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Objectives
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Update on Audit Reforms in the EU and implications for 

Georgia:

• Characteristics of public oversight systems as outlined in the 

EU Statutory Audit Directive;

• Review the EU’s approach to ensuring audit quality

Focus on quality assurance and public oversight systems

Examples and what others have chosen to do?

Discuss options for public oversight models

Outline further considerations and issues for discussion

Disclaimer: the views expressed in this presentation do not necessarily reflect those of the Executive 

Directors of the World Bank or the governments they represent



In recent years several ground breaking documents

addressing concerns over audit quality have been

adopted internationally, including:
 Statutory Audit Directive 2006/43/EC, as amended by the EU

Directive 2014/56/EU in May 2014;

 Regulation 537/2014 on statutory audit of PIE’s ;

 Clarification of International Standards on Auditing (ISAs) and

International Standard on Quality Control (ISQC), 2009, by

International Auditing and Assurance Standards Board (IAASB);

 Green Paper on Audit Policy, 2010, by European Commission;

 Framework for Audit Quality, ED 2013, by IAASB.

Primary objective of strengthening audit regulations:

to restore trust in financial reporting and audits.

Concerns and Recent Developments in Audit Quality Control
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Association Agreement signed between Georgia and EU

Georgia undertook to gradually approximate its legislation 

to the following EU legislation and respective updates in 

these documents:

 Directive 2006/43/EC, as amended by the EU Directive 

2014/56/EU in May 2014 on statutory audits: the Directive's 

provisions shall be implemented within 3 years of the entry into force 

of the Association Agreement (AA). 

 Regulation (EC) No 1606/2002 on the application of international 

accounting standards: 3 years of the entry into force of the AA. 

 Fourth Council Directive of 25 July 1978 on the annual accounts 

(78/660/EEC): 3 years of the entry into force of the AA*.

 Seventh Council Directive of 13 June 1983 on consolidated 

accounts (83/349/EEC): 3 years of the entry into force of the AA*.

Implications for Georgia
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What is the scope of the Statutory Audit Directive 2014?
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Legal Framework
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The EU Statutory Audit Directive is the legal framework which 

defines the characteristics of the Public Oversight Systems 

(POS)

There are certain minimum, “compulsory” requirements for an 

effective POS outlined in the Audit Directive which include:

 independence from the profession

 responsibility for audit quality control inspections

 adequate resourcing and funding etc.

In other areas, POS bodies face choices or “options” how to 

establish and operate the most effective POS suitable for their 

countries circumstances and environment



Common “compulsory” elements of POS

7

The POS should be independent of the profession 

The International Forum of Independent Audit 

Regulators (IFAIR) definition: 

• IFAIR members are independent of the audit profession, which 

means the majority of the relevant governing bodies should be 

non-practitioners and funding should be free of undue 

influence by the profession;

• Engaged in audit regulatory functions in public interest and 

responsible for the system of recurring inspections of audit 

firms undertaking audits of public interest entities, exercising 

that responsibility either directly or through oversight 

inspection undertaken by professional bodies.



Common “compulsory” elements of POS (continued)
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POS should have responsibility for inspections of 

auditors of public interest entities which is their 

primary tool for enforcing the compliance with auditing 

standards and therefore maintaining audit quality. The 

main pre-conditions are:

 Defined accounting and auditing standards that are generally 

accepted;

 Legal requirements for preparation and publication of FS

 Corporate governance arrangements that support high quality 

corporate reporting and auditing practice

 Effective educational and training arrangements for 

accountants and auditors 

POS should be adequately resourced to be able to 

carry out its function in the public interest.



Quality Assurance| Public Oversight 



Self-Regulation in the Auditing Profession 

Until 2002, the auditing profession across the world was 

mostly self-regulated, with professional bodies 

developing auditing standards, providing some discipline 

over their members, and advertising the quality and 

benefits of their members’ audits to the public 

Regulators in the U.S. and elsewhere occasionally 

intervened to discipline auditors in particularly egregious 

cases and sometimes to induce the profession to strengthen 

auditing standards 



The modern movement towards public oversight of the 

auditing profession began with the wave of corporate 

financial reporting scandals starting about 15 years ago in 

the U.S., Europe, and Japan. 

Over the last decade, beginning with the Sarbanes-Oxley 

Act of 2002, a worldwide consensus has developed that 

auditors cannot adequately regulate themselves, mainly 

because they do not have sufficient incentive to do so: 

• Conflict of interest built into the auditor-client relationship 

• Market may not adequately recognize and reward audit quality 

• Unregulated competition may be based on price or willingness 

to accommodate, rather than on audit quality 

Quality assurance and public oversight



Auditing does not involve just following some standard set 

of procedures and ticking boxes on a checklist 

To be effective, an auditor must use knowledge and 

experience to 

Understand the company’s business and the way it records, 

accumulates, and reports information about its transactions, 

obligations, and assets 

Identify the specific risks that might cause some of these 

items to be reported inaccurately for that company, based on how 

it operates 

Design and perform tests for the particular company to obtain 

reasonable assurance that the financial reporting is reliable 

And the auditor must do all of this efficiently, within a 

reasonable time and at a reasonable cost 

Quality assurance and public oversight



Auditing is one of the most difficult and complex businesses 

to regulate properly because good auditing involves: 

 complex judgments 

 made after gathering and considering a large set of facts 

about the company being audited, including its business, 

financial information system, and industry 

Audit regulators must understand that they are not 

regulating a routinized activity, in which they could expect to 

see the same steps and procedures performed every time. 

This is an enormous challenge for effective regulation. 

Only someone highly trained and experienced in 

auditing can adequately perform this regulatory 

function. 

Quality assurance and public oversight
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Focus on QAS and POS – Key Provisions of the EU Directive

Quality Assurance

Independent of the reviewed statutory auditors

Funding secure and free from undue influence

Adequate resources

Competence of reviewers

Objective procedure of selection of reviewed auditors

Scope of reviews: compliance with audit standards 

and independence requirements

Every six years (three for PIEs)

Reporting on reviews and follow up
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Focus on QAS and POS – Key Provisions of the EU Directive

Public Oversight

All statutory audits subject to public oversight

Governed by a majority of knowledgeable non-

practitioners

Ultimate responsibility for all key functions

Adequate powers to conduct investigations

Transparent

Adequate funding, secure and free from undue 

influence
• a
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What others have chosen to do



The Challenges of Structuring an Oversight Body 

As should be apparent, countries face substantial 

challenges in structuring, funding, staffing, and operating 

effective audit oversight bodies. The body needs to be: 

Independent of the auditing profession, but informed by 

the knowledge and expertise of the profession 

Adequately funded with no undue influence

Stringent in imposing accountability on auditors, yet 

sensitive to the role of judgment 

Specialized and focused, yet informed and responsive to 

the evolving needs of a broad community of users of financial 

information and other stakeholders, including investors, 

lenders, regulators, corporate board members, financial 

analysts, and others 
The Challenges of Structuring an Oversight Body 12 



Models of Institutional Set Up

The audit oversight body could be: 

A self-standing, independent agency 

An office , division, or component of a body with a 

broader regulatory function, such as a securities regulator 

An office or department within the country’s Government 

(i.e. Ministry of Finance)



POS: experience of IFIAR countries: 

What others countries have chosen to do? 
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The International Forum of Independent Audit Regulators 

(IFIAR) was established in 2006 by independent audit 

regulators from 18 jurisdictions. 

1. Institutional set-up

 Of 35 IFIAR members analyzed as of January 2011, 9 are 

situated in or are part of the government, 12 are part of the 

national securities or financial services regulator and 14 

are independent bodies

 In “smaller” counties, POS is typically be part of 

government or independent but with close links to the 

sponsoring government department, especially in the start-

up phase



The public oversight function in the United Kingdom's 

Financial Reporting Council has always been independent 

The public oversight function in the Netherlands has always 

been part of that country's securities regulator, the Authority 

for Financial Markets. 

The French audit oversight body, the H3C, was created in 

2003 as a high-level independent public authority with direct 

links to the Minister of Justice and has a working relationship 

with the combined banking and insurance regulator. 

The U.S. PCAOB is established as an independent body, but 

its budget and significant decisions are subject to review by 

the securities regulator, the SEC. 

Models in Action
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The most common ways to fund public oversight bodies 

are through: 

 General state revenues 

 Fees or other levies on auditors or professional bodies 

 Fees or other levies on companies or listing authorities 

Fines and penalties should never go to the body’s 

budget 

Funding Options

21
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2. Funding

 Of 35 IFIAR members, 10 members are funded entirely 

from state budget, 4 are funded purely from levy on 

companies, 10 are funded solely from levy on registering 

audit firms and 10 have a mix of funding (one did not 

indicate the source)

 As POSs evolve, there is a trend towards less reliance on 

government funding in some, but not in all cases 

POS: experience of IFIAR countries: 

What others countries have chosen to do? 
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3. Division of responsibilities in QA (POS and prof. body)

 Three global approaches

1. POS carries out inspections of PIEs and “non-PIEs” 

auditors

2. POS covers PIE auditors and professional body(ies) 

cover non-PIEs*

3. Prof. body(ies) conduct all inspections, overseen by 

POS**

Of the 35 members of IFIAR, 26 perform inspections on 

auditors of PIEs directly, 5 oversee others performing 

inspections and 4 perform inspections jointly with or alongside 

professional bodies

POS: experience of IFIAR countries: 

What others countries have chosen to do? 
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4. POS boards

 POS boards are typically 6-10 members and only a few 

IFIAR members have practicing auditors on their 

governing board, the majority have no practicing auditor on 

their board

 POS Boards in smaller or more recently established 

members may typically include:

• Representatives of other regulators, government 

departments;

• Academics;

• Representatives from the central bank

POS: experience of IFIAR countries: 

What others countries have chosen to do? 



Publication and transparency: 

• Publication is to share information not only to show 

compliance 

• Importance of communicating a roadmap in the first 

report to be credible 

• Find credible performance indicators to measure 

success 

Greater cooperation with others: 

• Board members sometimes belong to other regulators; 

• Cooperation of QAS and POS with supervision 

departments responsible for enforcement 

• Communication with audit committees 

• Capacity to share information is essential 
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POS Accountability 



What are the Options?



Main Questions to Ask
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Who is the competent authority to perform POS

functions (government commission; independent 

government agency; body under the existing 

regulator)

Funding mechanism

Delegation of POS functions: delegate or not; 

delegation mechanism

Which functions to delegate



Options for POS organization 
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POS Body carries ultimate responsibility for all 

key oversight functions

Government commission (Poland; Czech Republic)

Independent government agency (UK, Germany; 

France)

Body under the existing regulator (Netherlands/ Italy 

– financial markets regulator; Norway – integrated 

market regulator)



Must adequate to afford highly specialized CEO and 

team of experts

Free of political or other undue influence

? Budget Financing

? Audit Firms

? PIEs 

? Combination of the above

Options for Funding
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Delegation of Functions

PIEs
Other 

entities

POS POS

Prof 
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Prof 
Association*



Thank you

Q&A
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