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Foreword

The Federal Audit Oversight Authority (FAOA) began
its operational activities on 1 September 2007. Af-
ter five years there is, however, still no sign of rou-
tine. The environment in which the FAOA operates
is changing rapidly. On the one side, the national
audit oversight environment is changing. For exam-
ple, on 15 June 2012 the Federal Council decided,
in principle, to merge the previously separate audit
firm oversight functions within the financial markets
area and bundle them together with the FAOA in a
two-step approach. As a result of this decision, as
early as 1 September 2012 the oversight of financial
statement audits for listed banks, insurance compa-
nies and collective investment companies was trans-
ferred from FINMA to the FAOA.

At the international level change is also noticeable.
Here there are numerous regulatory initiatives that
will change the face of audit in the future. The FAOA
considered these initiatives during the year under re-
view. The audit reform of the European Commission
is of particular note.

The remit of the FAOA is to ensure the quality of
statutory audit services. This is done on the one
side through the licensing system and on the other
through the oversight of the 21 state-regulated audit
firms. The activities of the FAOA have led to notice-
able quality improvements over the last five years.
Even so, in many cases the professional scepticism of
the auditor remains insufficient. This manifests itself
in recurring audit deficiencies. The professional scep-
ticism of the auditor will therefore remain a point of
focus for the FAOA. Audit firms are also challenged
though, as they must develop an internal framework
that fosters such professional scepticism.

Berne, 21 January 2013

Thomas Rufer
Chairman of the Board of Directors
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A further threat to audit quality — particularly at
public companies — arises from fee pressure. Already
last year, the FAOA warned of the long-term conse-
quences of the price fall. This situation and the risks
it brings have not changed since then. An important
step towards rectifying this problem would be the
realisation that an audit is not a service exchangea-
ble at will, and for which only price is important. The
audit of an entity in a high risk, dynamic and increas-
ingly complex economic environment is demanding.
In such an environment an audit of the necessary
quality cannot be assumed to be guaranteed.

The above statements demonstrate that challenges
remain for the FAOA. The FAOA will face up to these
challenges. The above-mentioned bundling of over-
sight authority over audit firms under the FAQA is
an important step towards strengthening audit over-
sight as a whole. Alongside this, the relevance of
the audit as a whole has to be increased. The FAOA
believes that the above-mentioned regulatory initia-
tives at an international level could contribute to this
enhanced relevance.

Numerous new projects, such as the assumption of
FINMA responsibilities and the establishment of a
new IT infrastructure, have placed strong demands
on our staff. We would like to thank them for their
great commitment.

Chief Executive Officer




Key activities 2012

International cooperation

After the Statement of Protocol with the PCAOB and
the Memorandum of Understanding with the Ger-
man audit oversight authority (GAOC) in 2011, two
further cooperation agreements could be completed
with the financial markets oversight authority of the
Netherlands (Authority for the Financial Markets,
AFM) and with the French audit oversight author-
ity (French High Council for Statutory Auditors, H3C)
in the year under review. Both the new agreements
with the Netherlands and France are based on a de-
cision of the EU Commission, under which the over-
sight authorities of EU member countries were given
the green light to negotiate with the Swiss oversight
authority, this being recognised as equivalent. The
agreed principle of home country oversight brings
considerable relief to internationally-active Swiss au-
dit firms.

With respect to the USA, two further joint inspec-
tions were performed with the American audit over-
sight authority (PCAOB). The relationship between
the two authorities continued to develop positively.
Long term, the FAQA is striving for PCAOB reliance
on the work of the Swiss oversight authority to be
as far-reaching as possible. Cooperation with the
PCAOB will be further intensified to this end. The
FAOA and PCAOB report separately. No PCAOB re-
ports concerning the joint inspections in Switzerland
have been published to date.

Although the relevant statutory provision is yet to be
enacted (Art. 8 AOA), it is apparent that some dif-
ferentiation is needed as regards the extra-territorial
scope of Swiss audit oversight. Investor protection and
the correspondingly effective oversight of foreign
audit firms need to be brought into a well-balanced
relationship with the competitiveness of the Swiss
capital markets. On 20 December 2012 the Federal
Council submitted its proposals for the amendment
of Art. 8 AOA for consultation.

Oversight of state-regulated audit firms

Since 1 September 2012 the FAOA inspects statu-
tory audit services at listed banks, insurance com-
panies and collective investment companies. Appro-
priate specialists were recruited in good time, such
that the first file reviews at banks and insurance
companies could already be performed in the year
under review. The FAOA takes its new responsibility

seriously and thus takes account of internationally
recognised oversight standards. For example, par-
ticular aspects of the audits of the two largest Swiss
banks will be inspected annually. This is because they
are ranked as global systemically important financial
institutions!.

Alongside the three largest Swiss audit firms, which
are inspected annually, an additional ten inspections
were carried out at other state-regulated audit firms.
In its inspections the FAOA regularly identifies simi-
lar findings. These recurring findings were subject to
international comparison as part of an IFIAR survey.
The survey shows that many Swiss findings can also
be seen in many other IFIAR member countries. Thus
it is sensible to tackle these recurring findings not
only at the national level but also internationally.
At the international level, contacts between IFIAR
members and the representatives of the six globally-
active audit networks stand to the fore. The IFIAR
members believe that the global audit firms should
make greater efforts. Recurring deficiencies in the
areas of professional scepticism, group audits, reve-
nue recognition and the engagement quality review
(EQCR) should be rectified. This would also include
detailed root cause analysis as to why the same find-
ings always recur.

Audit firms performing ordinary audits are subject
to the external quality control of the FAOA only if
they audit public companies or have voluntarily
placed themselves under oversight. In view of the
complexity of the ordinary audit, as well as the new
thresholds, this is no longer appropriate and leads
to competitive distortion. On 20 December 2012
the Federal Council submitted its proposals for the
relevant amendment of the law for consultation.
The draft law envisages that all audit firms perform-
ing ordinary audits would, in future, be subject to
state oversight by the FAOA. The proposed oversight
would, however, be carried out in a differentiated
way. Due to the lower risk and public interest in-
volved, audit firms that do not audit any public com-
panies would not be inspected every three years but
generally only every five.

! The «Global Systemically Important Financial Institutions» (G-
SIFIs) are 29 financial institutions that the representatives of
the G20 rank as systemically important. See also, in particu-
lar, the «Policy Measures to Address Systemically Important
Financial Institutions» of the Financial Stability Boards (FSB) of
4.11.2011, in which stronger oversight of G-SIFls is demanded
(www.financialstabilityboard.org).



http://www.financialstabilityboard.org

Licensing

In contrast to the licensing of individuals, the licens-
ing of audit firms is limited to five years. In 2013 the
FAOA will renew the first audit firm licences from
2008. In this connection, the focus in the year un-
der review was on the creation of necessary pro-
cesses and the development of a modernised IT
platform. Through the optimal use of information
and communication technology, the FAOA aims to
achieve time and cost savings for licence applicants
and itself. Business dealings with the FAOA should
be conducted electronically as far as possible (E-
Government).

Court decisions

In the year under review the practices of the FAOA
were judged in two decisions (prior year one) of the
Federal Supreme Court and nine (prior year 16) of
the Federal Administrative Court. As the court deci-
sions of prior years had provided clarification on the
application of the AOA, particularly in the licensing
area, this year all but one of the decisions of the
FAOA were confirmed.

Whistle-blowing

In the year under review the FAOA received 35 third
party notifications (prior year 10 notifications) of
possible breaches of law or professional law. The
increased number of notifications led in almost all
cases to FAOA fact-finding. In individual cases the
fact-finding involved the inspection of working pa-
pers relating to non-public companies. As a result of
this fact-finding, various breaches were found and
punished — particularly relating to audits carried out
without the necessary licence and breaches of inde-
pendence requirements.

«Long term, the FAOA is striving for PCAOB
reliance on the work of the Swiss oversight
authority to be as far-reaching as possible.
Cooperation with the PCAOB will be further
intensified to this end.»

Activity Report 2012




1 Oversight

1.1 Introduction

The FAOA currently oversees 21 state-regulated au-
dit firms? that are allowed to audit public compa-
nies. The ten largest Swiss audit firms audit a total of
23,648 audit engagements (see Figure 1). It is to be
noted thereby that the oversight of statutory audit
services by the FAOA extends to begin with to the
approximately 490 public companies?. The quality of
audit services for non-public companies is examined
only on an exception basis (e.g. upon receipt of third
party information).

Figure 1:

Number of audit engagements of the ten largest
Swiss audit firms, ranked according to the total
number of audit engagements*

Audit firm Registered office Number of public | Total number of
companies audited | audit engagements

PricewaterhouseCoopers AG (PwC)  Zurich
BDO AG Zurich
Ernst & Young AG Basel
KPMG AG Zurich
Deloitte AG Zurich
OBT AG St. Gallen
Fiduciaire FIDAG SA Martigny
Provida Wirtschaftsprtfung® St. Gallen
Fidinter SA® Lausanne
T&RAG GUmligen
Total

The Swiss public company audit market continues to
be dominated by the three audit firms; PwC, Ernst &
Young and KPMG («Big 3»). Measured against the
total number of audited public companies, the share
of the «Big 3» amounts to around 88 % (prior year
85%).

The most important constituent of FAOA oversight
is the inspection, which, for the most part, is carried
out at the premises of the state-regulated audit firm.
FAOA inspections are planned and executed using a
risk-based approach and on the basis of a multi-year
plan. The nature and scope of inspection procedures
are individually tailored according to the risks and
complexity of the audit firm and the inspected en-
gagements. The inspection of state-regulated audit
firms includes both formal and substantive aspects.
Within the scope of the firm review procedures are

192 6,926
28 4,631
110 4,256
103 3,470
23 1,117
3 1,050

1 722

0 662

0 426

1 388

See Appendix 4 for a complete list of state-regulated audit firms.
According to entry in the FAOA register (includes significant sub-
sidiary companies and issuers of listed bonds).

Source  of audit engagement numbers:  Website
«www.wer-revidiert-wen.ch» of Credita AG, Baar, Switzerland
(status as in August 2012)/Source of public company data:
FAOA register as at 30.11.2012.

Provida Wirtschaftsprifung is voluntarily under FAOA statutory
oversight.

Fidinter S.A. Lausanne is not state-regulated.



http://www.wer-revidiert-wen.ch/

performed to check that licensing conditions have
been met and that there is a suitable and function-
ing internal quality assurance system. During the file
reviews the quality of audit services is inspected on a
sample basis’. The general approach of the FAOA is
described in its Oversight Concept?.

1.2 Statistics on the number of inspections
and findings (2008-2012)

The number of FAOA firm review findings has re-
duced over the last few years. However, the quality
assurance tools available are not always used con-
sistently.

Category

01.04.2008 -
31.12.2012"

Number of inspections 16

Firm review Comment

Form findings =
File review Comment

Form findings 2
Number of files inspected ' 62

Activity Report 2012

As regards file reviews, the FAOA has noted im-
provements in audit documentation. In relation to
substantive findings, however, no clear trend of au-
dit quality improvement can be seen. Differences in
audit quality are attributable to the individual-related
elements of auditing in particular. This also explains
individual differences in file review results within the
same state-regulated audit firm. The composition of
the audit team plays a very important role in audit
quality.

Figure 2:
Overview of FAOA inspections and Comment Form
findings

of

01.04.2008 -
31.12.2012

01.04.2008 -
in 2012 | 31.12.2012

34 10 50 13
192 31 248 39
245 32 474 51

33 9 95 18

7 Cf. FAOA Activity Report 2011, section 1.4.1.

8 See www.revisionsaufsichtsbehdrde.ch  (Documentation/Over-
sight Concept).

% Ernst & Young AG, KPMG AG und PricewaterhouseCoopers AG.

10 18 state-requlated audit firms as per Appendix 4.

" The FAOA began its inspection activities on 1.4.2008.

12 In each file review the FAOA selects the working papers relating
to the audit of the consolidated financial statements (including
holding company) and the audit of a significant subsidiary.
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In its findings the FAOA distinguishes between Com-
ment Form and Other Reportable Findings. On the
one side, this differentiation is made to improve the
efficiency of the inspection process. On the other, it
ensures that focus is placed upon the most important
deficiencies when further developing the quality as-
surance system. The Comment Form includes impor-
tant findings that are detailed within the inspection
report to the state-regulated audit firm. The written
Other Reportable Findings are not included within the
inspection report but are to be considered by the audit
firm in further developing its quality assurance system.

Specific remedial measures are agreed for each
Comment Form finding, the implementation of
these being checked by the FAOA. The FAOA dif-
ferentiates between firm and engagement-related
measures. Firm-related measures are aimed at the
firm-wide improvement of the quality assurance sys-
tem. Engagement-related measures require specific
actions at the engagement level (e.g. changes to the
engagement team, involvement of specialists). If au-
dit evidence is insufficient measures are requested to
obtain evidence or documentation retrospectively. If
the FAOA deems the quality of the audit to be unsat-
isfactory it requires this to have a significant impact
on the compensation of the auditor-in-charge and,
if appropriate, the EQCR.

1.3 Inspections 2012
1.3.1 General

The FAOA performed 13 inspections in 2012. By the
end of 2013 the FAOA will have completed the sec-
ond inspection cycle, all state-regulated audit firms
being subject to an FAOA inspection at least once
every three years'>. The «Big 3» already had their
fifth inspection in 2012, as each of these three firms
audit over 50 public companies ™.

1.3.2 IFIAR survey

In an internationally-linked economy with globally-
active public companies and audit firms, it is impor-
tant that the firm and file review findings of the FAOA
are compared, on an anonymous basis, with those of
other oversight authorities. Such an international view
is also necessary because the audit of a large public

company involves the work of numerous component
auditors from different countries and audit firms.

On 18 December 2012 the International Forum of
Independent Audit Regulators (IFIAR)'> published
the results of a widely-based survey'. The survey
was completed by 44 IFIAR member countries, its
aim being to identify, on an anonymous basis, com-
mon findings at the six largest global audit firms”.
The survey focused particularly on file review find-
ings at public companies and systemically important
financial institutions™. It should become the basis
for the discussion and, if possible, coordination of
measures to improve audit quality at a global level.

A comparison of FAOA file review findings with
those of other oversight authorities shows that find-
ings are made in identical areas:

— Professional scepticism of the auditor
— Group audit

— Role and responsibilities of the engagement qual-
ity control reviewer

— Audit of revenue recognition

The IFIAR member countries believe that global audit
networks and local audit firms need to make greater
coordinated efforts to eliminate the recurring defi-
ciencies in the above-mentioned areas permanently.
The oversight authorities involved find that measures
have been implemented by audit firms in the audit
methodology update, staff training, engagement
quality review and internal monitoring areas. Irre-
spective of these measures, however, it is necessary
for the audit firm leadership to foster a culture of
quality and hold it in high regard.

13 Cf. Art. 16 para. 1 AOA.

14 Cf. FAOA Circular 1/2010, margin note 8.

15 Cf. section 2.5.

16 The results of the IFIAR survey were published within the
report «2012 summary report of inspection findings»
on 18.12.2012, as available on the following website:
https://www.ifiar.org/IFIAR/media/Documents/General/
IFIAR-2012-Summary-Report-of-Members-Inspection-Find-
ings-18-Dec-12-(2).pdf.

7 BDO, Deloitte, Ernst & Young, Grant Thornton, KPMG und PwC.

18 Cf. www.financialstabilityboard.org concerning the definition of
«Systemically Important Financial In-stitutions (SIFls)» and «Glob-
al Systemically Important Financial Institutions (G-SIFls)», which
were the subject of the survey.



https://www.ifiar.org/IFIAR/media/Documents/General/IFIAR-2012-Summary-Report-of-Members-Inspection-Findings-18-Dec-12-(2).pdf
https://www.ifiar.org/IFIAR/media/Documents/General/IFIAR-2012-Summary-Report-of-Members-Inspection-Findings-18-Dec-12-(2).pdf
https://www.ifiar.org/IFIAR/media/Documents/General/IFIAR-2012-Summary-Report-of-Members-Inspection-Findings-18-Dec-12-(2).pdf
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As regards the audit of public companies, the IFIAR
survey further shows the following areas to have the
most findings:

— Audit of estimates (ISA 540)
— Audit of internal controls

— Participation of engagement quality control
reviewer

In the context of the audit of financial reporting by
important financial institutions, additional findings
resulted in the areas of financial assets and securi-
ties’ valuation, as well as loan write-downs.

Professional scepticism is a fundamental basic atti-
tude of the auditor that has a decisive influence on
every audit procedure and therefore also on audit
quality. Professional scepticism is an attitude that
includes a questioning mind, being alert to condi-
tions which may indicate possible misstatements
and a critical assessment of audit evidence . Lack of
professional scepticism is seen by the oversight au-
thorities — and also the FAOA — as the main cause of
file review findings in many cases. A major challenge
will be to identify appropriate measures to foster the
necessary professional scepticism of the auditor.

As a possible measure towards improving quality
many oversight authorities recommend a transpar-
ent communication of file review findings. The FAOA
believes the disclosure of findings to the Audit Com-
mittee of the relevant public company to be an im-
portant way to encourage audit quality?.

Activity Report 2012

1.3.3 Firm Review Findings

In its firm review inspection procedures the FAOA
focuses primarily on assessing the effectiveness of
the quality assurance system. The existence of com-
prehensive handbooks, directives and systems does
not necessarily guarantee adherence to regulatory
requirements. Staff must be familiar with the avail-
able quality assurance tools. Additionally, firm lead-
ership must communicate the use and importance
of these tools and lead by example in everyday pro-
fessional life.

The 13 inspections in 2012 resulted in 39 firm review
findings. Below are details of the most important of
these:

19 Cf. ISA 200.13()).
20 Cf. section 1.10.



1.3.3.1 Ethical principles and independence

Compliance with independence requirements, with-
out compromise or limitation, is a fundamental pre-
requisite for an effective audit?'. Given the impor-
tance of auditor independence, the FAOA performs
comprehensive inspection procedures in this area in
each case.

a. Acceptance of additional services engagements
at audit clients

In the year under review the FAOA had many find-
ings, at both large and small audit firms, relating
to the process for accepting additional services en-
gagements at audit clients. Additional services were
provided to audit clients without identifying possible
threats to independence. In these cases safeguards
were not adequately assessed, documented and im-
plemented. The nature and scope of the proposed
additional services was often not documented in the
working papers. In some cases the additional servic-
es were also provided before being approved by the
auditor-in-charge. In these cases a major risk exists
that the acceptance of additional services engage-
ments may breach independence requirements.

The FAOA expects the processes for accepting ad-
ditional services engagements at audit clients to be
applied more consistently and for breaches to be dis-
couraged through disciplinary measures. Audit firms
must also ensure that the employees within each
business area that accepts and provides additional
services are adequately instructed as to the available
processes and independence requirements.

b. Leadership and decision-making function

In the year under review the FAOA ruled against five
members of staff from a state-regulated audit firm
regarding breaches of independence requirements.
In three cases the FAOA issued a reprimand. In the
other two cases the licence was withdrawn for a pe-
riod of two years. An appeal was made to the Fed-
eral Administrative Court with respect to each of the
licence withdrawals. Both appellants were, at differ-
ent times, auditor-in-charge of companies whose
Boards included a Director of the appellants’ audit
firm. In addition, one of the appellants had taken a
loan from the above-mentioned Board member. The
other did not possess the necessary special licence
from FINMA.

1.3.3.2 Human resources

The FAOA checks that state-regulated audit firms
comply with the training regulations of the Swiss
Institute of Certified Accountants. In some cases
the required training hours were not reached. Fur-
ther, it was found that training was not provided in
subjects relevant to the functions of the staff mem-
bers. If staff members perform the audit of financial
statements prepared under international accounting
standards then these standards should be taught ap-
propriately.

Audit firms must further ensure that performance
reviews are performed for partners and staff of all
grades. As in prior years, the FAOA found that quality-
relevant goals are still insufficiently taken account
of22. The sale of additional services to audit clients
is often taken account of positively, although inter-
national independence rules explicitly forbid this?.

1.3.3.3 Compliance with Swiss law
a. Licensing of auditor-in-charge

The auditor-in-charge must hold an FAOA licence?*
and shall take overall responsibility for each audit en-
gagement to which he or she is assigned 2. It is im-
portant here that responsibility is not only assumed
formally but also effectively. At audited companies
regarded as important by the global audit networks,
the allocation of responsibilities within the engage-
ment leadership is not always clear.

21 Cf. section 3.8.

22 Cf. FAOA Activity Report 2011, section 1.4.3.3.

23 Cf. Code of Ethics for Professional Accountants (CoE) of the In-
ternational Ethics Standards Board of Accountants (IESBA), sec-
tion 290.228.

24 Cf. Art. 6 para. 1 indent c AOA and para. 29 AOO.

25 Cf. 1SA 220.8.
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b. Listed companies with principal operating activi-
ties abroad

Some Swiss-listed companies have their main opera-
tions abroad. To the extent that the group’s admin-
istrative functions are abroad in such cases, a sub-
stantial proportion of the group audit is also often
performed abroad. However, the overall responsibil-
ity for the audit of the statutory consolidated finan-
cial statements still remains with the Swiss auditor.
In such cases a clear division of responsibilities is re-
quired as to the audit and quality assurance. The au-
dit client is to be informed as to who has overall re-
sponsibility for the audit. It is also to be determined
how it will be ensured that supervisory and working
paper review procedures for work performed abroad
will be timely, sufficient and documented.

c. Liability insurance

State-regulated audit firms must have sufficient insur-
ance for their liability risks?6. At several state-regulat-
ed audit firms the insured sum covered not only the
licence-holder but also other companies within the
same group. In addition, the insured sum did not only
cover liabilities arising from public company audits. In
these cases the FAOA required the insurance contracts
to be amended to comply with statutory requirements.

1.3.4 File Review Findings

18 file reviews were conducted by the FAOA in 2012.
These reviews resulted in a total of 51 findings.

In conducting each of its file reviews the FAOA se-
lects the audit working papers relating to public
companies. Where an audit firm voluntarily elects to
be under FAOA oversight, non-public companies are
also inspected?’. Public companies are those com-
panies that have shares listed on a stock exchange,
that have outstanding bonds, or that are classified
as significant subsidiaries?®. In response to various
questions, the term «stock exchange» was clarified
in an FAQ in October 20122°. It was explained, in
particular, that companies registered in Switzerland
whose shares are included in the «Entry Standard»
of the Frankfurt Stock Exchange or in the «AIM» of
the London Stock Exchange represent public compa-
nies. As such, these companies must be audited by a
state-regulated audit firm=°.
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The first-time inspection of the working papers of
bank and insurance company audits produced simi-
lar findings to those from financial statement audits
in other industries3'. Many findings relate to group
audits (ISA 600) and the audit of estimates (ISA 540).
In its file reviews of banking engagements the FAOA
also had findings relating to the audit of internal
controls. The use of insufficient sample sizes and
the audit of inappropriate controls result in errors in
the scoping of substantive testing. This can lead to a
failure to detect material misstatements in financial
reporting.

1.4 Proceedings and preliminary fact-finding

In addition to routine inspections, the FAOA also
conducts event-driven preliminary fact-finding and
proceedings at state-regulated audit firms. In so
doing, the FAOA considers, in particular, plausible
information from third parties (e.g. media, whistle-
blowers).

In 2012 the FAOA received eight notifications from
third parties that related to state-regulated audit
firms, the majority of which having been received
anonymously through the FAOA website32.

Since the inspection activities of the FAOA began
in 2008, 21 proceedings3? have been conducted as
part of the oversight of state-regulated audit firms:

- Six proceedings were against audit firms. In three
cases the FAOA had identified breaches of inde-
pendence requirements. In two cases measures
agreed with the FAOA after its first inspection
were not implemented or not implemented on a
timely basis. In one case the statutory reporting
obligation3* was not met.

%6 Cf. Art. 9 indent c AOA and Art. 11 AOO.

27 Cf. Art. 33 AOO.

28 Cf. Art 727 para. 1 section 1 CO.

29 Cf. FAQ on the definition of public companies of 9.10.2012.

30 Cf. Art. 7 para. 1 AOA.

31 Cf. IFIAR survey findings (section 1.3.2 above) and FAOA Activity
Report 2011, section 1.4.4.

32 Cf. www.revisionsaufsichtsbehdrde.ch («Hinweise Dritter auf all-
fallige Missstande»).

33 These proceedings include already completed and on-going pro-
ceedings.

34 Cf. Art. 14 para. 2 AOA.
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— 15 proceedings were against individuals with an
FAOA licence. Nine cases involved breaches of in-
dependence requirements. In six cases the FAOA
found that the auditor-in-charge had not exercised
proper duty of care.

In the instances found involving the failure to exer-
cise proper duty of care the FAOA objected, in par-
ticular, to the following elements:

a. Leadership responsibility relating to audit quality

The auditor-in-charge shall assume responsibility for
overall quality®. He or she must be satisfied that the
audit team possesses the necessary competence and
capabilities®®. In addition, he or she must assume
responsibility for the direction and supervision of
the audit engagement?®. In cases where the FAOA
found significant breaches of auditing or accounting
standards this leadership responsibility had not been
observed, or not sufficiently so. The FAOA particular-
ly expects the involvement of the auditor-in-charge
as regards significant risks.

b. Competence and capabilities

An audit firm may only accept an engagement if it
has the necessary competence®. This ensures that
the engagement will be conducted in accordance
with relevant standards.

During its file reviews the FAOA found breaches of
basic accounting and auditing standards (e.g. sub-
stantial deficiencies in the treatment of deferred tax,
failure to attend inventory counts, lack of IT audit
procedures). The nature and scope of these breaches
indicated to the FAOA that the audit team was in-
sufficiently competent to fulfil the responsibilities as-
signed to it. This risk exists particularly at smaller au-
dit firms, who perform few audits involving specific
accounting or auditing standards. In these cases the
critical mass necessary to develop and retain compe-
tence and capabilities is not reached.

35 Cf. 1SA 220.8.
36 Cf. 1SA 220.14.
37 Cf. 1SA 220.15.
38 Cf.15QC 1.26.
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1.5 Audit Quality Measures

Every year the FAOA collects from the largest audit
firms audit quality measures relating to various areas
relevant to ISQC 13°. These allow for trend analysis,
as well as comparison between the individual audit
firms. In addition, the audit quality measures enable
the timely identification of possible negative influ-
ences on audit quality.

Figure 3:

Audit quality measures relating to the audit function
of the five largest state-regulated audit firms, with
prior year comparison“

Audit quality measure

Average annual revenue per audit
partner (CHF mio.)

Average number of chargeable hours 699
per partner

Ratio of additional fees to audit fees 0.1
Number of staff per audit partner 7.5
Staff turnover in % 15
Non-local reviewer participation within 11

internal monitoring in %

Average number of EQCR hours per 4
public company audit

The most important observations from the analysis
of this key data are as follows (see Figure 3):

—1In 2012 the average annual revenue per audit
partner changed very little compared to prior years.
A reduction in audit fees generally increases the
risk that financial goals will be placed above those
relating to quality. Furthermore, the year on year
comparison shows, as in prior years, no positive cor-
relation between the average chargeable hours
per partner and the revenue per partner. Average
revenue depends particularly on the number of staff
per partner and the client structure of the firm.
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200 fam a2
__from| __to| from __to| from __to
1.5 4.0 1.4 4.0 4.1

1.4
1,060 761 1,007 786 1,000
0.7 0.1 0.5 0.1 0.6
11.4 8 11.5 7.6 11.9
27 16 23 16 28
100 0 100 3 100
16 9 20 7 22

39 |n part, the calculation of the audit quality measures was made
using unaudited data. In individual cases simplifications or as-
sumptions had to be made. The informative value and compara-
bility of these measures is therefore limited and no responsibility
is taken for their accuracy.

40 The FAOA collected 12 audit quality measures relating to the
individual elements of ISQC 1. They were collected from the five
largest state-regulated audit firms. It should be noted that some
firms also amended their prior year calculation basis to account
for known errors.



— The ratio of additional fees to audit fees at pub-
lic companies did not change in comparison with
last year at the lower level and increased slightly
at the higher level. For the FAOA the ratio of ad-
ditional fees to audit fees represents an important
risk factor in the independence area*'.

— The staff to partner ratio decreased slightly at
the lower level. With a high staff to partner ratio
the risk exists that a partner cannot adequately ful-
fil his or her responsibilities as auditor-in-charge.
This ratio is relatively low by international stand-
ards.

— Compared to the prior year staff turnover changed
only marginally at four firms. At one firm staff
turnover increased significantly (28 %) due to ex-
traordinary measures. Adjusting the performance
indicators for these extraordinary measures the
highest turnover in 2012 was around 22 %. High
staff turnover can threaten staff continuity on au-
dit engagements. This in turn can have a negative
impact on audit quality.

— The composition of quality control review
teams for the purpose of ensuring objectivity var-
ies considerably. Greater participation by non-local
reviewers# is normally beneficial since it gener-
ally increases the objectivity of the internal quality
control review. According to the FAOA, there is a
tendency for there to be a greater number of, and
more substantial, quality control review findings
where non-local reviewer participation is greater.
At two firms the participation of non-local review-
ers was 100 %.

— The average number of EQCR“* hours per
public company has hardly changed over the last
years. The FAOA views the relatively low number
of hours critically as important quality assurance
duties are assigned to the EQCR. Precisely given
the recurring engagement control review deficien-
cies found, an increase in EQCR participation is to
be striven for4.

1.6 Cooperation with other Swiss regulatory
authorities and stock exchanges

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

In the year under review no joint inspections were
performed with FINMA. However, given the respec-
tive oversight activities of the FAOA and FINMA, as
well as the assumption of particular FINMA oversight
responsibilities by the FAOA%, a regular exchange
took place.

The SIX Exchange Regulation (SER) is responsible
for ensuring that companies listed on the SIX Swiss
Exchange comply with accounting standards. The
FAOA and SER coordinate their activities to avoid
duplication. The FAOA assesses the audit activities
of audit firms. The SER, on the other hand, assesses
issuers’ compliance with their responsibilities under
the listing regulations.

In the year under review the FAOA received three
notifications from the SER. In each case these led
to preliminary fact-finding to assess the role of the
auditor. The focus of the fact-finding in each case
is upon compliance with legal and professional au-
dit requirements, and not upon a re-assessment of
compliance with accounting standards.

Should the FAOA find possible material breaches of
accounting standards it notifies SER or the BX Berne
eXchange. In the year under review one such notifi-
cation was made to the BX Berne eXchange.

41 Cf. section 1.8.1 (Provision of additional services).

42 Non-local reviewers are partners or staff from foreign network
member firms.

43 The Engagement Quality Control Reviewer (EQCR) is the individ-
ual responsible for the engagement quality review (ISQC 1.35).

44 Cf. section 1.3.2.

45 Cf. Art. 22 and 23 AOA.

46 Cf. section 1.7.
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1.7 Assumption of particular FINMA
responsibilities

On 15 June 2012 the Federal Council decided, in
principle, to consolidate the previously separate
oversight of financial and regulatory audits. In a first
step, the oversight of the financial statement audits
of listed banks, insurance companies and collective
investment companies was transferred to the FAOA.
No changes in the law were required for this. The
transfer of the other responsibilities will follow in a
second step, as soon as the Federal Assembly enacts
the necessary changes to the law. This phased ap-
proach should ensure a smooth transfer. The Federal
Council instructed the Federal Department of Justice
and Police FDJP to prepare a Message of the Federal
Council on the amendment of the Audit Oversight
Act (AOA) and the Financial Market Supervision Act
(FMSA). This is expected to be sent to the Federal
Assembly in the first half of 2013.

The aim of the transfer of authority is to strengthen
the system of financial markets oversight in Switzer-
land through a concentration of power. The consoli-
dation of audit oversight authority within one au-
thority will eliminate the weak points of the previous
division. In the future, only the FAOA will be responsi-
ble for the oversight of audit firms. Staff resources and
technical expertise will be bundled, thereby further
professionalising oversight over the audit industry.
At the same time, FINMA will gain independence
in its dealings with audit firms, which will improve
the interchange between the audit firms and FINMA
over problems at financial institutions under over-
sight. Furthermore, duplication can be eliminated
and efficiency gains for audit firms can be achieved.
For the areas affected this means the following:

Licensing:

The FAOA assumes sole responsibility for licensing
and, for the first time, adjudicates on the licensing
of audit firms and auditors-in-charge who require a
special law licence in the financial markets area.

Oversight:

The FAOA is solely responsible for the oversight of
audit firms in the financial and regulatory audit ar-
eas. This applies to banks, securities traders, insur-
ers, central mortgage bond institutions, collective
investment companies, asset managers of collective
investment companies, pension funds, and financial
intermediaries under the direct oversight of FINMA.
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Together with the authority to exercise oversight, re-
sponsibility for sanctioning audit firms and auditors-
in-charge will be transferred to the FAOA.

Auditing standards:

FINMA will continue to determine the inspection
topics and standards for the regulatory audit of fi-
nancial institutions, while the FAOA is responsible
for recognising the standards applying to the finan-
cial audit.

International administrative assistance:

The FAOA is responsible for international admin-
istrative assistance in the audit oversight area. A
uniform, clear and efficient process can thereby be
established vis-a-vis foreign oversight authorities.
Requests made to the FAOA for administrative assis-
tance may certainly not be used to obtain informa-
tion and documentation from financial institutions
that cannot be obtained through FINMA.



1.8 Analyses
1.8.1 EU proposals (audit reform)

Having evaluated responses to its Green Paper, the
European Commission published its proposals for
improving the audit market on 30 November 2011.
Specifically, the Commission submitted separate pro-
posals for a new Regulation on the audit of public-
interest entities and for a Directive to amend the
existing eighth EU-Directive.

Individual aspects of the new proposals are ad-
dressed below*’.

Auditor rotation

The European Commission proposes that the audi-
tors of public interest entities should be required to
stand down from the audit engagement after a pe-
riod of six years (so-called external rotation). A cool-
ing-off period of four years would then apply before
the audit firm could again work on the engagement.
The rotation period would increase to nine years
in the case of a joint audit. In exceptional cases it
would be possible to extend the engagement period
for a joint audit by two, respectively three, years.

As a rule, where an entity is audited by the same au-
ditor for a long period of time a relationship of trust
develops between the audited entity and the audit
firm, or rather their representatives, which can im-
pair independence. There is a danger that this trust
can, in fact or at least appearance, impair the inde-
pendence and objectivity of the auditor. However,
both the audited entity and the audit firm have a ba-
sic interest in maintaining their business relationship
for as long as possible. This is because a first-time
audit generates one-off costs for both sides. The
alignment of interest between audited entity and
auditor towards having as long a business relation-
ship as possible can threaten independence.

The rotation of the audit firm after a certain num-
ber of years on an engagement is therefore gener-
ally a suitable way to strengthen independence. It is
true that various studies on this subject have shown
that mandatory rotation of the audit firm does not
necessarily improve quality and independence or, as
the case may be, that a longer term of engagement
possibly has positive effects. However, it cannot be
denied that an engagement term of many decades
undoubtedly impairs independence, at least in ap-
pearance. In place of a fixed rule other approaches
should also be considered: It would be possible, for
instance, to require the appointment of an Audit

Committee to deal with audit issues at the level of
the auditor. This could be given the responsibility, by
way of an audit charter for example, of putting the
audit out to tender within a period of nine to twelve
years. Thus, flexibility could be maintained on the
one hand while making the entity aware of the issue
on the other.

Mandatory audit tendering

The European Commission proposes that public in-
terest entities should be required to adopt an open
and transparent tendering process when selecting
a new auditor. The Audit Committee of the entity
should thereby be closely involved in the selection
process. The proposal foresees, amongst other
things, that the Audit Committee of the administra-
tive or supervisory body of the audited entity should
recommend the appointment of an audit firm and
also justify their recommendation. The recommen-
dation must include a minimum of two proposals for
the audit engagement. The selection criteria are also
specified in detail.

The strengthening of the role of the Audit Commit-
tee that goes along with this proposal is to be wel-
comed. Audit Committees represent an important
instrument in ensuring adequate control, respectively
supervision, of financial reporting. In Switzerland the
FAOA supports efforts to define and strengthen the
role of the Audit Committee mandatorily. Whether
the individual proposals of the European Commis-
sion are suitable for Switzerland is to be examined.
On the whole, however, the general direction on this
point appears to be right.

47" A comprehensive analysis of the EU Commission’s proposals of
30.11.2011 can be found in Schneider/Widmer: «Unabhangig-
keit der Revisionsstelle: Ausgewahlte Aspekte des Griinbuchs der
EU», in: Finanz- und Rechnungswesen Jahrbuch 2013.
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Provision of additional services

The European Commission proposes a mandatory
differentiation between audit-related and non-audit
services and defines both terms. Audit firms audit-
ing public interest entities should no longer be per-
mitted to provide non-audit services to the audited
entity or its affiliates. In addition, large audit firms
should separate their audit and non-audit services in
order to eliminate the danger of conflicts of interest.
Still further-reaching limitations are foreseen for au-
dit firms for whom large public interest entities con-
tribute more than a third of total audit fee income
and who belong to a network whose members in
the European Union have combined fee income of
over EUR 1,500 million.

The parallel advisory activities of an auditor are not
problematical per se, at least in terms of independ-
ence in fact. Advisory services to audit clients are
therefore generally permissible in Switzerland. How-
ever, the economic independence of the auditor can
be called into question if the ratio between advisory
fees and audit fees becomes too high. Since the
award of additional services is often linked to the
audit engagement there can be an excessive interest
in continuing the audit relationship, and the advi-
sory services connected with it. Auditor independ-
ence can thereby be threatened. In Switzerland, the
acceptance of an engagement which would lead
to economic dependence is incompatible with in-
dependence. According to FAOA Circular 1/2010,
a significant risk of impaired independence exists if
the relationship between audit fees and additional
fees exceeds a ratio of 1:3 in two consecutive years.
Given current developments and discussions on in-
dependence, a reduction in this ratio is foreseeable.

In Switzerland the general prohibition of parallel ser-
vices is certainly not in focus, only their limitation
to a smaller amount. The effects of such a limita-
tion in Switzerland would generally be small, at least
in terms of SMI companies. As an FAOA analysis of
audit fees and fees for other services for the year
2011 shows, at no SMI company do auditor fees
from parallel services exceed 30 % of audit fees. The
majority of SMI companies (13 companies) purchase
additional services from their auditors that amount
to even less than 10 % of audit fees. In this area the
larger Swiss companies therefore already appear to
have recognised that an independent audit is pos-
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sible only if the auditor does not have to consider
further lucrative engagements in reaching his or her
audit opinion.

The proposals of the European Commission towards
reforming the audit market go significantly less far
than was expected based on the Green Paper. Some
of the central aims, such as auditor rotation and the
prohibition or, as the case may be, significant limita-
tion of parallel services will remain contentious. It is
currently unclear how the EU Parliament, or rather
the member states, will react to the proposals. How-
ever, if one looks at the development of independ-
ence and audit quality requirements and the corre-
sponding regulation over the last years, respectively
decades, a strengthening of the current provisions
appears likely. Overall, the improvements should not
be seen as a threat, but far more as a chance to in-
crease audit relevance.

1.8.2 Other international initiatives

The financial crisis led to a worldwide questioning
of the value and relevance of the audit. Since then,
regulators and standard setters in many countries
have examined the need for changes in regulation
intensively. The aim of the large number of regula-
tory initiatives is to close the expectation gap be-
tween the current role of the audit and the public
perception of it. At the international level initiatives
to increase the value and relevance of the audit exist
in the following areas:

— Improvement, respectively development, of the
auditor’'s reporting model;

— Strengthening the role of the Audit Committee;

— Enhancing the independence, objectivity and pro-
fessional scepticism of the auditor;

— Increasing audit transparency;

— Alternatives to the market concentration of the
Big 4.



1.9 Standard-setting

Over the last few years accounting and auditing
standards have been revised and developed further.
The updating of methodologies and continuous
staff training is of central importance to audit firms.
To guarantee these, audit firms must have internal
processes and sufficient resources to monitor de-
velopments and make the necessary changes on a
timely basis. For its part, the FAOA views the further
development of international and national auditing
standards as an important element in improving au-
dit quality and monitors such developments actively.
The FAOA is a member of an international working
group that fosters periodic exchanges over the inter-
national process for determining audit standards*.

1.9.1 Swiss auditing standards

With a view to further developing national auditing
standards, the Swiss Institute of Certified Account-
ants undertook a consultation concerning the Swiss
Auditing Standards (SAS), 2013 edition. The revised
SAS apply to the audit of statutory and consolidated
financial statements for financial periods ending on
or after 15 December 2013. The 2013 edition of the
SAS replaces that of 2010. As before, the SAS must
be used for the ordinary audit of statutory and con-
solidated financial statements. The FAOA submitted
its comments on the draft in October 20124, The
FAOA welcomes the incorporation of the Clarified
ISA and the quality assurance standard ISQC1 within
the SAS.

Through the new Swiss quality assurance standard 1
(QS 1), new requirements have been set regarding
the quality assurance systems of a firm. Of the 21
state-regulated audit firms as at the end of 2012,
nine still have quality assurance systems based on
SAS 220. Here the FAOA will accordingly assess
whether the revised SAS and QS1 have been imple-
mented appropriately as part of its inspections.

1.9.2 International auditing standards

With the implementation of the Clarified ISAs, sub-
stantial changes took effect during the audit of the
2010 statutory and consolidated financial state-
ments>®C. Jointly with other European audit oversight
authorities, the FAOA submitted a comment letter
to the IAASB in October 2012 in this regard®'. The

comment letter highlighted individual weak points
in the extant ISAs.

In 2012 the FAOA also submitted comments on vari-
ous other IAASB and IESBA proposals>2. The follow-
ing should be highlighted:

— The IAASB presented an invitation to comment
with regard to improving auditor reporting in the
future. This was commented on within a consoli-
dated comment letter from the European audit
oversight authorities®®. The FAOA supports the
efforts of the IAASB to improve the transparency
of auditor reporting. Through it, the reader of the
report should be able to obtain a better under-
standing of the audit process and the significant
risks of the audited entity.

Already last year, the FAOA provided a comment
letter on the revision of the standard covering co-
operation between the external and internal audi-
tor (ISA 610)>*. In line with other oversight author-
ities, the FAOA is critical of the concept of direct
assistance by the internal audit function. As, in
revising the internal audit standard, questions also
arose as to the definition of the audit team and
the scope of independence requirements, a com-
ment letter was submitted to the IESBA in June
2012 relating to the definition of the engagement
team®s.

48 Cf. section 2.5. The FAOA is a member of the IFIAR Standard
Coordination Working Group (SCWG).

49 See www.revisionsaufsichtsbehorde.ch («Dokumentation/Stel-
lungnahmen der RAB/RAB reicht der Treuhand-Kammer Stel-
lungnahme zur Vernehmlassung der PS ein» of 8.10.2012).

>0 Cf. FAOA Activity Report 2011 Section 1.10.1a.

>1 See www.revisionsaufsichtsbehérde.ch («Dokumentation/Stel-
lungnahmen der RAB/Stellungnahme zur Implementation der
‘Clarified ISAs" an das IAASB» of 17.10.2012).

52 See www.revisionsaufsichtsbehérde.ch («Dokumentation/Stel-
lungnahmen der RAB»).

3 See www.revisionsaufsichtsbehérde.ch («Dokumentation/Stel-
lungnahmen der RAB/Stellungnahme zur Berichterstattung der
Revisionsstelle an das IAASB» of 23.10.2012).

4 Cf. FAOA Activity Report 2011, section 1.10.1c.

%5 See www.revisionsaufsichtsbehérde.ch («Dokumentation/Stel-
lungnahmen der RAB/Stellungnahme zur Definition des Pri-
fungsteams an das IESBA und IAASB» of 1.6.2012).
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1.10 Forwarding of reports to the Audit Com-
mittee

The Board of Directors has an important, non-trans-
ferable duty with respect to the design of the ac-
counting function, financial control and the prepara-
tion of the annual report®. The Audit Committee is
responsible for reaching an independent opinion on
the external audit. The Audit Committee must form
a picture of the effectiveness of the external audit, as
well as assessing the performance, independence and
fees of the auditor®”.

Alongside continual improvement in audit firm prac-
tices, further accompanying measures are needed
to improve audit quality. Strengthening the role of
the Audit Committee, in particular, is one of these®2.
The active and responsible discharge of its duties by
the Audit Committee has substantial effects on audit
quality.

The FAOA therefore believes it important and neces-
sary that affected public companies know the results
of the file reviews conducted on their audit engage-
ments. This supports the Audit Committees in their
duty to evaluate and continually check the work of
the auditor. The wish of the FAOA is, moreover, in
line with the needs of other regulators and is being
discussed within the scope of international initiatives
towards further developing audit quality. Due to its
official secrecy obligation the FAOA is not allowed
to forward information itself. Therefore, it is recom-
mended that the auditor forward the relevant infor-
mation to the Audit Committee®°.

1.11 Points of focus for 2013 inspections

Within the scope of its regular inspections in 2013
the FAOA will set the following points of focus:

— Assessment of processes to ensure the implementa-
tion of Swiss Auditing Standards (SAS), 2013 edition;

— Compliance with independence requirements in
connection with additional services;
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— Auditor responsibilities with respect to fraud (ISA 240);

— Audit of accounting estimates, including estimat-
ed fair values and their disclosure in the notes to
the financial statements (ISA 540);

— Special considerations relating to group audits,
including the work of the component auditor
(ISA 600);

— Audit of risk areas, for which substantive testing
alone cannot provide sufficient appropriate audit
evidence (e.g. bulk transactions at banks and in-
surance companies; ISA 315.30);

— Assessment of the work of the engagement qual-
ity control reviewer (EQCR);

— Assessment of professional scepticism.

In each file review further points of focus arise from
analyses of the specific circumstances and relate to
the application of auditing or accounting standards.
Since the FAOA does not perform «an audit of the
audit», only certain points of focus are selected in
each case.

%6 Cf. Art. 716a para. 1 section 3 and 6 CO.

57 Cf. «swiss code of best practice for corporate governance» of
the economiesuisse, section 23 f.

58 Cf. FAOA Activity Report 2011, section 1.9.2.

9 Cf. FAQ «Offenlegung der Inspektionsergebnisse der RAB ge-
genUber gepriften Publikumsgesellschaften» of 5.7.2012.
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2 International
2.1 Introduction

Given the increasing integration of the capital mar-
kets and the international audit networks, interna-
tional cooperation is one of the main responsibilities
of every audit oversight authority. This cooperation
represents an important pre-condition for improving
audit quality, increasing public confidence in audit
reports and, lastly, for increasing investor confidence
in the capital markets. In this regard, a trend from
bilateral instruments of cooperation to multi-lateral
forms of cooperation can be observed®°.

For the above reasons the FAOA intensified its inter-
national activities in 2012. Given the listing of Swiss
entities on foreign exchanges and the inclusion of
foreign entities on Swiss exchanges, various EU
member countries, as well as the USA, are amongst
the most important partners of the FAOAS!. With
the coming enactment of Article 8 AOA, however,
the oversight authorities of further countries will also
play a role®2. The FAOA is therefore active in inter-
national organisations and committees® and makes
timely contact with potential partner authorities. Fi-
nally, the translation of the FAOA regulations into
English should serve to provide a better understand-
ing of the Swiss oversight system abroad®.

2.2 Relations with the European Union
2.2.1 Equivalence of the Swiss oversight system

Since the EU recognised the equivalence of the Swiss
oversight system in January 2011, the oversight au-
thorities of EU member countries have been free to
complete agreements with Switzerland on specific
cooperation. In October 2011 the first Memoran-
dum of Understanding could be completed with the
German Audit Oversight Commission (GAOC). In
2012 the FAOA has negotiated with various national
oversight bodies from the EU and EEA. Negotiations
with the oversight authorities of France and the
Netherlands could be concluded successfully. Nego-
tiations with other oversight authorities are continu-
ing and will be completed in 2013.

2.2.2 Memorandum of Understanding with the
Netherlands

In November 2011 the FAOA completed a Memo-
randum of Understanding with the Dutch Authority
for the Financial Markets (AFM) on cooperation in
the oversight of audit firms. The Memorandum does
not have the force of a state treaty as it does not
contain legally enforceable obligations.

Cooperation between national oversight authorities
is very important in the oversight of global audit net-
works. At the same time, unnecessary duplication
for audit firms is to be avoided. For this reason the
FAOA and the AFM respect the oversight of audit
firms within their home territories and waive their
own oversight of those firms. This so-called «princi-
ple of home oversight» gives considerable relief to
Swiss audit firms; cross-border inspections, such as
those required by the PCAOB, are mutually waived.
In addition, the registration process for audit firms
from the respective countries is made as easy as pos-
sible.

60 Cf. section 2.2.4.

61 Cf. section 2.2.2 f. and 2.3.1.

62 Cf. section 2.6.

63 Cf. section 2.3.3, 2.4 and 2.5.

64 Free download under
www.revisionsaufsichtsbehorde.ch («Dokumentation»).
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2.2.3 Memorandum of Understanding with
France

At the end of 2012 the audit oversight authorities
of France (H3C) and Switzerland (FAOA) also com-
pleted a Memorandum of Understanding (MoU) for
the oversight of audit firms according to the princi-
ple of home oversight. France is thereby the third
European Union (EU) member country with whom
Switzerland has agreed such cooperation.

As with the other agreements with EU oversight
authorities, and taking into account that audit net-
works are globally active, the MoU will help to im-
prove audit quality, strengthen public trust in audit
reports and improve the trust of investors in the fi-
nancial markets. The FAOA and the H3C recognise
the necessity of mutual cooperation, which is shaped
by trust in the oversight activities of both countries.
Accordingly, both authorities waive cross-border
inspections and limit the information required for
licensing auditors (individuals and legal entities) in
their respective countries to that required for identi-
fication. This brings considerable relief to Swiss audit
firms.

2.2.4 EAIG und Colleges of Supervisors

The FAOA has taken part in the meetings of the Eu-
ropean Audit Inspection Group (EAIG)® since 2011.
In addition, the FAOA hosted the EAIG meeting of
November 2012, attended by over 40 representa-
tives from the audit oversight authorities of the EU
area. The EAIG analysed, amongst other things,
anonymous findings from the inspections of mem-
ber audit oversight authorities and executed a root
cause analysis of the identified deficiencies. The re-
sults form the basis of follow-up meetings with rep-
resentatives of the International Auditing and Assur-
ance Standards Board (IAASB) and the International
Ethics Standards Board of Accountants (IESBA). The
FAOA, together with other EAIG members, also
prepared and submitted a written comment on the
regulatory proposals of the IAASB and IESBA®®.

In 2007 the national firms of KPMG in Germany,
Great Britain and Switzerland joined to form KPMG
Europe LLP (KPMG ELLP). KPMG ELLP is registered
in London and has its head office in Frankfurt am
Main. The firm provides no audit services. The aim
of the combination is the more effective provision of
services and the improved enforcement of uniform
quality and independence standards in the regional
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network. Hence, quality assurance processes are
increasingly structured and monitored at the Euro-
pean level, though still implemented at a national
level. Ernst & Young also strengthened their network
structure at the European level with the foundation
of Ernst & Young Europe Co LLP (EY ELLP).

Given the above-mentioned regionalisation of
quality-relevant structures, the oversight authorities
within the EU area decided to coordinate their co-
operation as regards KPMG ELLP and EY ELLP within
so-called Colleges of Supervisors. In a first step, in-
terviews were held with the leadership of each ELLP.
In a second step, experiences arising from the imple-
mentation of quality assurance processes within the
individual countries are being exchanged. The FAOA
supports this development and takes an active part
in the Colleges. Only through multi-lateral coopera-
tion will it be possible to achieve an effective and as
uniform as possible oversight of international audit
networks across national borders.

2.2.5 Registration of Swiss audit firms®’

Since the transitional period ended at the end of
July 2010, the registration process for foreign au-
dit firms has been approached very differently in the
EU member countries. Certain EU member countries
continue to waive the requirement for (also only
minimal) registration. Other countries now conduct
a registration process, as if the foreign audit firm
had its registered office in the respective EU member
country®.

65 Cf. FAOA Activity Report 2011, section 1.8.

66 Cf. section 1.9.2.

57 See Appendix 5 for an overview of Swiss audit firm registrations
in the EU.

68 Cf. FAOA Activity Report 2011, section 2.2.3.



Mutual recognition in the licensing area leads to
discussion in the course of negotiating each Memo-
randum of Understanding®®. This is because neither
the relevant EU Directive, nor the decisions of the
EU Commission based on this Directive, require EU
member countries to recognise third country licens-
ing and oversight systems completely and to waive
the exercise of national authority. While the laws of
some EU member countries allow the waiver of reg-
istration requirements for Swiss audit firms, those of
other countries do not. This situation is unsatisfac-
tory from a Swiss point of view since it can lead to
unwelcome duplication in the registration of Swiss
audit firms. Where national regulations make mu-
tual recognition impossible, a «best efforts» clause
is agreed, under which the registration process is re-
duced to a minimum and duplication avoided.

2.3 Cooperation with the USA
2.3.1 Statement of Protocol and
joint inspections

In 2011 the FAOA and FINMA agreed a Statement
of Protocol (SoP) with the PCAOB for cooperation in
the oversight of audit firms”°. Amongst other things,
the SoP forms the basis for joint inspections at Swiss
audit firms. As a direct result of this agreement with
the PCAOB, Swiss audit firms were removed from
the PCAOB's so-called «grey list» 7.

After having already inspected two Swiss audit firms
in 2011, accompanied by the FAOA and FINMA, the
PCAOB inspected two further audit firms in 2012.
Though involving considerable effort, the inspec-
tions to date have been completed without major
problems for either the respective authorities or the
audit firms. Procedures could be improved in 2012,
based on the experiences of 2011. Under the current
SoP one final inspection is planned for 2013. New
negotiations will also be held in 2013, as the current
SoP expires in April 2014.

2.3.2 Reliance

As mentioned, the SoP with the PCAOB expires in
April 201472, The question of PCAOB reliance on the
work of the Swiss oversight authorities will be the
central topic of the renegotiations. The PCAOB has
already published a number of criteria that it wishes

to use in considering the nature and extent of reli-
ance (adequacy and integrity, independence, financ-
ing, as well as transparency and services rendered)’3.
The PCAOB will decide on a case by case basis if,
and to what extent, reliance will be placed («sliding
scale»). Partial reliance in the firm review area ap-
pears possible based on an evaluation of prior joint
inspections. By contrast, the PCAOB has to date nev-
er placed reliance on a foreign oversight authority in
the file review area.

Long-term, the FAOA is seeking the most far-reach-
ing PCAOB reliance on the work of the Swiss over-
sight authorities possible. To achieve this aim, the
FAOA intensified its cooperation with the PCAOB in
2012. On the one hand, coordination was increased
in the firm review area during the joint inspections.
On the other, the FAOA provided the PCAOB with
a deep insight into its methodology and inspec-
tion processes. In 2013 the cooperation between
the FAOA and the PCAOB will take a further step
forward, in that they will inspect one audit engage-
ment together. PCAOB feedback on the quality of
the FAOA's oversight system is positive. According to
the PCAOB, however, it does not currently have the
legal foundation that would allow it to delegate the
whole of its oversight activities to foreign authori-
ties. The PCAOB's margin of discretion in the rene-
gotiation of the SoP will be correspondingly limited.

69 Cf. section 2.2.1.

70 Cf. FAOA Activity Report 2011, section 1.4.2 and 2.3.

71 0n 31.7.2009 the PCAOB published a grey list containing the
names of those audit firms that could not be inspected by the
due date. Since then the list has been updated every six months.

72 Cf. section 2.3.1.

73 Cf. PCAOB Rule 4012, Inspections for Foreign Registered Public
Accounting Firms.
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2.3.3 PCAOB Regulatory Institute

In November 2012 representatives from the audit
oversight and other authorities of 37 countries, in-
cluding Switzerland, took part in the sixth PCAOB
Regulatory Institute in Washington, D.C. The aim of
the three-day conference was to provide an over-
view of current oversight systems and inspection
techniques, to discuss questions of mutual interest
and to foster an exchange of experiences. Further-
more, the conference allowed the FAOA to make
contact with oversight authorities that are not yet
members of IFIAR74. As in 2011, the FAOA was in-
vited to join a panel and, in particular, to present its
oversight and inspection process and insights into its
joint inspections with the PCAOB.

2.4 Relationship with other countries and
organisations

In July 2012 Japan published criteria for establishing
the equivalence of foreign audit oversight authori-
ties and enacted specific provisions on the oversight
of foreign-registered audit firms?®. In this connec-
tion, an update was made to the assessment of the
Swiss oversight system begun in 200976, Earlier dis-
cussions regarding possible cooperation continued
in 2012 but with no concrete results.

In December 2012 the FAOA welcomed representa-
tives from the oversight authorities of Latvia, Poland,
Slovenia and the Czech Republic and, over two days,
provided them with an insight into the organisa-
tion and processes of the FAOA. The training was
provided at the request of the World Bank within
the framework of the Financial Reporting Technical
Assistance Programme (FRTAP) for new EU mem-
ber countries. The FRTAP is financed by the Swiss
Enlargement Contribution, with which Switzerland
takes an active part in reducing economic and social
disparities within the enlarged European Union.
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2.5 International Forum of Independent
Audit Regulators

Founded in 2006, the International Forum of Inde-
pendent Audit Regulators (IFIAR) had 44 members at
the end of the year under review. The current Presi-
dent and Vice President are from the British Financial
Reporting Council (FRC) and the American PCAOB
respectively. The Chief Executive Officer of the FAOA
acts as Treasurer. In 2012 IFIAR held plenary meet-
ings in Busan (South Korea) and London, an Inspec-
tion Workshop in Abu Dhabi, and a first-time Inter-
national Cooperation Workshop in London.

Within the scope of the regular exchange of ideas
with representatives of the «Big 6», respectively the
Global Public Policy Committee (GPPC), experiences
were shared as regards recurring inspection findings.
Particularly in the following areas, IFIAR members
found potential for improvement:

— Professional scepticism of the auditor

— Group audit

— Revenue recognition

— Engagement quality control review

— Audit of internal control system

— Audit of estimates

— Consideration of quality in partners’ compensation
— Auditor independence

— Using the work of an expert

— Application of Clarified ISAs

74 Cf. section 2.5.

75 JFSA and CPAAOB Guidance for Assessing the Equivalency of Au-
dit and Public Oversight System of Foreign Jurisdictions (Download
under http://www.fsa.go.jp/en/news/2012/20120710-1.html).

76 Cf. FAOA Activity Report 2009, section 4.4.
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Further important topics of the IFIAR Plenary Meet-
ings were exchanges of ideas with investor repre-
sentatives, as well as developments in the auditing
standards area and the related regular dialogue with
the IAASB and IESBA.

IFIAR remains an important platform for the FAOA,
allowing contact with other oversight authorities
and the opportunity to discuss different oversight
strategies and their implementation in an interna-
tional context. The FAQA involved itself in IFIAR de-
bates at various levels in 2012:

— As a member of the International Cooperation
Working Group (ICWG), the FAOA assisted in the
organisation of a half-day workshop on the ques-
tion of international cooperation and brought Swiss
experiences to the panels «Overview of experiences
with sharing audit inspection reports with other
regulators and accessing audit workpapers in other
jurisdictions, including limitations on, and barriers
to, sharing of information between regulators»,
and «Regional supervisory colleges».

— The FAOA is also a member of the Standard Coor-
dination Working Group (SCWG). The aim of this
working group is to exchange ideas on current in-
ternational standard-setting and to communicate
to the IAASB and IESBA the experiences oversight
authorities have had concerning the implementa-
tion of, and compliance with, current standards.
In 2012 the SCWG addressed the following focus
areas:

- Improving the Auditor’s Report;

-1SA 720 «the auditor’s responsibilities relating to
other information in documents containing au-
dited financial statements»;

- ISA Implementation Project;

- Auditor Rotation;

- IAASB Audit Quality Project;

- [ESBA — «Breach of a Requirement of the Code»;

- [ESBA Strategy and Work Plan;

- [ESBA — «Proposed changes to the Code of Ethics
for Professional Accountants addressing conflicts
of interest»;

- [ESBA — «Proposed changes to the Code of Ethics
Definition of Engagement Teamy;,

- [ESBA — «lllegal Acts»;

- Professional Scepticism; as well as

- Preparation for meetings between IFIAR and the
Chairman of the IAASB.

— The Inspection Workshop dealt, amongst other
things, with regulatory challenges concerning au-
dit effectiveness, auditor independence and the
effects of fee pressure on audit quality. Current
audit-related topics from the various IFIAR working
groups were analysed and discussed within numer-
ous inter-active workshops, some chaired by the
FAOA. The participant group is confined particular-
ly to inspectors with direct audit firm oversight ex-
perience. It is therefore possible to have discussions
at a high technical level, which serves the FAOA
in developing and refining its inspection activities.
The next Inspection Workshop will be organised by
the FAOA and held in Switzerland in 2013.

2.6 Extra-territorial scope of the AOA

In line with comparable regulations in the USA, the
member states of the EU and other countries, the Au-
dit Oversight Act (AOA) displays certain extra-territorial
properties. Accordingly, the auditors of foreign compa-
nies who draw directly or indirectly on the Swiss capital
market also require a licence as a state-regulated audit
firm. The scope of audit oversight at home (Art. 727
para. 1 section 1 CO) is thereby reproduced interna-
tionally. Article 8 AOA forms the basis of this extra-
territorial scope and is currently not yet in force.

The extra-territorial scope of the AOA results in the
auditor of an international group being subject to
the audit oversight of several countries. To avoid
duplication, the legislator decided to waive FAOA
licensing and oversight requirements with respect to
foreign audit firms in two cases:

— First, where a foreign audit firm is subject to over-
sight by a foreign audit oversight authority recog-
nised by the Federal Council (Art. 8, para. 2 AOA).

- Secondly, where outstanding bonds are guaran-
teed by a company whose auditor is subject to
Swiss audit oversight or oversight by a foreign
oversight authority recognised by Switzerland
(Art. 8 para. 3 AOA)”".

77 Bonds are often issued by issuers domiciled «off-shore» but
guaranteed by a parent company domiciled «on-shore». Inves-
tors are not disadvantaged as the bonds are fully guaranteed
by the parent company and thereby subject to audit oversight:
Federal Council Message of 23.6.2004 on the amendment of the
Swiss Civil Code (audit requirement under corporate law), as well
as the Federal Law on the licensing and oversight of auditors, BBI
2004 4068.
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If the auditor of an international group does not fall
under the above exceptions that auditor must be li-
censed and subject to oversight in Switzerland. Fail-
ing this, the SIX Exchange Regulation (SER) de-lists
the relevant securities, respectively sanctions the is-
suer (Art. 8 para. 3% SEA in conjunction with Art.13
of the listing regulations).

As already mentioned, Article 8 AOA is yet to be
enacted. From practical experience gathered over
the last five years it is apparent that the oversight
systems of the respective countries are very het-
erogeneous and that the oversight authorities of
various countries probably cannot be recognised by
Switzerland: In certain countries there is either no
oversight authority or there are serious doubts as to
whether the existing authority can be recognised. It
is to be assumed, therefore, that more foreign audit
firms will fail to meet exception conditions (Art. 8
para. 2 and 3 AOA) and consequently fall under the
direct oversight of the FAOA than was originally an-
ticipated by the legislator. The exercise of oversight
authority abroad may certainly come up against po-
litical, legal and practical difficulties. Being licensed
as a state-regulated audit firm and being inspected
abroad by the FAOA will involve certain costs for the
foreign audit firm, and indirectly also for the listing
of shares and bonds in Switzerland. This can have
consequences for the attractiveness of the Swiss
capital market. On the other hand, Swiss capital
market investors also have the right to expect an
audit that meets international standards if the com-
pany in which they invest is registered abroad.

The interests of investor protection, the exercise of
effective and efficient oversight and the competitive-
ness of the Swiss capital market are therefore, to a
certain extent, in conflict with one another. These
interests must be accommodated through a differ-
entiated approach to state oversight.

After considering various options at the legal ordi-
nance level, and after consultation with the Federal
Department of Justice, it was decided that a partial
amendment of the law would provide a more expe-
dient way of achieving a sound arrangement with
respect to the extra-territorial scope of the AOA. The
planned partial amendment to Article 8 AOA is likely
to include the following:
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— Abolishment of oversight over audit firms auditing
significant subsidiaries of foreign-registered public
companies;

— Clarification that issuers of non-listed bonds are
not required to appoint a state-regulated auditor;

— Licensing as a state-regulated audit firm also upon
meeting equivalent foreign licensing conditions;

— Introduction of a provisional licensing procedure
for foreign-registered audit firms;

— Option of limiting the oversight of foreign audit
firms to file reviews, i.e. for those audit engage-
ments relevant to the Swiss capital market.

As mentioned, the amendment of Article 8 AOA is
being managed by the Federal Department of Jus-
tice. The amendment will be made within the frame-
work of another legislative project, which concerns
the modernisation of the commercial register. The
relevant draft law was submitted for consultation
on 19 December 2012, the consultation ending on
31 March 2013.



3 Licensing
3.1 Introduction

In the year under review the FAOA recorded a total
of 507 new licences. As in prior years, an increase
in the number of applications was noted after the
completion of each examination entitling an FAOA
licence.

In the licensing area the focus lay, however, on pre-
paratory work for the forthcoming renewal of audit
firm licences.

3.2 Statistics
3.2.1 Licences

Figure 4:
Licensed individuals and audit firms as at 31 Decem-
ber 201278
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Audit Total at Total at
Type of licence Auditor expert 31 12.2012 |1 31.12.2011

Individuals

Sole proprietorships

Audit firms

State-regulated audit firms’®

Total licences

In the year under review 25 applications were re-
jected. 12 applicants withdrew their applications.
Seven applications were not proceeded with on the
grounds of incomplete documentation. In addition,
23 licence withdrawals were imposed and six repri-
mands issued.

At the end of the year under review three individuals
and eight audit firms still held provisional licences.
The majority of these cases involve on-going appeal
proceedings at the Federal Administrative Court
or Federal Supreme Court and can, therefore, only
be resolved or at least taken further upon a court
decision. Another part relates to applications from
individuals with foreign qualifications, the evalua-
tion of which is time consuming (cf. section 3.7). By
contrast, the two state-regulated audit firms holding
provisional licences last year could be licensed defini-
tively. Therefore, all state-regulated audit firms now
hold definitive licences.

2,271 5,737 8 008 7,696
385 463 854

900 1,866 2,766 2,707
= 21 21 21
3,556 8,087 11,643 11,278

78 All numbers refer to legally binding completed proceedings.
Pending appeals are not included. The determining factor is
therefore the status of the licensing process as per the end of
2012.

79 Cf. Appendix 4.
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3.2.2 Development of licences
Since the FAOA began its operating activities on
1 September 2007, the number of licences held by

individuals and audit firms has developed as follows:

Figure 5:
Status as at 31 December 2012
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3.2.3 Memberships of professional associations

Licensed audit firms entered their respective profes-
sional association memberships on-line. The mem-
bership can be seen in the public FAOA register.
Many audit firms have dual memberships. It is to be
noted that a relatively large number of audit firms
(1,426) do not belong to a professional association
and are therefore not subject to the monitoring
of an association with respect to compliance with
training requirements.

Activity Report 2012




The self-declarations provide the following statistics:

Figure 6:
Status as at 31 December 2012
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3.3 Amendment of legal foundations

The new licensing system?® is also linked to an
amendment of the legal foundations within the
Auditor Oversight Ordinance (AOO) and Circular
1/2007.

The Federal Council enacted the relevant amend-
ment to the AOO with effect from 1 December
20128 In particular, the requirements relating to in-
ternal quality assurance were thereby amended. Au-
dit firms are legally required to ensure the quality of
their work through a system of internal measures®.
Following the significant increase in the thresholds
separating the less rigorous limited audit (so-called
«KMU-audit») from the ordinary audit®, the ques-
tion as to the importance of quality assurance has to
be answered in a differentiated way.

It is no longer justifiable to make concessions on
internal quality assurance for audit engagements
above the threshold in view of their size and com-
plexity, as well as the economic significance of the
respective audited entities. Given this, all audit firms
performing ordinary audits must have a quality as-
surance system meeting professional standards by
15 December 2013. The deadline coincides with
the enactment of the relevant updated professional
regulations® of the Association of Swiss Certified
Public Accountants.

959
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1426

800 1000 1200 1400 1600

80 Cf. section 3.6.

81 Cf. «Amtliche Sammlung des Bundesrechts», Nr. 47 of 20.11.2012,
page 6071 f.

82 Cf. Art 6 para. 1 indent d AOA.

83 |nstead of the thresholds of CHF 10 million balance sheet total,
CHF 20 million sales and 50 full-time employees averaged over
the year, as from 1 January 2012 the new criteria of CHF 20 mil-
lion balance sheet total, CHF 40 million sales and 250 full-time
employees averaged over the year apply.

84 Cf. section 1.9.
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Audit firms having only one licensed professional
and performing only limited audits remain exempt
from an obligation towards quality assurance until 1
September 2016. The legislator must, in the mean-
time, decide whether to establish the legal basis for
a peer-review system or rather abolish the audit ob-
ligation for entities subject to limited audit. A corre-
sponding submission is included in the above-men-
tioned consultation of 19 December 2012, which
runs until 31 March 2013.

Various other amendments provide mainly for clar-
ity, efficiency and flexibility in the application of the
law. Thus, for example, Art. 21a AOO now describes
the cases in which licence transfer is possible. Fur-
ther, the new Art. 22a AOO governs the process for
correcting an entry to the register where this does
not, or no longer continues to, reflect the facts or
the legal position, and the individual or audit firm
has not made the correction or reported it.

FAOA Circular 1/2007 was amended to take ac
count of the amendments to both the Audit Over-
sight Ordinance and the licensing system?® and was
enacted by the Board of Directors of the FAOA on
1 December 2012.

3.4 Transparency in the register of auditors
regarding quality assurance

A further amendment to the Audit Oversight Ordi-
nance coming into force on 1 December 2012, con-
cerns the public register of the FAOA. In the future,
the market should decide whether it attaches im-
portance to an internal, respectively external, quality
assurance system. The entry made by licensed audit
firms has been extended accordingly and now in-
cludes details as to the standards under which the
internal quality assurance system is operated, as well
as the nature of external quality assurance. If no
quality assurance system is implemented, an appro-
priate reference also appears. Any interested party
can therefore obtain information as to how the au-
dit firm ensures the quality of its work.
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3.5 Licence renewal
3.5.1 General

The Audit Oversight Act (AOA) stipulates that audit
firms are licensed for a period of five years (Art. 3
para. 2 AOA). The granted licence expires automati-
cally at the end of these five years. For this reason
timely action should be taken towards renewal be-
fore the end of the expiry period. By way of a ser-
vice, the audit firms concerned will be informed by
the FAOA around six months before licence expiry.
The active participation of audit firms is particularly
important in ensuring the efficient and timely han-
dling of the renewal application. To raise the timely
awareness of firms in this regard, the FAOA has given
various presentations across Switzerland, and pub-
lished an article in the professional journals «Sch-
weizer Treuhdnder» and «Trex» 6.

The FAOA granted the first definitive audit firm li-
cences at the beginning of 2008. Therefore these
expire at the beginning of 2013. The FAOA already
informed the first of the firms before the end of
2012. In the course of the renewal process, audit
firms seeking renewal are asked to enter the neces-
sary details on-line, within the web-based licensing
system, and to send the required documentation.
To avoid unnecessary expense the FAOA asks for
an appropriate notification from firms not wishing
to renew their licences, and thereby not wishing to
provide statutory audit services in the future. In this
case the licence expires automatically at the end of
the five year period. Where the licence is renewed
early, the new five year period begins at the end of
the previous licence period.

85 Cf. section 3.6.

86 Cf. Schneider/Derada, Erneuerung der Zulassung von Revision-
sunternehmen — Erfullung der gesetzlichen Anforderungen als
oberstes Ziel, in: Der Schweizer Treuhdnder 2011, 790 f. (Ger-
man version), 794 f. (French version), and TREX, Der Treuhandex-
perte, 5/11, 284 f. (German version), 288 f. (French version).
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Figure 7:
Expiry of definitive audit firm licences (excluding
state-regulated audit firms), status as at 31 Decem-

ber 2012

2013 132 352 484
2014 699 1307 2006
2015 304 482 786
2016 95 119 214
2017 53 63 116

The statutory licensing requirements for audit firms
are set out in Article 6 AOA and apply irrespective
of whether a first-time or renewed licence is con-
cerned. The licensing conditions are divided be-
tween individual-related requirements (indents a—c)
on the one side and organisational requirements for
the audit firm (indent d) on the other.

In general, the depth of the application check is risk-
based. A risk-based approach allows the work of
the FAOA to be targeted, effective and efficient. As
a rule, an ordinary audit is considerably more com-
plex than a limited audit. The volume of professional
standards and the related risk of error are signifi-
cantly higher for an ordinary audit. Public interest in
ordinary audits is also greater since the economic
consequences of audit failures at companies over
the thresholds are more significant. The risk-based
approach of the FAOA generally leads to the de-
tails of auditors who perform ordinary audits being
checked more thoroughly.
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3.5.2 Individual-related requirements

Quota checks?® are generally systems-based, using
the data contained within the web-based FAOA-
licensing system. The FAOA aims to test compliance
with quotas in detail on a sample basis. In the most
likely rare cases where there is a suspicion that the
law has been circumvented the FAOA can carry out
additional investigations. In this context, it is con-
ceivable that an audit firm may employ licensed in-
dividuals on a pro-forma basis in order to feign com-
pliance with quotas.

3.5.3 Organisational requirements

The crux of the licence renewal is the verification of
compliance with quality assurance system require-
ments. Such a system aims to continually improve
audit quality and thus minimise (liability) risk. The
FAOA will verify the information supplied with re-
spect to the quality assurance system and request
additional information and documentation should
ambiguities or contradictions be noted. The areas of
independence, training and internal monitoring will
be closely examined.

3.6 New licensing system

The web-based licensing system of the FAOA was
implemented under time pressure in 2007. Although
the FAOA managed the flood of licence applications
efficiently, numerous minor changes have been made
since then. Due to this and collected past experience,
the FAOA decided to update its licensing portal with
the coming renewal of audit firm licences. The new
system is expected to go live before mid-2013.

The new system includes the following changes:

— All external and internal FAOA services will be of-
fered, taken up and executed through processes
within the FAOA-portal. The portal will be con-
structed in a customer-friendly, simple and clear
way.

— Document submission — from the licence applicant
to the FAOA and vice versa — will be through an
up-/download mechanism, which can automati-
cally track and keep a history of when, and at
what time, a document was up/downloaded.
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— The user guide will be integrated directly within
the log-in process, such that relevant information
appears on the respective input page.

— The system will be constructed such that entries
generally need only be made once. For example,
if the licence applicant has to submit additional
documentation (evidence of professional practice),
existing details (surname, first name etc.) will be
integrated directly within the relevant form (so-
called intelligent pdf) when it is opened.

— Further, an interface to the UID-Register® will
be created, through which all of the information
within the UID register that is required by the
FAOA will be imported directly to the relevant in-
put pages.

— The individual or audit firm has constant access
to the status of their application and the contact
details of the FAOA employee responsible.

A further significant change concerns information
as to the function of individuals employed by the
audit firm. Until now function links were entered in
the on-line entries of individuals. These links were
not always updated on a timely basis, particularly
with respect to leavers. The firm had neither the ac-
cess to such links nor the capability to update them.
As mentioned in section 3.5.2, an audit firm must
meet certain requirements relating to individuals. It
can only adhere to these requirements if it has the
necessary information and authority. For this reason,
in the new system the firm itself, and not the in-
dividual, will input function links. Existing links will
be migrated to the new system, such that the audit
firm will need only to update or add to the details,
if applicable. The new system provides real added
value to both customers and FAOA employees.

87 See Art. 6 para. 1 indents a—c. AOA.
88 Specific company identification number (UID);
Cf. www.uid.admin.ch.
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Affected audit firms will be requested to supply nec-
essary information and documentation around half
a year prior to licence expiry. Since the first licence
renewals are due in March 2013 and the new system
is only expected to go live in the Spring of 2013,
it is probable that the first licence renewals will be
processed and checked on the old system. Informa-
tion which is not available in the old system (namely,
guestions on quality assurance and information on
individuals employed by the firm, including function)
will be requested as documents. All data and docu-
ments in the old system will be correctly transferred
to the new system. Hence, no additional efforts will
be required on the part of the firms concerned.

3.7 Individuals with a foreign education

The assessment of licence applications from individu-
als with a foreign education is, and will remain, high-
ly time consuming®. The assessment of the equiva-
lence of a foreign qualification to a relevant Swiss
qualification and the investigation as to whether the
country from which the qualification originates of-
fers (substantial) reciprocity are difficult.

The FAOA decides whether a foreign educational
course is comparable to a Swiss one according to
administrative discretion. However, this discretion
relates solely to the question of whether the foreign
education is equivalent to one of the Swiss qualifica-
tions shown within the definitive legal catalogue of
Art. 4 para. 2 AOA. The list of recognised qualifica-
tions is therefore definitive in international terms.

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 be-
haves towards it in the same way in the same situ-
ation®. 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
AOA, the requirement for reciprocity therefore has
an economic rather than trade regulation character.
In this connection, the ruling of the Federal Supreme
Court that the USA does not offer reciprocity to
Switzerland as regards the licensing of audit experts
is notable®'.

In the year under review the FAOA was able to li-
cense individuals with qualifications from additional
countries. The list of equivalent foreign educational
qualifications is at Appendix 6.

89 Foreign licence applicants who hold a foreign educational quali-
fication equivalent to a recognised Swiss qualification (Cf. in
addition Art. 4 para. 2 indents a to ¢ AOA), have appropriate
professional experience 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).

9" Cf. FSC Decision 109 Ib 168, E. 5.

91 Cf. FSC Decision 2C_895/2011 of 10.4.2012, E. 2.2, as well as
section 4.2 below.
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3.8 Auditor independence
3.8.1 General

Auditor independence is one of the core corporate
governance principles, serving both investor protec-
tion and the protection of the public interest, mi-
nority shareholders and creditors. Independence is
therefore a central concern of audit oversight and of
professional and statutory law®2.

According to the law, the auditor must be independ-
ent and must form his or her audit opinion objec-
tively (Art. 728 para. 1 and Art. 729 para. 1 CO).
Independence must not be impaired either in fact
or appearance. Breaches of independence in appear-
ance are to be judged according to the same criteria
as breaches of independence in fact®. Compliance
with independence requirements within the frame-
work of ordinary and limited audits is manifestly rel-
evant to compliance with licensing conditions, the
good reputation of the auditor, respectively audit ex-
pert, and for the assurance of proper audit services.

The same auditor independence requirements ap-
ply to limited and ordinary audits. For limited audits,
however, the legislator does make exceptions with
respect to accounting assistance, the provision of
other services (Art. 729 para. 2 C0O)® and partner
rotation (Art. 730a para. 2 CO).

In the year under review, as in prior years®®, the FAOA
found repeated breaches of independence®. Given
the importance of independence to the profession,
the FAOA will again pay particular attention to com-
pliance with independence requirements in 2013.

3.8.2 Accounting assistance and the limited
audit

Where the same audit firm provides accounting as-
sistance and performs a limited audit independence
is under particular threat. Audit firms that offer so-
called dual mandates® must therefore select the
safeguards necessary to guarantee a reliable audit
at all times.
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In July 2011 the FAOA published an FAQ®® present-
ing the most important principles to be followed
when conducting dual mandates. According to this,
it is permissible to provide accounting assistance
when performing limited audits, provided that the
audit firm takes the appropriate organisational and
staffing measures to ensure a reliable audit. Besides
this, the audit firm must ensure that it only assists in
the preparation of the financial statements and that
the Board of the audited entity remains responsible
for all critical matters of approach.

This subject was also further debated in 2012. Dur-
ing the course of various presentations and semi-
nars, the FAOA thus explained the principles to be
followed in conducting dual mandates, presented
various case studies and described possible practi-
cal approaches. From the discussions at these events
it can be concluded that staff segregation presents
few difficulties in practice. With respect to organi-
sational segregation, however, the question is often
how the audit firm can ensure that the individual
providing accounting assistance has no managerial
authority over the individual performing the limited
audit. Reference is made in this regard to the profes-
sion which, during 2012, presented a practical ap-
proach to the problem in the form of a set of speci-
men regulations®. The question of whether staff
and organisational segregation has to be assured at
the engagement or company level has also led to
discussions.

92 FAC Decision No. B-5065/2011 of 3.5.2012, E. 3.5.

93 FSC Decision No. 2C_9272807 of 8.5.2012, E. 3.2.2; FAC Deci-
sion No. B-739/2011 of 6.9.2012, E. 3.3.4.

Cf. FAQ on «Unabhéngigkeit der Revisionsstelle bei der
eingeschrankten Revision» of 18.7.2011 and FAOA Activity Re-
port 2011, page 40.

95 Cf. FAOA Activity Report 2011, pages 39 f.

9 Cf. also in addition section 4.2.

97" Accounting assistance and limited audit provided by the same
audit firm or, as the case may be, the same group of firms.

Cf. FAQ on «Unabhangigkeit der Revisionsstelle bei der
eingeschrankten Revision» of 18.7.2011.

Cf. «Reglement fir die organisatorische Trennung von Revision
und Buchfuhrung und das Erbringen von anderen Dienstleis-
tungen of the Schweizerischen Instituts fur die eingeschrankte
Revision (Treuhand | Suisse)».

94

98

99
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In a further FAQ'%, the FAOA stated that independ-
ence requirements also apply to companies under
the same management as the company under audit
or the auditor (Art. 728 para. 6 CO). Accounting as-
sistance in the course of an ordinary audit is there-
fore incompatible with auditor independence in all
cases. This stipulation applies not only to the ulti-
mate holding company but also to every other entity
that is under the same management as the ultimate
holding company or the auditor. Accordingly, it is in-
compatible with independence requirements for the
auditor to provide accounting services to a subsidiary
of an entity subject to ordinary audit by that auditor.
This applies irrespective of whether the subsidiary is
considered a significant or non-significant compo-
nent from a Group audit perspective, or whether the
component would require only a limited audit, or no
audit at all (opting-out), on a stand-alone basis.

Within the scope of its oversight activity the FAOA
had findings at two state-regulated audit firms
that related to accounting assistance and the per-
formance of a limited audit. In one case, the FAOA
found that in providing accounting assistance the
audit firm had gone beyond a permissible level and
had prepared significant parts of the financial state-
ments itself. Besides this, the audited entity had not
been adequately informed as to the risks associated
with dual mandates. In the other case, the FAOA
criticised the fact that the internal regulations of the
audit firm concerned did not explain the principles

relating to the provision of accounting assistance ap-
propriately. Finally, the FAOA withdrew the licence
of an individual, based on third party information,
because that individual had failed to report an obvi-
ous case of over-indebtedness and had not ensured
sufficient organisational segregation in the course of
conducting dual mandates.

In the course of the licence renewal process, start-
ing in 2013, the FAOA will ask audit firms for infor-
mation as to whether they conduct dual mandates
and, if applicable, what safeguards they have put in
place. Based on this information, the FAOA will as-
sess whether the requirements relating to account-
ing assistance and the limited audit have been ad-
equately taken account of in the quality assurance
system of the firm™.
190¢f FAQ on «Erbringung von Revisionsdienstleistungen und
Mitwirkung bei der Buchfihrung im Konzernverhéltnis» of

6.6.2012.
191 Cf. also in addition section 3.5.3.
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New offices of the FAOA at Hufgasse 11, 8008 Zurich
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4 Court rulings
4.1 Introduction

In 2012 the federal courts (Federal Administrative
Court [FAC] and Federal Supreme Court [FSC]) most
particularly addressed cases in which good reputa-
tion did not exist or was no longer given. Seven deci-
sions were reached in this area and all confirm FAOA
practice. Four cases related to lack of auditor inde-
pendence, two related to audit reports that were is-
sued without the required licence and one related to
a lack of financial stability.

Further, the FAC ruled on the required knowledge of
Swiss law and, in two decisions, on the application
of the hardship clause. Finally, the FSC confirmed
and clarified its adjudication on the reciprocity con-
ditions applying to licence applicants with a foreign
education.

In the following section 4.2 only the most important
deliberations of the federal courts on the interpreta-
tion of licensing conditions are commented upon. A
full list of the decisions issued, with particular informa-
tion on the subject matter covered, is in section 4.3.

4.2 Important court decisions

According to the FAC, an auditor breaches inde-
pendence requirements if he audits, for more than
ten years, the financial statements of an entity that
he works for and in which his wife is the only mem-
ber of the Board of Directors. Such breaches called
good reputation into question even though proper
conditions were restored through opting-out, fol-
lowing the enactment of the new audit law. In such
a case the FAOA may refuse to grant a licence and
reconsider this decision, at the earliest, two years af-
ter the date upon which the decision became legally
enforceable %2,

The FAC came to the same conclusion in the case
of an applicant who had worked under sub-con-
tract for an entity whose financial statements she
had audited for many years. She subsequently re-
linquished the audit of the entity but took a seat on
its Board of Directors whilst the entity was audited
by an individual who supervised her. With the deci-
sion referred to'%3, the FAC clarified that economic
dependence can arise not only from audit engage-
ments but also from other circumstances. Although
the size of permissible fees is only defined for state-
regulated audit firms (10 per cent, cf. in addition
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Art. 11 para.1 indent a AOA), it can also be used for
other audit firms (in the present case an average of
13.2 per cent). In addition, the relief provided with
respect to independence in the case of limited audits
was limited to accounting assistance and suitable
measures to avoid self-audit (Art. 729 para. 2 CO),
as well as the absence of a limitation for the auditor-
in-charge (Art. 730a para. 2 CO). Except for these
two exceptions, the term independence is applied in
equal measure, without regard to the type of audit
performed (ordinary or limited)'°41%, The size of the
audited entity is not relevant and there is no rea-
son to qualify the effect on good reputation solely
because the detected breach of independence was
in appearance only. Finally, the FAC underlined that
good reputation could only be assessed on a specific
case and a comparison with cases decided upon ear-
lier was consequently only of marginal relevance '°®.

The FAC then confirmed the refusal of the FAOA to
grant a licence to an applicant against whom pay-
ment enforcement orders for over CHF 4 million had
been issued, including threatened bankruptcy pro-
ceedings for over CHF 220,000 and the attachment
of assets for debts of over CHF 228,000. It noted
that the lack of financial stability and the prospect
of bankruptcy raised doubts as to the ability of the
applicant to provide sustained audit services. In ad-
dition, the FAC considered that debts of such mag-
nitude, compared to the financial assets of the ap-
plicant, may make the possibility apparent to third
parties that the auditor will accept as many engage-
ments as possible and not perform these engage-
ments with the care and seriousness that could be
expected of him'. The court agreed with the view
of the FAOA that any future licence could only first
be granted four years after the decision had become
legally enforceable, and provided that the financial
situation of the applicant had improved by then 8.

192 EAC Decision No. B-5065/2011 of 3.5.2012, E. 4.

103 FAC Decision No. B-739/2011 of 6.9.2012, E. 3.3.1.
104 EAC Decision No. B-739/2011 of 6.9.2012, E. 3.2.3.
195FSC Decision No. 2C_927/2011 of 8.5.2012, E. 3.5.1.
196 FAC Decision No. B-739/2011 of 6.9.2012, E. 3.3.4.
197 FAC Decision No. B-8823/2010 of 13.6.2012, E. 5.4.2.
108 EAC Decision No. B-8823/2010 of 13.6.2012, E. 5.6.



The FAC further took the view that a one year licence
withdrawal was reasonable in the case of an individu-
al with simultaneous decision-making roles within an
audit firm and an audited entity, even if that individ-
ual had not prepared the audit report personally. This
constellation is obviously not compatible with inde-
pendence. According to Art. 728 para. 3 CO, this also
applies to an applicant in his capacity as a member
of the Board of Directors or Executive Board'®. The
court further clarified that the law did not permit ex-
ceptions with respect to the simultaneous exercise of
a decision-making role within the audited entity and
the auditor of that entity, even if a particular structure
was chosen or if the relevant individuals were briefed
on the matter'.

The FAC also confirmed a one year licence withdrawal
in the case of a licensed individual who had audited
the financial statements of an employer foundation,
the audit of which requires an audit expert licence.
The court remarked in this regard that the provision of
Art. 40 para. 1 indent a AOA™" covered not only an
audit without any licence but also an audit in which
the relevant individual holds a licence but not the one
required by law. This applies particularly to the case in
which an auditor performs an audit which is reserved
for audit experts. In addition, the court clarified that
in such cases auditors must track the development
of legal provisions applying to their profession; a re-
cent change in the law cannot excuse the committed
breach. The arguments of the licensed individual that
legal conformity had been restored and that the em-
ployer foundation had continued to place its trust in
him are, on the other hand, not important'2.

Finally, the FSC had to deal with the question of reci-
procity in terms of Art. 4. para. 2 indent d AOA™3 and
came to the conclusion that the USA did not offer
reciprocity to Swiss auditors and also that no relevant
state treaty existed. It added that the hardship clause
(cf. Art. 43 para. 6 AOA and Art. 50 AOO) was not
relevant in this case as these provisions applied only
to professional experience 4.

199 FAC Decision No. B-853/2011 of 27.7.2012, E. 4.3.1.

"OFAC Decision No. B-853/2011 of 27.7.2012, E. 4.3.2.

" Under this provision, those providing an audit service without
the appropriate licence, or in spite of a prohibition against per-
forming their work, are subject to a custodial sentence of up to
three years or a fine.

"2 FAC Decision No. B-1723/2011 of 24.10.2012, E. 4.3 and 5.2.

13 According to this provision, individuals satisfy the educational
and professional experience conditions if they hold one of the
equivalent foreign educational qualifications listed under in-
dents a, b or c of Art. 4 para. 2 AOA, have appropriate profes-
sional experience and can demonstrate the necessary knowl-
edge of Swiss law, in so far as this is provided for in a state
treaty with the country of origin or the country of origin grants
reciprocity.

"4 ESC Decision No. 2C_895/2011 of 10.4.2012, E. 2.2 and 2.3.
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4.3 Complete list of court decisions

As mentioned under section 4.1 above, it is useful to
list the decisions of the federal courts with respect to
the interpretation of licensing conditions. The deci-
sions issued in 2012 appear in chronological order,
with a short note on the subject matter dealt with and
the conclusions of the court.

— FAC Decision No. B-1872/2011 of 27 Febru-
ary 2012: In relation to the examination concern-
ing necessary knowledge of Swiss law, it is not
discriminatory for the «Akademie der Treuhand-
Kammer AG» to hold non-mandatory preparatory
courses in English only. Dismissal of appeal by the
FAC.

— FAC Decision No. B-6714/2010 of 13 March 2012:
Application of hardship clause. Approval of appeal
by the FAC and granting of audit expert licence.

— FSC Decision No. 2C_895/2011 of 10 April 2012:
Lack of reciprocity on the part of the USA. Hard-
ship clause not applicable as issue relates to edu-
cation. Dismissal of appeal by the FSC.

FAC Decision No. B-5065/2011 of 3 May 2012:
Breach of independence requirements (audit of an
entity whose sole Board Director is the wife of the
auditor). Rejection of licence application. Dismissal
of appeal by the FAC.

— FSC Decision No. 2C_927/2011 of 8 May 2012:
Breach of independence requirements (direct and
indirect interest in the audited entity, close rela-
tionship with a member of the Board of Directors
and significant shareholder of the audited entity).
Three year licence withdrawal. Dismissal of appeal
by the FSC.

FAC Decision No. B-8823/2010 of 13 June 2012:
Financial instability and audit by an unlicensed au-
dit firm. Rejection of licence application. Dismissal
of appeal by the FAC.

— FAC Decision No. B-5113/2011 of 28 June 2012:
Audit by unlicensed auditor. Rejection of licence
application. Dismissal of appeal.

— FAC Decision No. B-853/2011 of 27 July 2012:
Breach of independence requirements (simulta-
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neous decision-making position within audit firm
and audited entity). One year licence withdrawal.
Dismissal of appeal.

FAC Decision No. B-739/2011 of 6 September
2012: Breach of independence requirements (eco-
nomic independence, close relationship). Rejection
of licence application. Dismissal of appeal by the
FAC.

FAC Decision No. B-1723/2011 of 24 October
2012: Audit of an employer foundation by an
auditor and not an audit expert as required. One
year licence withdrawal. Dismissal of appeal by the
FAC.

FAC Decision No. B-5830/2011 of 31 December
2012: Insufficient professional experience for the
granting of an audit expert licence. Anti-money
laundering audits not equivalent to the audit of
financial statements. Conditions for application of
hardship clause not met. Licence as auditor. Dis-
missal of appeal by the FAC.



Appendices

1 Organisation of the FAOA

Legal form

Relation with
the government
administration

Registered office

Representative bodies
of the FAOA

Number of staff

Funding

Legal function

Responsibilities

Independence/Oversight

Public-law institution with separate legal identity

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

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

Sabine Kilgus (Vice-Chairman), PD Dr., lawyer
Renato Fassbind, Dr., US CPA
Conrad Meyer, Prof., Dr.

Daniel Oyon, Prof., Dr.

Further information is available on the website
of the FAOA

Frank Schneider, Chief Executive Officer and
Head of Oversight, Swiss Certified Accountant

Executive Board

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

Sébastien Derada, Head of Licensing & Support

Auditor Swiss Federal Audit Office (SFAO)

26 employees, representing 20 full-time equivalents (position 31.12.2012).
At the end of the prior year 25 employees, representing 18.4 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 under oversight. 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.

Appraisal of licence applications, oversight of the auditors of public compa-
nies, accomplishment of international administrative assistance in the audit
oversight area.

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

AFM
AOA
AOO
BBI
(€0)
EAIG
EQCR
EU
FAC
FCC
FDJP
FINMA
FOPH
FRC
FRTAP
FSB
FSC
FSIO
GAOC
G-SIFls
H3C
IAASB
ICWG
IESBA
IFIAR
ISA

1SQC

Authority for the Financial Markets

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

Swiss Civil Code of 30 March 1911 (SR 220)
European Audit Inspection Group

Engagement Quality Control Reviewer

European Union

Federal Administrative Court

Federal Casino Commission

Federal Department of Justice and Police

Federal Financial Market Supervisory Authority
Federal Office of Public Health

Financial Reporting Council

Financial Reporting Technical Assistance Programme
Financial Stability Boards

Federal Supreme Court

Federal Social Insurance Office

German Auditor Oversight Commission

Global Systemically Important Financial Institutions
French High Council for Statutory Auditors
International Auditing and Assurance Standards Board
International Cooperation Working Group
International Ethics Standards Board for Accountants
International Forum of Independent Audit Regulators
International Standards on Auditing

International Standard on Quality Control
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OAK BV
PCAOB
SAS
SCWG
SEA

SEC

SER
SIFls
SoP

SR

Supervisory Commission for Occupational Pension Schemes

Public Company Accounting Oversight Board

Swiss Auditing Standards of the Swiss Institute of Certified Accountants
Standard Coordination Working Group

Stock Exchange Act of 24 March 1995 (SR 954.1)

U.S. Securities and Exchange Commission

SIX Exchange Regulation

Systemically Important Financial Institutions

Statement of Protocol

Classified Compilation of Federal Legislation
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3 Special-law licences

A special-law licence, deriving from a main licence
granted under the AOA, must be obtained for activi-
ties in the following areas (status: 31.12.2012):

Audit in the field of Main licence under

the AOA: Audit firm

Banks''®

Securities traders''®

Collective investment
companiesn '

Insurers 12!

Anti-money
laundering '#

Central mortgage
bond institutions '

Pensions companies 2

State-regulated
audit firm

State-regulated
audit firm

State-regulated
audit firm 2

State-regulated
audit firm

Auditor

State-regulated
audit firm

Audit expert 26

Health insurance Audit expert
companies'?®
Casinos'?? Audit expert

15 Banking Act of 8 November 1934 (BA; SR 952.0).

16 Financial Market Supervision Act of 22 June 2007 (FMSA; SR
956.1).

"7 Financial Market Auditing Ordinance of 15 October 2008
(FMAO; SR 956.161).

18 Stock Exchange Act of 24 March 1995 (SEA; SR 954.1).

119 Collective Investment Schemes Act of 23 June 2006 (CISA; SR
951.31).

120 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 who have to prove that they meet

the conditions of Art. 2, para. 3 of the CISA with respect to

investment companies need to be licensed as auditors (Cf. Art.

6 FMAO).

Insurance Supervision Act of 17 December 2004

961.01).

Anti-Money Laundering Act of 10 October 1997 (AMLA; SR

955.0).

Applies only to the audit of financial intermediaries that are di-

rectly subject to FINMA oversight. Self-regulating organisations

may define differing conditions for audit firm licensing with re-

spect to their members.

12

(ISA; SR

12

N

12

w
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Main licence

under the AOA:

Lead auditor

Audit expert

Audit expert

Audit expert

Audit expert

Auditor

Audit expert

Audit expert
Audit expert

Audit expert

Special-
law
regulatory
authority

FINMA

FINMA

FINMA

FINMA

FINMA

FINMA

(OAK BV)'7
(FOPH)

FCC

Additional
requirements

Art.
Art.

Art.
Art.

Art.
Art.

Art.
Art.

Art.

Art.
Art.

26 FMSA™MS,
3 FMAO™

26 FMSA,
3 FMAO

26 FMSA,
3 FMAO

26 FMSA,
3 FMAO

19b AMLA™3

26 FMSA,
3 FMAO

Art. 75 CO™°

124 Mortgage Bond Act of 25 June 1930 (MBA; SR 211.423.4).

125 Federal Act of 25 June 1982 relating to Occupational, Survivors’
and Disability Pensions (OPA; SR 831.40).

126 There is, however, one exception: Only audit firms that are li-
censed as state-regulated audit firms can act as auditors of in-
vestment foundations (Art. 9 of the Ordinance of 22 June 2011
relating to investment foundations, ASV; SR 831.403.2).

127 Oberaufsichtskommission  Berufliche Vorsorge (Supervisory
Commission for Occupational Pension Schemes).

128 Federal Act of 18 March 1994 relating to Health Insurance
(HIA; SR 832.10) and the Ordinance of 27 June 1995 relating to
Heath Insurance (HIO; SR 832.102).

129 Casino Act of 18 December 1998 (CA; SR 935.52).

130 Casino Ordinance of 24 September 2004 (CO; SR 935.521).




4 List of state-regulated audit firms

Status: 31 December 2012

Fully licensed

500003
500012
500038
500149
500241
500420
500436
500498
500505
500646
500705
500762
500770
500959
501091
501382
501403
501470
501570
501839
502658

PricewaterhouseCoopers AG
T&RAG

Bankrevisions- und Treuhand AG
OBT AG

Mazars Coresa

Deloitte AG

Refidar Moore Stephens

PKF Wirtschaftsprifung AG
Treuhand- und Revisionsges. Mattig-Suter
Ernst & Young AG

BDO AG

Balmer-Etienne AG

Intercontrol AG

BDO Visura International AG
Provida Wirtschaftsprtfung AG
Berney & Associés SA

KPMG AG

Ferax Treuhand AG

Fiduciaire FIDAG SA

Grant Thornton AG

Treureva AG

45

Zurich
GUmligen
Zurich

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

St. Gallen
Geneéve
Zurich
ZUrich
Martigny

Zlrich

Zurich
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131

5 Registration of Swiss audit firms in the EU

Status: 31 December 2012

Germany As a result of the MoU between Germany and

(German Audit Oversight Commission, GAOC) Switzerland there is no obligation to register in
Germany.

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

(Professional Oversight Board, FRC) AG (4)

Finland Ernst & Young AG (1)

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

France Ernst & Young AG, KPMG AG, PwC AG (3)
(French High Council for Statutory Auditors)

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

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

Liechtenstein Ernst & Young AG, KPMG AG, PwC AG (3)
(Financial Market Authority, FMA)

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

Netherlands Ernst & Young AG (1)

(Netherlands Authority for the Finan-cial Markets)

Spain PwC AG (1)

(Accounting and Auditing Institute ICAC)

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

(Swedish Supervisory Board of Public Accountants)

131 Source: Reports submitted to the FAOA by the audit firms con-
cerned. It should be remembered that it is a requirement to re-
port registrations with foreign oversight authorities to the FAOA
(Margin note 22 indent c section 1 of Circular 1/2010 of 31
March 2010 on reporting by state-regulated audit firms to the
FAOA). No distinction has been drawn between provisional and
definitive registration. The authority of the Swiss audit firms to
provide statutory audit services in these countries is decisive.
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6 List of equivalent foreign educational qualifications

Status: 31 December 2012

Equivalent foreign educational qualifications

Germany

France

Great Britain

Ireland

I[taly

India

Netherlands

Norway

Austria
Philippines

Sweden

Turkey

Bestellungsurkunde Wirtschaftsprufer

Dipléme d'études supérieures comptables et
financieres und Dipléme d’expertise comptable

Chartered/Certified Accountant
Memberships bei: ICAEW, ICAS, ICAI, ACCA, AIA

Chartered/Certified Accountant
Memberships bei: ICAEW, ICAS, ICAI, ACCA,
ICPAI, IIPA + Audit permission

Dottore commercialista (Ragioniere e perito com-
merciale; Laurea/Dottore in economia e com-
mercio; Dottore in economia aziendale; Dottore in
economia delle istituzioni e dei mercati finanziari;
Laurea in economia e professione)

Chartered Accountant

Registeraccountant

Studiet i revisjon (registered auditor,
state authorised auditor)

Bestellungsurkunde Wirtschaftspriifer
Certified Public Accountant (CPA)
Approved/Authorised public accountant

Certified Public Accountant
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7 Financial statements of the FAOA

Balance sheet (in CHF)

Cash at bank and in hand
Receivables
Work-in-progress
Prepayments

Current assets

Tangible fixed assets
Intangible fixed assets
Investments
Non-current assets

Total assets

Short-term liabilities relating to services
Liabilities to state-regulated audit firms
Social security liabilities

Short-term provisions

Accruals

Accrued licensing fees

Current liabilities

Accrued licensing fees

Non-current liabilities

Reserves

Capital and reserves

Total liabilities

Activity Report 2012

5 EHNEHOClOM 5,943,113
6 1 176,192
7 290,000 314,000
8 24,666 70,288
LA ERZN 6,503,593

9 403,310 307,807
10 311,276 63,036
11 93,887 71,236
808,472 442,079
6,945,672

165,585 116,698

12 54,193 723,440
67,541 19,903

13 205,000 157,500
14 310,913 273,591
16 369,800 615,060
IRVENEYE 1,906,192

16 251,280 539,480
251,280 539,480

17 BREESON0N 4,500,000
RO 4,500,000
6,945,672

(W]
o
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Income statement (in CHF)

01.01.2012 {~01.01.2011
-31.12.2012 | =31.12.2011

Oversight charges 2.12 2,748,307 2,036,560

Inspection fees 2.12 1,231,0 1,202,203
Licensing fees 18,2.12 521,200 585,200
Commission on internet payments 2.12 -31,525 -34,276
Reimbursement of licensing fees 2.12 -30,600 -41,600
Accrual of licensing fees 16 -81,600 -100,800
Release of accrued licensing fees from prior years 16 615,060 1,831,940

Other income 32,578 66,737

Net revenues 5,004,484 5,545,964

Personnel expense I’ -4,116,666 -3,781,867
Operating expense 15, 20 -762,324 -660,388
Depreciation 9,10 -140,654 -147,773
Operating profit 955,936
Financial income 15,399 55,283
Financial expense -238 -326
Financial result 15,161 54,957
Transfer to reserves (net) 17 -1,010,893

Profit/loss

1
—_
u
- S
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Cash flow statement (in CHF)

01.01.2012 | '01.01-2011
-31.12.2012 | -31:12:2011

Transfer to reserves 17 - 1,010,893
Depreciation of fixed assets 9,10 140,654 147,773

Release of licensing fees (long-term)

-513,960
Increase/decrease in debtors 2,712
-158,643
765,653

Increase/decrease in social security liabilities 47,640 -

16
6
Increase/decrease in work-in-progress 7
8
Increase/decrease in short-term provisions 13 -42,520
14 )
16 )

Increase/decrease in prepayments

Increase/decrease in liabilities

37,322 35,277

Increase/decrease in accrued licensing fees (short-term) SrCwI Ol -1,217,180
Net cash flows from operating activities -817,974 25,674

Acquisition of tangible fixed assets 9 -78,235
Acquisition of intangible fixed assets 10 -303,629 -20,481
Acquisition of investments 11 -22,653 -146
5
5

Increase/decrease in accruals

Net cash flows from investing activities -507,049 -98,862

-1,325,023 -73,188
5,943,113 6,016,301

Change in cash and cash in hand

Cash and cash in hand at the start of the year

Cash and cash in hand at year end

Change in capital and reserves (in CHF)

01.01.2012 | 01.01:2011

-31.12.2012 | -31.12.2011
Opening balance as of 1.1. 4,500,000 3,489,107
Transfer to reserves n 1,010,893

Balance as of 31.12. 4,500,000 4,500,000

4,618,090 5,943,113
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Notes to the 2012 financial statements
1 Operating activities

The Federal Audit Oversight Authority (FAOA) has
its registered office at Bundesgasse 18 in Berne. It
serves as a licensing body and administers a pub-
lic register of the individuals and firms who provide
audit services as defined by the Audit Oversight Act
(AOA). Further, it oversees audit firms who provide
audit services to public companies.

The FAOA was founded on 1 November 2006 and
began its operating activities on 1 September 2007.
The FAOA is a public-law institution and a separate
legal entity. The FAOA conducts it activities indepen-
dently, organises itself, and finances itself entirely
from the fees paid by service users and the charges
paid by state-regulated audit firms. The FAOA is au-
tonomous in its organisation and management and
maintains its own accounts.

[ts function is regulated by the Audit Oversight Act
of 16 December 2005 (AOA; SR 221.302). The aim
of the Audit Oversight Act is to ensure the proper
provision and quality of audit services.

On 15 June 2012 the Federal Council decided, in
principle, to merge the previously separate audit firm
oversight functions within the financial markets area
and bundle them together with the FAOA in a two-
step approach. As a result of this decision, as early
as 1 September 2012 the oversight of financial state-
ment audits for listed banks, insurance companies
and collective investment companies was transferred
from FINMA to the FAOA.

As at 31 December 2012 the FAOA employed
26 employees, representing 20 full-time equivalents.
At the end of the prior year 25 employees, repre-
senting 18.4 full-time equivalents, were employed
by the FAOA.

2 Accounting policies
2.1 Introduction

These financial statements of the FAOA are prepared
in accordance with the requirements of the Interna-
tional Public Sector Accounting Standards (IPSAS),
subject to Article 662a—663b of the Swiss Civil Code
(according to Art. 35 para. 2 AOA).

These financial statements were approved by the
Board of Directors on 25 February 2013. The at-
tached statements are the entity financial statements
for the financial year comprising calendar year 2012

with a balance sheet date of 31 December 2012
(including comparatives). The reporting currency is
Swiss Francs (CHF).

Unless otherwise stated, assets and liabilities are
valued at historical cost, which normally represents
nominal value. Revenues and expenses are booked
in the period in which they accrue.

The amounts stated in the financial statements are
rounded to the nearest Swiss Franc and can there-
fore include immaterial rounding differences.

2.2 Cash and cash in hand

Cash and cash in hand comprises of petty cash,
current accounts at financial institutions and an in-
vestment account at the Federal Finance Adminis-
tration (FFA). Under Art. 36 para. 1 AOA the FAOA
is obliged to deposit excess funds with the Federal
Administration.

The amounts are stated at nominal values.

2.3 Receivables relating to services

Receivables are stated at nominal values after allow-
ance for possible impairments.

2.4 Work-in-progress

Work-in-progress relating to inspections is valued us-
ing the applicable daily rates per Art. 39 para. 2 AOO.
2.5 Tangible fixed assets

Tangible fixed assets are accounted for at cost less
accumulated depreciation. Depreciation is calculated

on a linear basis over the expected useful life of the
asset.
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Furniture and furnishings 10
Office equipment, IT

equipment (hardware) 3
Fixtures and fittings 10

The residual value, useful life and method of depre-
ciation of a tangible fixed asset is checked at each
balance sheet date and amended if appropriate.

Where the book value of a tangible fixed asset ex-
ceeds the recoverable amount of that asset the dif-
ference is booked to the income statement as an
impairment charge.

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

2.6 Intangible fixed assets

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

Licensing register software 5

Other software 3

The residual value, useful life and method of depre-
ciation of an intangible fixed asset is checked at each
balance sheet date and amended if appropriate.

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

Self-generated goodwill cannot be capitalised.

Activity Report 2012

2.7 Investments

Investments are accounted for at market value.

2.8 Taxes

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

2.9 Provisions

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

2.10 Leasing

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

2.11 Capital and reserves

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

2.12 Revenues (fees and oversight charges)

The FAOA charges fees for its rulings, inspections and
services and levies a charge upon state-regulated au-
dit firms to cover any costs not covered by such fees.
The fees and charges are set out in section five of the
Audit Oversight Ordinance (AOO).

Fee income for the licensing of audit firms is accrued
over a period of 5 years. Fee income for the licensing
of individuals is taken directly to income. Fee reim-
bursements are charged directly to income.

Oversight charges are booked to income upon in-
voicing.



2.13 Financial result

The financial result comprises of interest income and
interest expense. Interest is booked on an accrual
basis. The FAOA holds no derivative financial instru-
ments and does not use hedging.

3 Information regarding risk assessment
(Art. 663b CO)
3.1 Information regarding risk assessment

The Executive Board is responsible for the internal
control system and for the risk assessment related to
this. The Executive Board performed and document-
ed a risk assessment on 17 December 2012. This re-
sulted in no adjustment to the insurance coverage
previously determined with an external advisor. The
internal control system of the FAOA is amended to
take account of the risk assessment as appropriate.

The following financial risk is relevant to the FAOA:

3.2 Credit risk

The revenues of the FAOA are generated by charges
and fees on those providing audit services. Remind-
ers are sent in the case of late payment. Legal action
is taken if appropriate.

4 Estimation uncertainty

The preparation of the financial statements accord-
ing to generally accepted accounting standards re-
quires the use of estimates and assumptions. These
affect the stated amounts of assets and liabilities
and the disclosure of contingent assets and liabilities
as at the balance sheet date, as well as the stated
amounts of income and expense. Although the
Executive Board makes these estimates to the best
of their knowledge, having due regard for current
events and possible future FAOA measures, actual
results could differ from the amounts estimated.
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Explanatory information on individual financial statement items

5 Cash and cash in hand (in CHF)
Cash in hand 383 260
PostFinance accounts 449,439 89,397
Investment account at Federal Finance Administration FFA 4,168,268 5,853,456

Total cash and cash in hand 4,618,090 m

6 Receivables

Licence fee receivables 126,570 103,038
Yellowpay receivables 50,962 72,939
Other receivables 5,552 215

Total receivables relating to services 183,084 176,192

No debts were written-off and no bad debt provi-
sions were established in either the financial year
2012 or the prior year.

7 Work-in-progress

Work-in-progress 290,000 314,000

Total work-in-progress 290,000 314,000

Work-in-progress comprises of inspection fees yet to
be invoiced.

8 Prepayments

Prepayments 24,666 70,288

Total prepayments 24,666 70,288

Prepayments represent payments made in advance
for expenses of the following year.
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9 Tangible Fixed assets (in CHF)

Office
equipment,

Furniture IT equip-
and ment (hard- | Fixtures and
furnishings | ware) fittings Total 2012 | Total 2011

Acquisition costs
Opening balance 298,379 76,221 149,173 523,773 487,985
Acquisitions 60,588 5,969 114,211 180,768 78,235
Disposals -1,795 -4,217 - -6,012 -42,447
Closing balance 357,172 77,973 263,384 698,529 523,773
Accumulated depreciation
Opening balance -128,392 -35,579 -51,955 EEVAREClM -188,260
Acquisitions -36,615 -22,312 -26,388 -85,265 -70,153
Disposals 1,795 4,217 = 6,012 42,447
Closing balance -163,212 -53,674 -78,333 PEVEEWAEN -215,966
Net book value 193,960 24,299 185,051 307,807

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

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

The increase of CHF 114,211 in the acquisition cost
of fixtures and fittings is attributable to the renova-
tion of ceilings in the offices at Bundesgasse 18 in
Bern. The increase of CHF 60,588 in the acquisition
cost of furniture and furnishings is mainly attribut-
able to additional furniture for the new offices at
Hufgasse 11 in Zurich.

The fire insurance value of tangible fixed assets at
31 December 2012 was CHF 400,000 (prior year
CHF 400,000). It is planned to increase the insurance
cover to CHF 550,000 in 2013.
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10 Intangible fixed assets

(in CHF)

Software
register and

administra-
tion

Acquisition costs
Opening balance
Acquisitions
Disposals

Closing balance
Accumulated depreciation
Opening balance
Acquisitions

Disposals

Closing balance

Net book value

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

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

The increase of CHF 302,400 in the acquisition cost
of software register and administration is attribut-
able to payments with respect to the modernisation
of the IT environment. The new IT environment (soft-
ware) is expected to go live in the first half of 2013.
Depreciation of the new software will begin upon it
going live.

11 Investments
In connection with the rent of offices the FAOA has

two tenant deposit accounts in the total amount of
CHF 93,887.

Activity Report 2012

Other
software Total 2012 | Total 2011

343,741 100,926 [PPVRTE 437,559
302,400 1220 IEVERZE] 20,482
- - -13,374
646,141 102,155 444,667
-294,359 87272 EARE -317.385
49,381 6,008 RN 77,620
- - 13,374
343,740 ~93,280 [UETAPIN -381,631

302,401 XN 311,276 | 63,036 |

12 Liabilities to state-regulated audit firms

The FAOA levies an annual oversight charge upon
state-regulated audit firms (see section 2.12). An on
account amount is charged at the beginning of the
year. Unused on account amounts are refunded to
the state-regulated audit firms in the following year.
The amount of CHF 54,193 (prior year CHF 723,440)
will be credited to the state-regulated audit firms in
2013.



13 Short-term provisions (in CHF)
Personnel expense liabilities 197,000 150,000
Provision for third party compensation 8,000 7,500

Total short-term provisions 205,000 157,500

Holiday, accrued flexible working hours and overtime A provision for compensation was established in
entitlements are calculated and accrued as at 31 De-  connection with FAOA rulings subject to third party

cember based on individual employment terms. appeal (in particular, licence application rejections).
14 Accruals
Various accruals 310,913 273,591

Accruals include, in particular, accruals in relation to
personnel expense and accruals for the cost of the
Activity Report 2012.

15 Operating leases

Minimum payments within one year 10,740 10,740
Minimum payments in years 2 to 6 42,960 52,805

Operating leases comprise of a contract with Tri-  The FAOA has not entered into any finance leases.
umph-Adler for multi-purpose equipment. The cur-

rent contract has a total term of 6 years (1.1.2012

-1.1.2018).

16 Accrued licensing fees

Accrued licensing fees (short-term) 369,800 615,060
Accrued licensing fees (long-term) 251,280 539,480

Fee income from the licensing of audit firms, as well
as individuals (2007 to 2010), was accrued over a pe-
riod of 5 years.
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17 Reserves (in CHF)
Reserves 4,500,000 4,500,000

According to Art. 35 para. 3 AOA, the FAOA may
accumulate a reserve for the exercise of its oversight
activities, up to a maximum amount of an annual
budget.

18 Licensing fees

Licensing fees individuals 419,200 456,200
Licensing fees audit firms 102,000 129,000

Total licensing fees m 585,200

19 Personnel expense

Staff compensation and Board member fees 3,018,094 2,881,960
Employer contributions 685,055 565,074
Other personnel expense 263,668 253,258
Third party personnel costs 149,849 81,575

Total personnel expense 4,116,666 3,781,867

Employer contributions comprise payments relat-
ing to national insurance (state pension, invalid-
ity, income compensation) occupational pension
schemes, work-related accident insurance and daily
sickness allowance insurance. A contribution of
CHF 25,000 (prior year CHF 25,000) made to the
employer contribution reserve of the FAOA pension
fund is included above.

In the reporting year third party personnel costs
include, in particular, external translation service
charges, as well as expenses incurred in connection
with the modernisation of the IT environment.

The increase in personnel expense is, in particular, re-
lated to the assumption of additional responsibilities
from FINMA as from 1 September 2012 (Note 1).
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20 Operating expense

(in CHF)

Accommodation

Minor capital expenditure, fixed asset maintenance and leasing

Administrative expense
IT expense

Other operating expense

189,242 177,040

14,783 18,087
108,414 88,573
227,989 199,575
221,896 177,113

Total operating expense 762,324 660,388

The increase in operating expense is attributable to
the taking up of additional offices in Zurich, as well
as higher expenses related to the more expansive
Activity Report (including publication of the financial
statements in three languages).

21 Contingencies

At the balance sheet date there were no contingent
liabilities and, in particular, no pending or threat-
ened claims for damages.

22 Related party transactions
22.1 Definition of «related parties»

Related parties can be entities or individuals who
can influence the FAOA or can be influenced by the
FAOA. At the FAOA the following groups are de-
fined as related:

— The Federal Administration, within the meaning
of Art. 6 Government and Administration Ordi-
nance (RVOV)

— Swisscom, Post, Swiss Federal Railways

— Members of the Board of Directors

— Members of Management, respectively the Execu-
tive Board

All transactions with related individuals and entities
were entered into on the basis of normal customer,
respectively supplier, relationships and strictly on
arm’s length terms.

22.2 Particular relationship with the Federal
Administration

The Federal Audit Oversight Authority, a public-law
institution with separate legal identity, is organisa-
tionally attached to the Federal Administration. As
such, the Federal Administration can influence the
FAOA in many ways:

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

— The Federal Council elects the Board of Directors,
appoints the Chairman and Vice-Chairman, deter-
mines compensation and approves the selection
of the Chief Executive Officer.

— As auditor of the FAOA, the Swiss Federal Audit
Office audits the oversight authority in accordance
with the Federal Auditing Act.

— The Federal Audit Oversight Authority is required
to invest excess funds with the Federal Adminis-
tration at market interest rates (Art. 36 para. 1
AOA).

If required for liquidity reasons, the Federal Adminis-
tration grants the FAOA loans at market interest rates
(Art. 36 para. 2 AOA). The FAOA is exempt from all
federal, cantonal and municipal taxes (Art. 37 AOA).
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22.3 Remuneration of the Board of Directors and Management (In CHF thousands)

Board of Directors

Fees of Chairman 75 110
Fees of Vice-Chairman 38 75
Fees of other members 52 90
Social security contributions'’ 0 0

Total compensation of the members of the 275
Board of Directors

Chief Executive Officer and Executive Board

Salary of Chief Executive Officer 250 247
Other benefits of Chief Executive Officer? 37 32
Salaries of other members 323 326
Other benefits of other members 43 32
Social security contributions? 107 107
GLET

In the reporting year individual, performance-related ' All social security contributions (employer and employee) are

salary increases were effected. No general inflation ~, borne by the members of the Board of Directors.

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

Comprises pension/invalidity/income compensation insurance
contribution, unemployment insurance contribution, work-re-
lated/non-work-related accident insurance contribution, occu-
pational pension savings contribution and risk premium.

adjustment was made.

23 Events after the balance sheet date

No events have occurred since the balance sheet
date of 31 December 2012 that impact the informa-
tional value of the 2012 financial statements.

Activity Report 201 2 New offices of the FAOA at Hufgasse 11, 8008 Zurich
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Report of the statutory auditor
on the limited statutory examination

to the Board of Directors of the
Federal Audit Oversight Authority in Bern

As staluviory avditor accordng bo art. 32 of the Auditor Oversght Act (SR 221 302), we
have examined the financial stabements (balance sheet income siaftement, cash flow
staternent, statement of changes in equity. and notes) of the Federal Aude Cversight
Autharity for tha year ended 31 December 2012

These fmancial statements are tha responsibiity of the Managament Our responsibéity is
fo perform a bimited stabuiory examinabon on ihese fnancial stalements. The Swess
Federal Audd Office is independent according to the Swiss Federal Auds Office Act (SR
614.0)

Ve conducled our examinalion in aotordance with the Swiss Slandand on tha Limded
Stathulory Examination This standard requires that we plan and perform: a limited statulory
examination to denlify matenal misstatements in the fmancal stalements. A hmited statu-
fory examinabon conssts primanty of inguines of company personnel and analytical pro-
cedures as well a5 delailed fesls of company documents as conssdered necessary in the
chcumstances. However, the festng of operational processes and the infemal confrol
:-,vslem as well as NQuirkes and Purther tesling procedunas 1o dabact raud or olhar |&g\3!
wiplations, are net within the scope of this examination

Based on our imited statutory examination, nathing has come b cur attention thal causes
ug 1o babiewe that the financial stalements do not comply with Swes lews and regulations.

Bem, 4 March 2013 SWISS5 FEDERAL ALUDIT OFFICE

///g::?_}wfmﬂ.ﬂr

Waltar Risler Paud Ackermann
Licensed Audit Expen Licsriad Audil Expen

Original bext Gereman
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