however.

— Compared to the prior year, staff turnover has in-
creased at both the upper and lower ends of the
scale. The FAOA sees high staff turnover as poten-
tially problematical due to the risk, for example, of
loss of know-how and lack of team continuity on
audit mandates. This may have a negative influence
on audit quality.

— The composition of monitoring review teams
for the purposes of ensuring objectivity differs con-
siderably. On the one hand, the FAOA believes that
the number and informative value of monitoring
findings increases as the proportion of non-local
reviewers increases. On the other, there must be
assurance that Swiss-specific aspects are covered
by reviewers with the necessary knowledge.

2.5 Proceedings and preliminary fact-finding

Since the FAOA commenced its inspection activities
seven proceedings have been undertaken against
state-regulated audit firms (completed and ongoing
proceedings). In addition, many fact-finding investi-
gations have been undertaken in response to internal
and external leads.

Two proceedings were against audit firms. Both cases
concerned the breach of independence requirements
in performing public company audits. Five proceed-
ings were against individuals, three of these con-
cerned breaches of independence requirements, one
professional negligence by an engagement partner,
and one material non-compliance with Swiss GAAP
ARR standards.
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2.6 Cooperation with other Swiss regulatory
authorities and stock exchanges

To avoid duplication the FAOA coordinates its over-
sight activities with the other authorities established
under special law and with the stock exchanges®2.

In the reporting year joint inspections were once
again performed with FINMA.

The FAOA received three notifications from the SIX
Exchange Regulation (SER) in connection with the
latter’s sanctions activities. Based on these notifica-
tions, the FAOA investigated the role of the auditor
within the framework of preliminary fact-finding.
In so doing, no additional consideration was given
to compliance with accounting standards. In each
case the FAOA investigated whether the auditor had
complied with legal and professional requirements.

Three notifications were made by the FAOA to the
SER during the reporting year. Two cases concerned
possible non-compliance with accounting standards.
In one case the SER was notified that proceedings
had been opened.

2.7 Points of focus for 2011 inspections

The FAOA will focus on the following key areas dur-
ing the 2011 inspections:

— Fraud and error (ISA 240)

— Audit of accounting estimates and fair values (ISA
540)

— Related parties (ISA 550)

— Audit of group financial statements (ISA 600)

— Audit of IT

For audits performed in accordance with ISA, the
FAOA will direct attention to the implementation
of the Clarified ISAs notwithstanding the above key
areas.

In addition, the following key areas relating to ac-
counting standards will be covered:

—IFRS 3R/ IAS 27R (business combinations)
—IAS 18 (revenues, particularly revenue recognition)

52 Cf. Art. 22 AOA and Art. 23 AOA.



2.8 Standard-setting

The Audit Oversight Ordinance stipulates that the
FAOA determines the auditing standards which
state-regulated audit firms must comply with when
auditing public companies. In so doing, the FAOA re-
fers to nationally and internationally accepted stand-
ards. If there are no such standards, or if those which
do exist are inadequate, the FAOA can issue its own
standards or add to or override existing standards
(Art. 28, para. 2 AOO).

The principal body responsible for developing in-
ternational auditing standards is the International
Federation of Accountants (IFAC), which sets the
internationally accepted International Standards on
Auditing (ISA) through the International Auditing
and Assurance Standards Board (IAASB). Through
its Ordinance on the Oversight of Audit Firms of
17 March 2008 (OOAF-FAQA; SR 221.302.33), the
FAOA declared the ISA to be binding for auditing
statutory and consolidated financial statements pre-
pared in accordance with foreign accounting stand-
ards®.

In Circular 1/2008, dated 17 March 2008, the FAOA
declared that for the audit of statutory and consoli-
dated financial statements prepared in accordance
with US Generally Accepted Accounting Principles
(US GAAP), US Generally Accepted Auditing Stand-
ards (US GAAS)* are recognised as being equivalent
to the ISA standards. The FAOA generally adopts the
ISA and American standards unchanged. Additions
and overrides are made only where Swiss law re-
quires this. In this context it should be noted that for
companies registered in Switzerland the audit of the
entity and consolidated financial statements must
always comply with Swiss Audit Standards (SAS) as
well*.

In its Oversight Ordinance, the FAOA stipulated that
ordinary audits of statutory and consolidated finan-
cial statements prepared in accordance with the
provisions of the Code of Obligations or Account-
ing and Reporting Recommendations (Swiss GAAP
ARR) must be audited in accordance with the Swiss
Audit Standards (SAS) recognised by the FAOA (Art.
2 OOAF-FAQA).

The SAS are issued by the Swiss Institute of Certified
Accountants. As a member of the IFAC, the Insti-
tute has undertaken to implement the pronounce-
ments of the IAASB in Switzerland, provided this
is not incompatible with Swiss law. Where the ISA

are transposed in equivalent form into the Swiss
Audit Standards, the FAOA sees no reason not to
recognise them. The FAOA does, however, exercise
a certain monitoring function with regard to the «as
promptly as possible» aspect of the implementa-
tion of the ISA. Presently, a major challenge exists to
transpose the Clarified ISAs, effective 15 December
2009, into the SAS as soon as possible (see below).

The FAOA is generally not required to develop audit-
ing standards itself. According to Article 28 AQO it
has a right to do so should such standards not exist
or those that do are inadequate. The FAOA rarely
exercises this right. The FAOA meets regularly with
a delegation from the Auditing Commission of the
Swiss Institute of Certified Accountants to keep it-
self abreast of developments in self-regulation and
to make its own views known.

2.8.1 Standard-setting in 2010

The activities of the FAOA, in 2010 within the frame-
work of standard-setting can be summarised as fol-
lows:

a. SAS 880 - Audit of public takeover offers

The auditor has important duties in connection with
public takeover offers. Despite this, no auditing
standard concerning the audit of public takeover of-
fers existed before. At the suggestion of the Takeo-
ver Commission and the FAOA, the Swiss Institute of
Certified Accountants launched a relevant project in
2009. Consultation on a draft standard completed
at the end of 2009. The standard was approved
finally by the Swiss Institute of Certified Account-
ants at the end of June 2010 and recognised by the
Takeover Commission and the FAOA.

>3 Cf. Art. 3 para. 1 OOAF-FAOA. The individual ISA recognised by
the FAOA are listed in the FAOA Circular 1/2008 of 17 March
2008.

4 US Generally Accepted Auditing Standards (US-GAAS) of the
American Institute of Certified Public Accountants (AICPA) plus,
if applicable, the Auditing Standards of the Public Company Ac-
counting Oversight Board (PCAOB).

55 Cf. Art. 3 para. 3 OOAF-FAOA.
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b.Clarified ISA

In March 2009 the IAASB completed the so-called
Clarity Project for the comprehensive revision of ISA.
The resulting ISA, termed «Clarified ISA» clarified
and supplemented the existing ISA significantly. The
structure of the standards was also revised. With the
amendment of Circular 1/2008 on 1 January 2011, the
Clarified ISA apply to the audit of public company fi-
nancial statements which are prepared under foreign
accounting standards and relate to accounting periods
beginning on or after 15 December 2009.

The revised SAS approved by the Board of the Swiss
Institute of Certified Accountants in December 2009
(2010 edition) do not include the Clarity Project chang-
es. The 2010 edition of the SAS still reflects ISA as at
30 June 2003. The FAOA considers the timely amend-
ment of the SAS to be desirable and urgent. In 2010
the Swiss Institute of Certified Accountants presented
the FAOA with a project plan and timetable for imple-
menting the Clarified ISA within the SAS, which the
FAOA accepted. Timely implementation also depends
upon developments within the European Union and
upon the preparation of comprehensive implementa-
tion guidance for small and medium-sized audit firms.
The Clarified SAS should apply to audits in Switzerland
as from 2013.

c. Circular 1/2010

State-regulated audit firms are generally subject to re-
porting and ad-hoc notification requirements (Art. 14
para. 1 and 2 AOA; Art.30 para. 2 AOOQ), as specified
in Circular 1/2010 dated 31 March 2010.

The information required by the FAOA depends heavi-
ly upon whether the audit firm concerned is subject to
annual or perennial inspection. State-regulated audit
firms with more than 50 public company audit clients
are generally subject to annual inspection. During an
inspection the FAOA receives all necessary informa-
tion and documentation. In such cases an oversight
report need not be submitted. State-regulated audit
firms subject to perennial inspection are, in contrast,
required to submit an annual oversight report®®.

The subject of the relationship between audit and
non-audit fees in relation to compliance with inde-
pendence requirements, as discussed in the 2009 Ac-
tivity Report*, has been reflected in Circular 1/2010
to the extent that ad-hoc notification is required when
the relationship between audit and non-audit fees ex-
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ceeds 1 to 3 in two consecutive business years; in this
regard the preventative measures taken to avoid any
infringement of independence must also be report-
ed®®. In addition, a summary of audit and non-audit
fees per public company for the business years since
the last FAOA inspection must be submitted as part of
routine reporting requirements.

d. Drafts of ISA 610 (revised) and ISA 315 (revised)

On 12 November 2010 the FAOA submitted a com-
ment letter to the IAASB on the draft ISA 315 (re-
vised), «ldentifying and Assessing the Risks of Mate-
rial Misstatement through Understanding the Entity
and Its Environment», and ISA 610 (revised), «Using
the Work of Internal Auditors»®®. With the revision of
these two standards the IAASB aims to define the col-
laboration between external and internal audit more
clearly.

The FAOA is also a member of the «Standards Coor-
dination Working Group» IFIAR®. This working group
is a discussion platform for regulators relating to the
IAASB standards and, as such, allows the FAOA a cer-
tain degree of influence on international standard-
setting.

2.8.2 Standard-setting in 2011

The FAOA will observe the transposition of Clarified
ISA into SAS. It will also analyse the new draft stand-
ards (Exposure Drafts) of the IAASB and comment on
these in collaboration with the IFIAR Standards Coor-
dination Working Group.

6 No oversight report needs to be submitted in calender years during
which an inspection takes place.

57 Cf. Activity Report 2009, section 3.5.

%8 Cf. Circular 1/2010, margin note 22 indent b.

59 The comment letter was published on the FAOA website (www.
revisionsaufsichtsbehoerde.ch).

60 Cf. Section 3.5.



3 International
3.1 Introduction

The listing of a public company on a national stock
exchange generally forms the tie between the re-
spective audit oversight authority and the auditor
under oversight®'. This also applies to listed com-
panies registered in a country outside the area of
responsibility of the oversight authority. The duty of
the oversight authority to protect investors on the
national capital market is unchanged. For this reason
most audit oversight laws also apply to auditors of
foreign public companies.

The extra-territorial properties of audit oversight
laws compel the audit oversight authorities to co-
ordinate and harmonise their oversight activities at
the international level. Only through increased co-
operation and mutual recognition can an interna-
tional oversight system develop that sets aside the
disadvantages of a purely national focus, eliminates
duplication for auditors under oversight and avoids
excessive expense for national authorities.

As before, there are two opposing approaches as to
how the problem of extra-territorial oversight is to
be solved. On the one side, the EU and countries
such as Japan and South Africa follow the principle
of home country oversight. According to this, the
oversight authority of the country of domicile is re-
sponsible for the licensing and oversight of the audi-
tor, provided it is recognised as equivalent. On the
other side, the US PCAOB is not, or to only a limited
extent, prepared to recognise foreign oversight au-
thorities and rely on their work. The PCAOB Policy
Statement published at the end of 20075 has not
been finalised by either the PCAOB or the SEC and
remains in draft.

Switzerland recognised the necessity for mutual
recognition and cooperation with foreign oversight
authorities at an early stage and the course for ef-
ficient international audit oversight has been set
at the legislator level. The Swiss system is generally
based on that of the EU. Article 8 AOA allows the
extra-territorial properties of Swiss law to be linked
through a system of cooperation based on the prin-
ciple of mutual recognition®.

3.2 Relations with the European Union
3.2.1 Cooperation and equivalence

With a decision made on 5 February 2010 the EU
Commission gave its member states the green light
to negotiate cooperation agreements with their re-

spective partner authorities outside the EU. Along-
side Switzerland, and accordingly the FAOA, the
decision also covered the Japanese and Canadian
oversight authorities.

With this the so-called adequacy process, on-going
since 2008, came to an end for Switzerland. The
aim of the process was to examine European regu-
lations concerning data protection, official secrecy
and international cooperation and ensure that the
basic conditions for cooperation with the relevant
third country authorities were met. With the above-
mentioned decision the first important milestone for
the cooperation of the FAOA with the audit oversight
authorities of the 27 EU Member States has been set.

For economic and strategic reasons the FAOA
first contacted the German Abschlusspriferaufsi-
chtskommission (APAK) to examine the need for a
cooperation agreement with Germany. The negotia-
tions with APAK were postponed until the first half
of 2011 because the oversight authorities of the
EU Member States first wished to coordinate and
produce a model Memorandum of Understanding
(MoU) within the framework of the European Group
of Auditors’ Oversight Bodies (EGAOB).

A process to examine the equivalence of third
country audit oversight systems ran parallel to the
adequacy process at the EU level. As already men-
tioned®, the EU follows the principle of home coun-
try oversight. Provided it is recognised as equivalent,
the oversight authority of the country of domicile is
responsible for the licensing and oversight of the au-
ditor. With a decision made on 19 January 2011 the
EU Commission recognised the equivalence of the
Swiss oversight system, and accordingly the FAOA.
Alongside Switzerland, the decision also covered the
oversight authorities of nine other countries includ-
ing, amongst others, the USA and Japan.

61 Cf. Art. 2 indent c AOA in conjunction with Art. 727 para. 1 sec.
1 CO, which envisages a somewhat greater area of responsibility
for the FAOA.

62 Cf. PCAOB Release No. 2007-011 of 5 December 2007, Request
for Public Comment on Proposed Policy Statement: Guidance
Regarding Implementation of PCAOB Rule 4012.

63 Cf. Sec. 3.6.

64 Sec. 3.1.

33




34

In connection with the equivalence process, on 29
July 2008 the EU Commission decided to grant audi-
tors and audit firms from third countries a transition-
al period with respect to their EU licences. Accord-
ingly, audit firms from a total of 33 third countries
(including Switzerland) are permitted to continue
providing audit services to companies from third
countries that are listed on the EU markets. This is
conditional upon the audit firm registering in the re-
sponsible EU country using a simplified process. The
following Swiss audit firms have registered in EU or
EEA Member States®:

Germany Deloitte AG, Ernst & Young AG, Ferax AG, KPMG AG,
(AbschlussPrtferAufsichtsKkommission) PwC AG (5)

Great Britain Ernst & Young AG, KPMG AG, PwC AG (3)
(Professional Oversight Board, FRC)

Ireland Ernst & Young AG, KPMG AG, PwC AG (3)
(Irish Auditing & Accounting

Supervisory Authority)

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

(Haut Conseil du Commissariat
aux Comptes)

Luxembourg Deloitte AG, Ernst & Young AG, KPMG AG, PwC AG (4)
(Commission de Surveillance
du Secteur Financier)

Sweden Ernst & Young AG, KPMG AG (2)
(Swedish Supervisory Board of Public

Accountants)

Finland Ernst & Young AG (1)

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

Netherlands Ernst & Young AG (1)
(Netherlands Authority for
the Financial Markets)

Liechtenstein Ernst & Young AG, KPMG AG (2)
Financial Market Authority FMA

65 Source: Reports submitted to the FAOA by the relevant audit
firms. It should be remembered that it is a requirement to re-
port registrations with foreign oversight authorities to the FAOA
(Margin note 22 letter c section 1 of Circular 1/2010 of 31 March
2010 on reporting by state-regulated audit firms to the FAOA).
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Following the recognition of the equivalence of the
Swiss oversight system the next step is for the inter-
ested oversight authorities in the EU Member States
and the FAOA to negotiate cooperation agreements.

3.2.2 Green paper on lessons from the financial
crisis

The EU Commission takes the view that the econom-
ic and financial crisis also brought some weaknesses
in the auditing system to light. On 13 October 2010
the EU Commission therefore published the green
paper «Audit policy: Lessons from the Crisis®® and
invited interested parties to comment on the paper
by 8 December 2010. Within the framework of this
consultation the EU Commission wishes to investi-
gate the question of how the European audit market
can be improved and would like to open up a discus-
sion on, amongst other things:

— Is the fact that the auditor is appointed and paid
for by the audited company a problem? Would
appointment by a third party (e.g. oversight au-
thority) be justified in certain cases?

— Should the audit contract be subject to a time limit
(mandatory change in auditor after a certain num-
ber of years)?

— Should the provision of non-audit services by the
auditor be forbidden?

— Should mandatory joint audits, including at least
one smaller, non-system-relevant, audit firm, be
established?

The FAOA will analyse these questions and topics
and follow international developments in this area
attentively, but without taking premature regulatory
action.

3.3 Relations with the USA

As already mentioned, the US audit oversight body
(PCAOB)% is currently not prepared to rely on the
oversight activities of foreign partner authorities,
and therefore wishes to inspect audit firms based
outside the US itself, at least for the time being.
This applies particularly to the Swiss audit firms
that have registered with the PCAOB in prior years.
Since the end of 2008 the FAOA, in collaboration
with FINMA, has been in negotiations with the

PCAOB over the need and legal framework for
joint inspections in Switzerland.

At the negotiating delegate level it has been pos-
sible to reach general agreement on a socalled
Statement of Protocol (SoP; a SoP is equivalent to a
Memorandum of Understanding, MoU). Following
postponement of the signature of the SoP at the
request of the US, it is expected that the Board of
the PCAOB will approve it in the first half of 2011.

Negotiations between Switzerland and the US
were signifcantly alleviated by the Dodd-Frank
Wall Street Reform and Consumer Protection Act
of 21 July 2010%. Amongst other things, the draft
envisages amendment of the Sarbanes-Oxley Act
of 2002 (SOX) to include an international coopera-
tion clause for the PCAOB®. For the first time the
PCAOB would thus be able to pass on confidential
documents to the FAOA and FINMA, previously
one of the stumbling blocks to negotiations.

Amongst other things, the SoP foresees that over
the next three years the PCAOB may perform one
joint inspection at each of the affected Swiss au-
dit firms. The SoP can, however, be terminated at
any time, should legal or political problems arise.
During the inspections the PCAOB will be accom-
panied by the FAOA and FINMA and will adhere
to their inspection procedures and timetables. Prior
to each inspection a work plan will be prepared
detailing procedures for the forthcoming joint in-
spection. Contact between the PCAOB and the
inspected Swiss audit firm will be made through
the FAOA and FINMA. Should the SoP be signed,
the first joint inspection is expected in the first half
of 2011.

Although Swiss audit firms remain on the «grey
list» of the PCAOB as at the end of 20107°, sanc-
tions against Swiss audit firms appear unlikely at
this time. The US cannot doubt the willingness of
Switzerland to cooperate given that the rapid com-
pletion of negotiations and the execution of an ini-
tial joint inspection in 2010 were only prevented by
delays on the US side.

5 KOM(2010) 561 final.

67 Cf. Sec.3.1.

88 public Law 111-203.

69 Section 105(b) (5).

70.0n 31 July 2009 the PCAOB published a grey list containing the
names of those audit firms that could not be inspected by the
due date. Various Swiss audit firms are included on this list.
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3.4 Relations with other countries

On 14 January 2010 Japan enacted specific statutory
provisions for the oversight of foreignregistered au-
dit firms. The question of the need for a cooperation
agreement therefore also arises as regards the rela-
tionship between Japan and Switzerland. The discus-
sions begun in 20097" continued during 2010 but are
yet to produce specific results.

3.5 International Forum of Independent
Audit Regulators

Founded in 2006, the International Forum of Inde-
pendent Audit Regulators (IFIAR) now has 37 mem-
bers. The President is Professor Steven Majioor of the
Dutch Financial Markets Oversight Authority (AFM)
and the Vice-President is Paul George of the British
Financial Reporting Council (FRC). In 2010 IFIAR held
plenary meetings in Abu Dhabi and Madrid, as well as
an inspection workshop in Paris.

The foundation phase of IFIAR was completed at the
plenary meeting in Abu Dhabi. IFIAR resolved to give
itself a legal structure by forming an association which,
first and foremost, is responsible for levying member-
ship fees. The FAOA was able to contribute consider-
ably to this important step for IFIAR: The IFIAR Verein is
an association under Swiss law (Art. 60 and following
CQ) and has its registered offices in Bern (c/o FAOA).
The Director of the FAOA was elected Treasurer. The
auditor is the Swiss Federal Audit Office (SFAO).

In the second half of 2010 the IFIAR could look in-
creasingly at oversight questions. The exchange of
ideas with the «Big 6», respectively the Global Pub-
lic Policy Committee (GPPC), could be continued. The
four topics defined by IFIAR (group audits, role of au-
ditor/scepticism, revenue recognition, the role of the
engagement quality control reviewer), were discussed
intensively with the global networks. Parallel to the ex-
change of ideas with the GPPC the IFIAR also sought
an institutionalised dialogue with investors. The main
topics here comprise the issue of the oligopoly of the
largest audit networks (so-called «Big 4»), the form
and content of the audit report, and the major goals
of regulation in the field of audit oversight. Although
this dialogue is considered to be of very high impor-
tance it remains a challenge to find the appropriate
discussion partner.

Within the framework of its «International Coopera-
tion Working Group» (the FAOA is a member of this
working group) IFIAR was also very active in the area
of international cooperation and discussed, amongst
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other things, different models for international coop-
eration and questions around the exchange of inspec-
tion reports.

The inspection workshop held in Paris in February
2010 addressed the audit oversight topics that came
up during and after the financial and economic crisis.
Questions concerning going concern, the role of the
lead auditor, the engagement quality review, and fair-
value valuations were discussed particularly intensively.
The FAOA moderated a workshop on the last of these
topics.

The approval of the so-called IFIAR Core Principles is
likely to be an important topic in 2011. This frame-
work includes principles relating to the structure and
duties of an audit oversight authority as well as the
performance of an inspection. A decision of principle
regarding this topic could already be reached in 2010.
The details will be negotiated in 2011.

IFIAR remains an important platform for the FAOA,
allowing contact with other oversight authorities and
the opportunity to discuss the oversight strategy and
its implementation within an international setting. The
FAOA endeavoured to play an active part in the de-
bates of IFIAR at various levels during 2010 and will do
the same in 2011, as far as existing resources allow.

71 Cf. Activity Report 2009, sec. 4.4.



3.6 Enactment of Article 8 of the Audit Over-
sight Act
3.6.1 Scope

For the protection of investors in the Swiss capital
markets the AOA also applies to audit firms that pro-
vide audit services to a foreign company. This applies
only, however, where that company utilises the Swiss
capital market.

Accordingly, audit firms that provide legally pre-
scribed audit services (Art. 2 indent a AOA) or com-
parable services under foreign law to the following
category of company require a licence as a state-
regulated audit firm (Art. 8 para. 1 AOA):

— Companies incorporated under foreign law with
shares listed on a Swiss stock exchange

— Companies incorporated under foreign law with
outstanding bond issues in Switzerland

— Companies incorporated under Swiss or foreign
law that contribute at least 20 percent of the con-
solidated assets or turnover of a company within
either of the two categories above

— Companies incorporated under foreign law that
contribute at least of 20 percent of the consoli-
dated assets or turnover of a Swiss public com-
pany, as defined under Article 727 para. 1 number
1 lettera orb CO

3.6.2 Future implementation

As it is a listing requirement under stock exchange
law to have a licensed auditor, the enactment of Ar-
ticle 8 AOA would require the de-listing of a public
company whose auditor was not licensed at that
time (Art. 8 para. 3% SEA in conjunction with Art.13
of the listing regulations of the SIX Swiss Exchange).
This would not be in the spirit of the Swiss capital
markets. Various exceptions to the oversight of for-
eign audit firms are therefore envisaged:

— First, the obligation to oversight by the FAOA does
not apply where the foreign audit firm is subject
to oversight by a foreign oversight authority recog-
nised by the Federal Council (Art. 8, para. 2 AOA).

— Secondly, no FAOA oversight is required if the
outstanding bonds are guaranteed by a company
whose auditor is subject to oversight by the FAOA
or another oversight authority recognised as
equivalent (Art. 8 para. 3 AOA). Bonds are often
issued by issuers domiciled off-shore but guaran-

teed by a parent company domiciled on-shore.
Article 8 paragraph 3 AOA is satisfied where the
auditor of the parent company is subject to over-
sight by the FAOA or the oversight authority of
the country in which the guarantor company is
domiciled. Investors are not disadvantaged as the
bonds are fully guaranteed by the parent company
and there is assurance that the parent company’s
auditor is subject to oversight.

— Thirdly, there is no licensing requirement where
the bond issues or comparable products are issued
by a Special Purpose Vehicle (SPV) domiciled off-
shore which has no duty to prepare accounts. Cur-
rently, this relates to the issuers of so-called Asset
Backed Securities (ABS), Exchange Traded Com-
modities (ETC) and Credit Linked Notes (CLN).

In the sense of a counter-exception, foreign au-
dit firms that provide audit services to Swiss public
companies under Swiss law are in all cases subject to
FAOA oversight (Art. 10 para. 2 AOO).

The recognition of foreign audit oversight authorities
is effected through the Federal Council. Recognition
requires the equivalence of the foreign oversight sys-
tem. In considering this the Federal Council may take
into account existing recognition by other states or
international bodies and the granting of reciprocity
(Art. 10 para. 1 AOO). The AOA and AOO do not
define what is meant by equivalence. The Federal
Council therefore has a corresponding amount of
room for discretion. In view of the on-going equiva-
lence processes in the EU7? and the US73, as well as
the expected IFIAR Core Principles’, the following
criteria are likely to be of particular consideration,
in the sense of international best practice, when as-
sessing equivalence:

— Structure of oversight authority: Independence,
official secrecy, funding and qualification of staff

— Responsibilities of oversight authority: Licensing
and oversight of all audit firms providing audit ser-
vices to public companies

72 Sec 3.2.
73 Sec 3.3.
74 Sec 3.5.
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— Oversight concept: The oversight authority per-
forms inspections of supervised audit firms at the
firms’ premises. The inspection covers both firm-
wide processes (so-called firm review) and specific
audit mandates (so-called file reviews). Appropri-
ate reporting takes place and noted deficiencies
are remedied according to a process which allows
for the remedial actions to be checked.

— Auditing standards: The audit of public compa-
nies is performed according to standards that
are equivalent to those recognised by the FAOA
(IAASB International Standards on Auditing, AICPA
US Generally Accepted Auditing Standards and
PCAOB Auditing Standards).

— Sanctions: Conduct of formal processes, adminis-
trative law sanctions, criminal law sanctions.

In order to give the affected audit firms sufficient time
to register in Switzerland upon the enactment of Ar-
ticle 8 AOA, it is planned to combine the implemen-
tation with transitional provisions. The exact form
of these transitional provisions is yet to be defined.
Among the possible provisions that come into ques-
tion are the provisional recognition of foreign over-
sight authorities and the provisional licensing of for-
eign audit firms in the first four months following the
enactment of Article 8 AOA (Art. 43 para. 3 AOA).
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Article 8 AOA has yet to be enacted. Thus the FAOA
has the time necessary to find sustainable solutions
for future cooperation with significant foreign partner
authorities. The FAOA is of the view that the statutory
provisions of Article 8 AOA should be implemented
over the coming two years and plans to make appro-
priate proposals to the Federal Council.

Sabine D'Amelio, Deputy of the Head of Legal Department FAOA.



4 Court rulings

4.1 Introduction

In 2010 the Federal Administrative Court (hereafter:
FAC or the Court) had to rule on a number of ap-
peals made against negative decisions of the FAOA.
As in the prior year’, the Court examined whether
the three licensing conditions (educational qualifica-
tion, professional experience and good reputation)
had been met. The FAC addressed the good reputa-
tion condition more frequently than in prior years.
Although the Court has questioned the practices of
the FAOA in some cases, to date they have upheld all
decisions taken by the FAOA to reject an applicant’s
licence application or withdraw a licence-holder’s li-
cence where this has been based on the lack of good
reputation on the part of the applicant or licence
holder respectively. The following summarises the
judgements or, as the case may be, the most impor-
tant deliberations.

4.2 Educational qualifications

Article 4 paragraph 2 AOA contains an exclusive list
of the educational qualifications that provide entitle-
ment to a licence. Where former qualifications no
longer exist or no longer have the same name it is
necessary to decide whether they can be regarded as
equivalent to those named in Article 4 paragraph 2
AOQA. The FAC came to the conclusion that the title
«mag.rer.pol», issued by the University of Berne, was
equivalent to the Master of Science and therefore
that the holder of such a title meets the educational
licensing conditions of the AOA’6. The FAC based
this on a confirmation by the University of Berne as
to the equivalence of the two qualifications referred
to. The Court remarked that since the FAOA did not
have discretionary power as to whether a Swiss edu-
cational qualification could be recognised as equiva-
lent, it was also not responsible for questioning the
substance of a decision to recognise a further edu-
cation qualification taken by the responsible Swiss
university.

In a further judgement the FAC took the view”’, that
the «Master of Advanced Studies HESSO en lutte
contre la criminalité économique», issued by the Uni-
versity of Applied Sciences of Western Switzerland,
did not constitute an AOA educational qualification.
After comparing the Master/Bachelor and the Master
of Advanced Studies it came to the conclusion that
the Masters course, representing a second level of

education in terms of Article 4 FHSG, and the Master
of Advanced Studies, representing a further educa-
tion course, were two fundamentally different types
of education. Since both Article 4 paragraph 2 AOA
and Article 5 AOO are definitive regulations and the
Master of Advanced Studies is not specifically men-
tioned within the latter, the Master of Advanced
Studies does not meet the educational licensing con-
ditions. Finally, the Court noted that the FAOA can-
not decide whether Swiss educational qualifications
other than those listed within the law would permit
licensing.

The Court also had to judge whether a licence ap-
plicant, not contesting not having one of the edu-
cational qualifications required by law, could receive
a provisional licence limited to four years on condi-
tion that he obtain the title of Treuhdnder mit eidg.
Fachausweis (which meets the educational condi-
tions) within this period of time’®. Here the view was
taken that the legislator had consciously abstained
from introducing a licensing system which permitted
individuals to obtain a provisional licence when obvi-
ously holding none of the required educational quali-
fications recognised by law. It follows that such indi-
viduals cannot continue to act as auditors until they
have completed a recognised course of education.

The FAC also had to judge the case of a licence ap-
plicant holding a «Diplomverwaltungswirt (FH)», as
issued by the University of Applied Sciences of Kehl?.
The FOPET had previously concluded that this educa-
tional qualification was not equivalent to any of the
titles listed in the AOA. The Court declared that the
decision of the FOPET was legally binding and that its
rulings also bound the FAC. Even if the educational
qualification of the appellant would otherwise be
seen as equivalent, this could only lead to a licence
under Article 4 paragraph 2 indent d AOA where this
was so provided for in a state treaty with the country
of origin or the country of origin grants reciprocity.
In order to act as an auditor in Germany the relevant
German state examinations must be taken. Only

75 Cf. Activity Report 2009, sec. 5.

76 FAC Decision No. B-5821/2009 of 4 March 2010.
77 FAC Decision No. B-5636/2009 of 13 August 2010.
78 FAC Decision No. B-7689/2009 of 21 July 2010.

7% FAC Decision No. B-4875/2009 of 14 January 2010.

39




40

those who can evidence this can claim the right to
have their diploma recognised as equivalent. As the
licence applicant does not hold an educational quali-
fication that would permit him to act as an auditor
in Germany he cannot assert a claim for reciprocity.

Finally, it is to be noted that holders of foreign quali-
fications can be licensed only if they can evidence
having sufficient knowledge of Swiss law. Up to 1
December 2010 the successful completion of a rec-
ognised course by the individual concerned was ac-
cepted as evidence. For cost reasons these courses
could only be offered in English. A licence applicant
who had wished to take the course in French chal-
lenged the rejection of his application at the FAC.
Supported by the equal treatment of the various
official languages in dealings between citizen and
government, the Court took the view that the free-
dom of language®® required the FAOA to recognise
a course given in any of the official state languages,
alongside one given in English. In view of the costs
that would have been involved in offering courses in
all the official languages of Switzerland, Article 6 and
34 AOO were amended in the sense that only the
passing of the exam is decisive.

4.3 Professional experience

The licensing conditions relating to professional ex-
perience were the subject of four FAC judgements.
On the one hand these concerned the term «super-
vision» of professional experience and on the other
the application of the hardship clause in Article 43
paragraph 6 AOA®'.

The AOA requires that part of the professional ex-
perience of a licence applicant is acquired under the
oversight of a qualified person (Art. 4 para. 4 and
Art. 5 para. 2 AOA). Article 7 AOO defines the term
« under oversight » in more detail. According to this,
professional experience is taken as having been ac-
quired under oversight if the applicant was formally
subordinated to a specialist who satisfied the legal re-
quirements and was bound by instruction when she
or he carried out the activity in question. The FAOA
was of the view that a member of the Board of Direc-
tors of a limited company (AG) cannot claim to have
been under the oversight of another member of the
Board as both individuals assume the same hierarchi-
cal position and one member of the Board cannot
issue binding instructions to another Board member.
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However, the FAC took the view that, in principle, it
is permissible to appoint employees to the Board of
a limited company and that under case law of the
Federal Supreme Court it is necessary to judge on
an individual case basis whether a governing body
of a limited company can, at the same time, be in
an employment and company law relationship®. The
Court takes the view that in making this assessement
the decisive issue is whether the person concerned
is actually in a subordinate relationship and receives
instructions. If the answer is yes, an employment and
company law double relationship exists. Hence two
legal relationships can exist alongside one another.
As the existence of an employment relationship was
proved in the present case the Court assumed that a
double relationship existed and accepted the profes-
sional experience as supervised based on the existing
employment contract.

In another case the Court came to the conclusion
that a person who is the only member of the Board
of Directors cannot be subordinated formally to an-
other person®. Furthermore, the auditor cannot be
superior to the Board of Directors of the audited
company and does not have the power to issue
binding instructions. Finally, the FAC defined more
precisely that teaching activity or, as the case may
be, the management of a school does not generally
constitute a comprehensive instruction-based activity
within the meaning of Article 7 AOO.

In the same case the FAC emphasised, as regards the
application of the hardship clause®, that Article 50
AOO was not conclusive and was first and foremost
tailored to those applying for a licence as an audit ex-
pert. For those applying for a licence as an auditor
the application of Article 50 AOO represented an ex-
cessive limitation on the hardship clause. In addition,
the FAOA's requirement that evidence be provided of
twelve years' professional experience in the account-
ing and auditing areas in order to obtain an auditor
licence, was regarded by the FAC as excessive, being
too undifferentiated and too long. How many years
of unsupervised professional experience suffice to
warrant an auditor licence, even without supervised
professional experience, cannot be answered theo-

80 FAC Decision No. B-4124/2009 of 5 February 2010.

81 Under this clause, in hardship cases the FAOA may recognise pro-
fessional experience which does not meet legal requirements if it
can be evidenced that proper audit services are provided based
upon many years of practical experience.

82 FAC Decision No. B-3219/2009 of 22 March 2010.

83 FAC Decision No. B-1379/2010 of 30 August 2010.

84 Confirmed in FAC Decision No. B-3920/2010 of 9 December 2010.



retically. Rather, the decision as to whether this profes-
sional experience suffices should be taken based on
the nature and quality of the licence applicant’s pro-
fessional experience over an extended period of time.

In the same judgement the Court also came to the
view that, contrary to the legal system classification,
the hardship clause of Article 43 paragraph 6 AOA
represented a general and indefinite exceptional
rule and not a temporary and transitional one. Con-
sequently, in assessing whether the hardship clause
is applicable it is not only professional experience
acquired up to 1 September 2007, i.e. until the en-
actment of the AOA, that applies. Professional ex-
perience acquired after this date and during the
provisional licence period is also to be considered.

In a further case concerning the hardship clause® the
FAC did not follow the position of the FAOA, which
was to reject the application of the hardship clause for
those applying for a licence after 1 September 2009,
i.e. more than two years after the enactment of the
AQAZ®. This situation could be judged to provide evi-
dence against a hardship case but not in the sense of
a rigid and unalterable presumption. To answer the
question as to a hardship case more detailed explana-
tions must be requested from the licence applicant.

4.4 Good reputation

A person who wishes to be licensed as an audit expert
or auditor must be of good repute and accordingly as-
sure the proper conduct of audit activities (Art. 4 para.
1, respectively Art. 5 para. 1 indent a AOA and Art. 4
AOO). In 2010 the FAC reached four judgements con-
cerning the application of this licensing condition. As
presented below, various situations can call into ques-
tion whether this condition has been met.

85 FAC Decision No. B-1181/2010 of 8 September 2010.

86 The FAOA was of the opinion that Art. 43 para. 6 AOA, like Art.
43 para. 4 and 5 AOA, represented a two year transitional provi-
sion. The FAOA was further of the opinion that an individual who
had not applied for a licence within this timeframe obviously had
no interest in obtaining one. Additionally, the hardship clause
had the purpose of smoothing the transition from the old to the
new law according to the message of the Federal Council (BBI
2004 4093 f.).

Dr. Ulf Berg, Partner BLR & Partners Ltd.
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4.4.1 Financial instability

The FAC was asked to consider a case concerning a
licence applicant who had been the subject of a private
bankruptcy, as well as debt enforcements and certifi-
cates of unpaid debts amounting to around CHF 2.4
million®. In addition, the licence applicant had been
the Executive Director of a limited liability company
(GmbH) and member of the Board of Directors of a
corporation (AG), both of which had gone bankrupt.
The Court first pointed out that the refusal to grant a
licence on the sole grounds that the applicant had cer-
tificates of unpaid debts against his name was neither
justified nor proportionate. Rather, the exact circum-
stances must be investigated, such as the type, origin,
size and number of certificates of unpaid debts. An
auditor in financial difficulties is particularly dependent
upon the companies whose financial statements he
audits; the loss of an audit mandate would affect him
more severely than it would an auditor without finan-
cial problems. Such a situation increases the risk that
the audit will be carried out without due professional
scepticism and in an accommodating way; in order to
avoid losing the mandate the auditor is more likely to
pass over findings which would disadvantage the au-
dited company. The freedom of the auditor to give an
opinion without regard to the possible consequences
for the mandate and for his or her own interests is
therefore limited, at least in appearance. Hence, there
is a lack of independence from a third-party point of
view. The FAC took the view that the size of the certifi-
cates of unpaid debts and the failure to pay the most
recent debts showed that the licence applicant was in
a difficult financial position, even though a large part
of the debts originated from property speculation and
was over 15 years old. Besides this, the bankruptcy of
the two companies in which he had been a member
of the highest executive body raised doubts about his
ability to assess risks astutely. The Court came to the
conclusion that the licence applicant could not assure
the proper conduct of audit activities at the current
time and that the refusal of a licence was not dispro-
portionate bearing in mind that audit fees had repre-
sented 14.3% and 12.4% respectively of the licence
applicant’s 2007 and 2008 revenues.

4.4.2 Audit without a licence

The FAC further confirmed the FAOA's decision not to
grant a licence to an applicant who had audited the
2008 financial statements of 17 corporations (AG)
without having a licence®. First, the Court deter-
mined that this constituted an offence under Article
40 paragraph 1 indent a AOA® Proper audit activity,
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to the contrary, required proper conduct in business
affairs, which is primarily understood to include com-
pliance with the legal system, in particular audit law
but also civil and criminal law, as well as regard for
the basic principles of utmost good faith. Violation of
the criminal law provisions of the AOA lead to a nega-
tive assessment of reputation, even in the absence of
a judgement from the responsible criminal authori-
ties. The appellant consequently failed to satisfy the
requirements as to good reputation and was rightly
neither licensed as an audit expert nor as an auditor.

4.4.3 Civil and criminal law convictions and
ongoing civil and criminal law proceedings

The FAC confirmed that civil and criminal judgements
are to be taken account of in the assessment of good
reputation. The FAOA has a right to use such legal
judgements as support and, as a consequence, is gen-
erally not required to reassess the legitimacy of the
judgement or the supporting arguments®. It added
that in determining good reputation the date of judge-
ment, not the date the misconduct took place, was de-
cisive; this being said, misconduct committed recently
is to be weighted differently to misconduct committed
ten years ago where no relevant incidents have oc-
curred since®'.

Finally, the Court pointed out that ongoing or pend-
ing civil or criminal proceedings against the licence
applicant, or those discontinued with a (court or out-
of-court) settlement, can also be considered in deter-
mining whether the requirements as to good reputa-
tion have been met. An act of misconduct that casts
doubt on audit activities being proper in every way
cannot be precluded in this case, particularly if the li-
cence applicant has committed himself to pay a sum
of money to an opposing party as part of a court or
out-of-court settlement®2. The FAOA can also consider
breaches which have been struck from the Criminal
Register.

87 FAC Decision No. B-5115/2009 of 12 April 2010.

88 FAC Decision No. B-7968/2009 of 6 May 2010.

89 Under this clause, anyone providing audit services without the
required licence or in spite of being prohibited from doing so
is subject to imprisonment or a fine of up to 1,000,000 Swiss
Francs.

90 FAC Decision No. B-7348/2009 of 3 June 2010.

91 FAC Decision No. B-4137/2010 of 17 September 2010.

92 FAC Decision No. B-7348/2009 of 3 June 2010.

93 FAC Decision No. B-7348/2009 of 3 June 2010.



4.4.4 Infringement of independence

As explained above, proper conduct in business af-
fairs, especially compliance with the legal system and
with the audit law and principle of independence, is
required to assure the proper conduct of audit activi-
ties®. At this point it should be remembered that the
independence of the auditor, both in fact and appear-
ance, must not be impaired and that the concept of
the infringement of independence was already applied
under the old law even if not explicitly prescribed, as it
is under the new law®.

In two judgements the FAC considered an array of cir-
cumstances which were incompatible with independ-
ence requirements and which could impair assurance
as to the conduct of proper audit activities.

This is the case if the audited company is controlled by
a holding company belonging to the auditor (also if
the auditor is not a member of that company’s Board
of Directors), if two audit firms audit each others’ fi-
nancial statements, or if there is a formal dependence
relationship between the engagement partner of the
audit firm and a member of the audited company’s
management®®. If the auditor and the audited com-
pany share the same business address or internet site
this is also incompatible with independence®.

The audit of the consolidated financial statements of
a Group by an auditor who is a member of the Board
of Directors or a shareholder of a Group company, or
who takes part in the Board meetings of a bank which

has guaranteed credit to such a Group company,
would likewise be incompatible with independence in
appearance®.

Furthermore, the FAC found that the opting-out of a
limited audit in no way alters the fact that independ-
ence requirements have been breached. Such breach-
es of duty remain relevant in determining whether
good reputation is still given®.

94 FAC Decision No. B-7348/2009 of 3 June 2010.
9 FAC Decision No. B-4137/2010 of 17 September 2010.
9 FAC Decision No. B-7348/2009 of 3 June 2010.
97 FAC Decision No. B-7348/2009 of 3 June 2010.
98 FAC Decision No. B-4137/2010 of 17 September 2010.
9% FAC Decision No. B-7348/2009 of 3 June 2010.
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Thomas Rufer (Vice-Chairman of the Board of Directors of the FAOA),
Dr. Hubert Achermann (CEO KPMG Switzerland, in front).
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4.5 Procedural law issues

The FAC refused the request of a licence applicant
for provisional measures, the applicant having want-
ed to obtain a provisional licence and an entry in the
Register of Auditors pending a legal decision on the
merits of the case. It noted that the licence applicant
had not denied not having any of the required edu-
cational qualifications and came to the conclusion
that making a provisional entry in the Register of
Auditors within the framework of provisional meas-
ures would be too prejudicial to the outcome of the
dispute'®.

The Court did not consider one appeal on the
grounds that the notice of appeal appeared to in-
clude neither a claim nor a reason for a claim™".

In considering an employer’s confirmation of pro-
fessional experience which had been signed by the
licence applicant’s father, the FAC decided that the
family and business relationships, as well as the ob-
vious associated conflicts of interest, limited the evi-
dentiary value of the confirmation'®.
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Finally, the FAC confirmed the practice of the FAOA
concerning a licence applicant’s duty to cooperate'®.
The Court concluded that in failing to deliver docu-
ments requested by the FAOA, particularly as regards
professional experience, the licence applicant had
breached his duty to cooperate and was responsible
for the consequences of lack of evidence.

190 |nterim FAC Decision No. B-7689/2009 of 4 January 2010.
19T EAC Decision No. B-2384/2010 of 29 July 2010.

192 FAC Decision No. B-3920/2010 of 9 December 2010.
193 FAC Decision No. B-703/2010 of 23 November 2010.

7

Prof. Dr. Peter Leibfried, University of St Gallen.
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1 Organisation of the Federal Audit Oversight Authority

FAOA™

Legal form

Incorporation within
government administ-
ration

Registered office

Representative bodies of
the FAOA

Number of staff

Funding

Legal function

Responsibilities

Independence/Oversight

Public-law institution and separate legal entity.

Independent unit within the decentralised government administration,
organisationally attached to the Federal Department of Justice and Police
(FDJP).

Berne
Board of Direc- Hans Peter Walter (Chairman), Dr. h.c., Professor of
tors private and commercial law at the University of Berne

Thomas Rufer (Vice-Chairman), Graduate in Business
Administration and Swiss Certified Accountant

Eugen Haltiner, Dr. oec., Chairman of the Board of Di-
rectors of the Swiss Federal Financial Market Supervisory
Authority (FINMA) (to 31.12.2010)

Alfred Stettler, Prof. em., Dr rer. pol., University of
Lausanne

Peter R. Voser, Graduate in Business Administration
and CEO of Royal Dutch Shell (to 31.12.2010)

Executive Board Frank Schneider, Chief Executive Director and Head of
Oversight, Swiss Chartered Accountant

Reto Sanwald, Head of Legal & International, Dr. iur.,
attorney

Daniela Wieland, Head of Licensing & Support

Auditor Swiss Federal Audit Office (SFAQ)

26 employees, representing 21 full-time equivalents (position 31.12.2010).
As at the end of the prior year 29 employees, representing 23 full-time
equivalents, were employed by the FAOA.

The FAOA is financed entirely from the fees and oversight charges levied
on licensed individuals and audit firms. No taxpayers’ money is used. The
FAOA maintains its own accounts outside the Federal budget.

To ensure the proper provision and quality of audit services (Art. 1, para. 2
AOA).

Appraisal of licence applications, oversight of the auditors of public com-
panies, accomplishment of international administrative cooperation in the
audit oversight area.

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

194kyrther information is included at the FAOA website
(www.revisionsaufsichtsbehoerde.ch)
and in the Activity Report 2009, 6 f.
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2 Financial data

Income statement (amounts in Swiss Francs thousands)
Oversight charges 2'890 2'878
Inspection fees 1216 1'238
Licensing fees net 659 872
Reimbursement of licensing fees -148 -208
Accrual of licensing fees reporting year -559 -738
Release of accrued licensing fees from prior years 1'692 1'508
Other income 92 27
Personnel expense -4'083 -4'323
Operating expense -742 -702
Depreciation -133 -154
Operating profit 884 398
Financial income 71 96

Financial expense - -
Net financial income 71 96

Transfer to reserves under Art. 35 para. 3 AOA -955 -494
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Remuneration of Board of Directors and Management (amounts in Swiss Francs thousands)

Board of Directors

Fee: Chairman of the Board of Directors 110 110
Fee: Vice-Chairman of the Board of Directors 75 75
Fees: Other members of the Board of Directors 90 90
Social security contributions'® 0 0
Total compensation paid to members of the Board of 275 275
Directors

Director and Executive Board

Chief Executive Director's salary 247 247
Other benefits to Chief Executive Director 27 22
Other Executive Board members’ salaries'® 338 378
Other Executive Board members’ benefits 36 35
Social security contributions'” 112 113
Total compensation paid to members of the Executive 760 795

Board

195 All social security costs are paid by the members of the Board of
Directors.

198 Since 15t July 2010 Ms. Daniela Wieland has been member of the
Executive Board.

197 Comprises pension/invalidity/income compensation insurance
contribution, unemployment insurance contribution, work-rela-
ted/non-work-related accident insurance contribution, occupati-
onal pension savings contribution and risk premium.
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3 Abbreviations (where used in English)

AICPA
AOA
AOO
BBI
BGE

CcC

(€0)

FAC
FSC
FSIO
EGAOB
EHRA
EU

FDJP

FHSG

FCC
FINMA
FOPET
FOPH
IAASB
IESBA
IASB
IFAC
IFIAR
IFRS
ISA
ISQC
PCAOB

SAS

American Institute of Certified Public Accountants

Audit Oversight Act of 16 December 2005 (SR 221.302)
Audit Oversight Ordinance of 22 August 2007 (SR 221.302.3)
Federal Law Gazette

Decision of the Federal Supreme Court

Swiss Civil Code of 10 December 1907 (SR 210)

Federal Act of 30 March 1911 on the Amendment of the Swiss Civil Code
(Part Five: The Code of Obligations) (SR 220)

Federal Administrative Court

Federal Supreme Court

Federal Social Insurance Office

European Group of Auditors’ Oversight Bodies
Federal Commercial Registry Office

European Union

Federal Department of Justice and Police

Federal Act of 6 October 1995 on Universities of Applied Sciences
(UAS Act) (SR 414.71)

Federal Casino Commission

Federal Financial Market Supervisory Authority

Federal Office for Professional Education and Technology
Federal Office of Public Health

International Auditing and Assurance Standards Board
International Ethics Standards Board for Accountants
International Accounting Standards Board
International Federation of Accountants

International Forum of Independent Audit Regulators
International Financial Reporting Standards
International Standards on Auditing

International Standard on Quality Control

Public Company Accounting Oversight Board

Swiss Audit Standards
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SEA
SEC

SER
SOX

SR

US GAAP

US GAAS

49

Stock Exchange Act of 24 March 1995 (SR 954.1)
U.S. Securities and Exchange Commission

SIX Exchange Regulation
Sarbanes-Oxley Act of 2002 (USA)

Classified Compilation of Federal Legislation

U.S. Generally Accepted Accounting Principles

U.S. Generally Accepted Auditing Standards

Martin Hurzeler, Team Leader Oversight.
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4 Special-law licences

A special-law licence, deriving from a main licence
granted under the Audit Oversight Act, must be ob-
tained for activities in the following areas (position
as of 31 December 2010):

Audits in the field of

Main licence under
the Audit Oversight

Act: Audit firms

Main licence
under the Audit
Oversight Act:
Lead auditors

Special-
law re-
gulatory
authority

Ad

ditional

requirements

Banks'0®

Securities traders'"

Collective
investments'!?

Insurers'#

Anti-money launde-
ring'"

Central mortgage bond

State-regulated
audit firm

State-regulated
audit firm

State-regulated
audit firm'"3

State-regulated
audit firm

Auditor

State-regulated

institutions'"” audit firm
Pensions companies''® Audit expert'?
Hea_lth1lzgsurance com- A Ldit expert
panies

Casinos'?! Audit expert

198 Banking Act of 8 November 1934 (Bankengesetz; SR 952.0).

199 Financial Market Supervision Act (FINMASA) of 22 June 2007
(Finanzmarktaufsichtsgesetz — FINMAG; SR 956.1).

19 Financial Market Auditing Ordinance (FMAO) of 15 October
2008 (Finanzmarktprufverordnung — FINMA-PV; SR 956.161).

M Stock Exchange Act (SEA) of 24 March 1995 (Borsen- und Ef-
fektenhandelsgesetz — BEHG; SR 954.1).

M2 Collective Investment Schemes Act (CISA) of 23 June 2006
(Kollektivanlagengesetz — KAG; SR 951.31).

113 There are, however, two exceptions: First, audit firms that au-
dit asset managers and representatives of foreign collective in-
vestment companies need to be licensed as audit experts. The
lead auditor also requires a licence as an audit expert (cf. Art. 5
FMAO). Secondly, audit firms that have to prove that they meet
the conditions of Art. 2, para. 3 of the CISA for investment
companies need to be licensed as auditors (cf. Art. 6 FMAO).

"4 Insurance Supervision Act (ISA) of 17 December 2004 (Versi-
cherungsaufsichtsgesetz — VAG; SR 961.01).

15 Anti-Money Laundering Act (AMLA) of 10 October 1997
(Geldwaschereigesetz — GwG; SR 955.0).

116 Applies only to the auditing of financial intermediaries that are
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Audit expert FINMA Art. 26 FIMSA1%
Art. 3 FMAQ'®

Audit expert FINMA Art. 26 FMSA,
Art. 3 FMAO

Audit expert FINMA Art. 26 FMSA,
Art. 3 FMAO

Audit expert FINMA Art. 26 FMSA,
Art. 3 FMAO

Auditor FINMA Art. 19b AMLA'®

Audit expert FINMA Art. 26 FMSA,
Art. 3 FMAO

Audit expert (FSIO) -

Audit expert (FOPH) -

Audit expert FCC Art. 75 CO'*?

directly subject to supervision by FINMA. Selfregulatory organi-
sations may define differing conditions for the admission of au-
dit firms for their membership.

"7 Mortgage Bond Act (MBA) of 25 June 1930 (Pfandbriefgesetz —
PfG; SR 211.423.4).

118 Federal Act of 25 June 1982 relating to Occupational, Survi-
vors> and Disability Pensions (Occupational Pensions Act — OPA)
(Berufliche Vorsorgegesetz — BVG; SR 831.40).

119 There is, however, one exception: Only audit firms that are li-
censed as state-regulated audit firms can act as auditors for
investment foundations (Art. 33, para. 3 of the Ordinance of
18 April 1984 relating to Occupational, Survivors> and Disability
Pensions (Occupational Pensions Ordinance — OPO) (Berufliche
Vorsorgeverordnung — BVV2; SR 831.441.1).

120 Federal Act of 18 March 1994 relating to Health Insurance
(Health Insurance Act — HIA) (Bundesgesetz Uber die Kranken-
versicherung — KVG; SR 832.10).

121 Casino Act of 18 December 1998 (Spielbankengesetz — SBG; SR
935.52).

122 Casino Ordinance (CO) of 24 September 2004 (Spielbankenver-
ordnung - SBV; SR 935.521).



5 List of state-regulated audit firms

Position as of 31 December 2010

Fully licensed

500003
500038
500149
500241
500420
500498
500505
500646
500705
500770
501091
501382
501403
501470
501839

Provisionally licensed

500012
500168
500436
500762
501570
502658

PricewaterhouseCoopers AG
Bankrevisions- und Treuhand AG
OBT AG

Mazars Coresa

Deloitte AG

PKF Wirtschaftsprifung AG

Treuhand- und Revisionsgesellschaft Mattig-Suter

Ernst & Young AG

BDO AG

Intercontrol AG

Provida Wirtschaftsprufung AG
Berney & Associés SA

KPMG AG

Ferax Treuhand AG

Grant Thornton AG

T&R AG

Méader + Baumgartner Treuhand AG
Refidar Moore Stephens
Balmer-Etienne AG

Fiduciaire FIDAG SA

Treureva AG

51

Zurich
Zurich

St. Gallen
Genéve
Zurich
Zurich
Schwyz
Basel
Zurich
Zurich
St. Gallen
Genéve
ZUrich
Zurich

Zurich

GUmligen
Neuhausen
Glattbrugg
Luzern

Martigny

Zurich
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