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CHAIRPERSON’S STATEMENT

Introduction

It is with pleasure that I submit the Authority’s
fourth Annual Report to the Minister for Trade &
Commerce, Mr. Billy Kelleher, T.D., in accordance
with section 22(1) of the Companies (Auditing and
Accounting) Act 2003.

Context for the Authority’s work
during 2009

The events and financial revelations of the last two
years have had a profound effect not only on the
economy but on Irish society as a whole. The scale of
the losses sustained by our banks and building societies
as a result of imprudent lending practices has resulted
in the Exchequer having to take on €80bn of so called
‘toxic’ loans through the National Asset Management
Agency as well as having to provide up to an estimated
€32.8bn to certain of our financial institutions by way
of recapitalisation, costs that may ultimately be borne

by present and future taxpayers.

These events have resulted in a severe loss of
confidence in our financial institutions, in those
charged with their governance and in the system of
financial regulation that prevailed over recent years.
More widely, these events have resulted in publicly
expressed concerns as to, amongst other things, the
business models and governance regimes operated by
the financial institutions concerned, the reliability of
financial institutions’ statutory financial reporting and
whether the audit profession has properly discharged
its legal and professional responsibilities. In addition,
by virtue of the fact that a number of individuals
associated with these events are members of the
accountancy profession, the profession’s capacity

to regulate itself has, rightly, come under increased
scrutiny. The foregoing has occurred at a time of
continuing severe economic adjustment, characterised
by a marked deterioration in the public finances,

the collapse of the property and construction
industries, reduced consumer demand, increased
unemployment, reduced access to credit and national,

as well as international, economic uncertainty. These

Karen Erwin - Chairperson

factors have added significantly to the challenges
facing those charged with preparing and auditing
financial statements and those promulgating

associated standards.

It is against this backdrop that, during 2009,
the Authority discharged its primary statutory

responsibilities of:

[ supervising the Prescribed Accountancy Bodies’
regulation and monitoring of their members and

member firms; and

' monitoring certain listed entities’ statutory

financial reporting.

Authority activities during 2009

Users’ confidence in corporate financial reporting is
essential to well-functioning financial markets. Where
financial institutions are concerned, the credibility

of their financial reporting is all the more vital given
their importance to the economy and the range and

nature of the users of those reports.



Trustworthy financial reporting that can command
users’ confidence depends foremost on the integrity of
executive and non-executive directors and those who
prepare financial reports on their behalf and on those
parties’ respective commitment to apply faithfully

the relevant reporting framework. It also depends

on appropriate levels of rigour and professional
scepticism being applied by external auditors in
designing and implementing audit procedures to

identify material misstatement and error.

It is equally important, from the Authority’s
perspective, that the public can have confidence in
the accountancy and audit profession. In the context
of the model of supervised self regulation that
currently applies to the profession, core to supporting

public confidence is:

% the level of rigour and professional scepticism
applied by the professional bodies in their
monitoring of the quality of their member firms’
audit work, particularly in the context of the
audits of listed entities, and the appropriateness of

those bodies’ responses to identified deficiencies;

[ the professional bodies’ readiness and willingness
to investigate possible poor performance or
misconduct on the part of their members
and member firms and, where investigation is
judged necessary, to do so in a timely manner.
Where professional bodies conclude that the
investigation of particular matters are unnecessary
or unwarranted, they must, in the interests of
supporting public confidence in the system of
supervised self regulation, be prepared to account
not only to the Authority but also to the public for
their decisions. In the context of the foregoing, a
current example of an issue giving rise to public
disquiet is the large increase in the impairments
reported by financial institutions less than one year
after much smaller impairments were declared by

their directors and validated by audit; and
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[ the imposition by the professional bodies of
sanctions in response to any proven instances of
misconduct that are both punitive and dissuasive
in nature. The professional bodies’ capacity
and willingness to impose such sanctions is a
fundamental prerequisite to public confidence
in the profession and, for its part, the Authority
will have no difficulty in granting its approval for

increased sanction provisions.

The final link in the chain, and the Authority’s main
area of influence, 1s the supervision and enforcement
of compliance with accounting standards and the
supervision of the professional bodies’ monitoring
and disciplinary processes respectively, both of which

are discussed in further detail below.

Supervision of certain listed entities’
financial reporting

As detailed in Chapter 4 of this Report, to the extent
practicable having regard to its statutory remit and
consistent with its risk based approach to supervision,
during the course of 2009 the Authority devoted
substantial resources to examining the financial
reporting issues arising from certain events at Anglo
Irish Bank Corporation Limited and transactions
between Anglo Irish Bank Coorporation Limited and
Irish Life & Permanent plc. In addition to enquiring
into matters coming within its remit, the Authority
has also shared certain information with the Financial
Regulator, Director of Corporate Enforcement,

An Garda Siochana and the Institute of Chartered
Accountants in Ireland’s Special Investigator with a
view to assisting those parties with their respective
enquiries, some of which extend far beyond the

Authority’s remit.

Notwithstanding that these activities required the
deployment of substantial professional staff resources,
in quantitative terms the Authority maintained a level
of review activity consistent with the previous year.
As in previous years, the Authority secured required

improvements in issuers’ financial reporting through
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engagement and persuasion rather than having

to resort to more formal and costly enforcement
measures. During 2009 this approach again proved
effective, with issues identified during reviews being
dealt with through a combination of the publication
of amended financial reports and directors’
undertakings to effect necessary improvements in
future reports. Whilst the approach set out above
remains the Authority’s preferred means of securing
necessary improvements, as previously publicly
indicated, should circumstances arise which, in

the Board’s assessment, require a more formal
enforcement approach, the Board will not hesitate to

sanction such a course of action.

As a consequence of the approach set out above,
much of the Authority’s enforcement work in the
area of financial reporting is low key in nature and,
as such, may not be readily apparent to the users of
financial reports. However, a closer inspection of
1ssuers’ financial reports demonstrates the impact
that the Authority’s review activity has had since its
commencement in 2007. The quality of many well
known listed companies’ financial reports has, we
believe, been considerably enhanced as a result of
the Authority’s scrutiny and subsequent engagement
with those issuers’ Boards. Examples from 2009 in
that regard include one equity issuer whose annual
financial report in respect of the year ended 31
December, 2009 included 13 improvements and
enhancements as a direct result of the Authority’s
review of its previous annual financial report and the
provision by another equity issuer of corrected data in
respect of directors’ emoluments as a consequence of

having been the subject of a review by the Authority.

Supervision of the Prescribed
Accountancy Bodies

Similarly, in the case of its mandate to supervise the
Prescribed Accountancy Bodies, the Authority seeks
to optimise its effectiveness by avoiding the necessity
for formal enforcement actions, which are costly

and draining on limited professional staff' resources.

Rather, it is the Authority’s preference to seek to
resolve identified weaknesses and deficiencies in a
timely manner through dialogue with the professional
bodies. Nevertheless, on occasion the Authority
determines it necessary or otherwise appropriate

to take formal action with a view to addressing
identified concerns. Examples of such measures
taken during 2009 included the initiation of a further
statutory Enquiry under section 23 of the Act, the
attachment of Conditions to the recognitions of two
accountancy bodies and the vetting of proposals by
one professional body to issue audit authorisations

pursuant to a previously attached Condition.

Enquiries under section 23 of the Act are costly
and time consuming both for the Authority and

for the Prescribed Accountancy Body concerned.
Based on the Authority’s experience to date the
need for them can be reduced in the future through
a careful and rigorous approach to the investigative
and disciplinary process on the part of Prescribed
Accountancy Bodies. There will continue to be the
possibility that the Board will have to initiate such
Enquiries but we hope that the volume of section
23 Enquiries will diminish over the coming years.
However, in the event that the requisite improvements
are not forthcoming the Board will continue to

initiate such Enquiries.

As indicated above, the Board considered it
appropriate to exercise its right to attach Conditions
to the recognitions of two Recognised Accountancy
Bodies during the year. Conditions are an important
tool in enabling the Authority to discharge the
responsibilities that have been conferred upon it

by the Oireachtas and to mitigate identified risks.

For that reason, the attachment of Conditions is an
important tool in the Authority’s regulatory armoury,
as is the monitoring of ongoing compliance with

those Conditions.



Parliamentary accountability

In March, 2009 Authority representatives had

the opportunity to meet with the Joint Oireachtas
Committee on Economic Regulatory Affairs.

From the Board’s perspective, this was a valuable
opportunity for the Authority and the Committee
to share their perspectives on a range of matters of

relevance to the Authority’s remit and activities.

Factors limiting the Authority’s
influence and capacity to take certain
actions

As will be apparent from the foregoing, 2009 was a
very challenging year for both the Board and staff
of the Authority. Added to this challenge was the
existence of a gap, across both principal pillars of
the Authority’s mandate, between expectations as

to what the Authority should deliver and what the
Authority is empowered, and equipped, to deliver.
Whilst certain of the factors contributing to the gap
n expectations came to prominence only as a result
of the extraordinary events of recent times, their
impact was, nevertheless, considerable. In addition
to being discussed in further detail below, certain
key limiting factors are also summarised in the Table
accompanying this Statement for readers’ ease of

reference.

Limiting factors — statutory financial
reporting

In the context of the Authority’s mandate to monitor
certain listed entities’ statutory financial reporting
the following factors, in particular, contributed to the

abovementioned limitation:

[ asaresult of the timing and manner of
implementation of the Transparency Regulations,
issuers’ financial reports in respect of financial years
commencing before 20 January, 2007 do not come
within the Authority’s remit. As a consequence,
whilst the treatment of loans to directors at Anglo
Irish Bank Corporation Limited has given rise to

concerns in respect of the bank’s financial reports
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dating back to 2001, the first financial report issued
by the bank that came within the Authority’s remit,
and as a result in respect of which the Authority is
empowered to seek information and explanations,
was that in respect of the six month period ended

31 March, 2008;

[ by virtue of not coming within scope of the
Transparency Regulations, a number of Irish
financial services entities’ financial statements
do not come within the Authority’s supervisory
remit. Examples in this regard include EBS,

Irish Nationwide Building Society and Quinn
Insurance Limited. Accordingly, the Authority
has no statutory entitlement to review those
entities’ financial statements or to require their
directors to provide information and explanations

in respect of same; and

[ preliminary announcements do not come within
the Authority’s supervisory remit. This is of
significance in that, for example, in the case
of Anglo Irish Bank Corporation Limited, a
substantial contributory factor to concerns over
the quality of listed entities’ financial reporting
was based on the condensed nature of that bank’s
preliminary announcement of 3 December,
2008, c.g. the non-disclosure in that preliminary
announcement of details of certain transactions

with Irish Life & Permanent plc.

Limiting factors — the accountancy profession
In the context of the Authority’s mandate vis-d-vis

the accountancy profession, the following factors in
particular limited the Authority’s ability to influence

and to take certain actions:

[ the Authority has no role in performing quality
assurance inspections of audit firms. Accordingly,
the only avenue open to the Authority in seeking
to assess and monitor auditors’ performance
is through the ex-post review of the Prescribed

Accountancy Bodies’ monitoring reports.
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Whilst such reviews are of some limited value in
enabling the Authority to assess and comment
upon the operation of the accountancy bodies’
monitoring processes and procedures, the current
arrangements prevent the Authority from gaining
any degree of insight into the audit firms’
operations, particularly in the context of their
approach to, and emphasis on, audit quality. As
discussed in further detail in Chapter 5 of this
Report, the Board has, for this reason, previously
advised the Department of Enterprise, Trade

& Employment that the European Commission
Recommendation on Quality Assurance should

be implemented; and

[ the current legislative provisions governing
the performance of statutory Investigations.
Whilst section 24 of the Companies (Auditing
and Accounting) Act 2003 provides that the
Authority may conduct Investigations into
members/member firms of the Prescribed
Accountancy Bodies on its own initiative, the
Board is of the view that use of the provision as
currently enacted could give rise to a number of

undesirable outcomes. Specifically:

-1 given that the Act provides for a model of
supervised self regulation, under which
primary responsibility for the investigation
and disciplining of members and member
firms resides with the professional bodies, use
of the provision could, in the Board’s view,
give rise to the unintended consequence of
seriously undermining public confidence in
the Prescribed Accountancy Bodies’ capacity
to investigate and discipline their own
members. Such an outcome would, in the
Board’s assessment, run counter to the intent
of the Act; and

-} the practical implications of the manner
in which such Investigations require to be

funded give rise, in the Board’s assessment,

to fundamental questions of fairness, i.e. by
requiring all Prescribed Accountancy Bodies,
and the Exchequer, to fund potentially highly
costly investigations into the members of

other bodies.

Tor the foregoing reasons, the Board is of the
view that section 24 should be reviewed and, in
particular, amended such that, in circumstances
where the Authority were to initiate such an
Investigation, only the PAB(s) whose member(s)
or member firm(s) was/were under investigation
would fund the Authority’s Investigations. Such

an amendment would, in the Authority’s view:

-1 remove the potential for the Exchequer to
be exposed to substantial costs (including the
substantial costs associated with any litigation

arising); and

-l ensure that those PABs whose members
or member firms are not the subject of
investigation are, similarly, not exposed to

potentially substantial costs.

In the context of the foregoing, and having
regard to the issues of fairness that arise

from the current funding arrangements, it

is the Authority’s view that, until such time

as the legislation is reviewed and amended,
investigations, where considered necessary or
otherwise appropriate (barring extenuating
circumstances such as, for example, where a
PAB lacks the financial wherewithal or logistical
capacity to undertake a large scale investigation),
should be undertaken by the PAB(s) concerned,

under the Authority’s statutory supervision.

The Authority’s thinking in this regard has been

further informed by the following considerations:

I where an investigation is undertaken by a

PAB, the full costs of the investigation, and



any associated litigation risk, are borne in full

by the PAB concerned;

-1 the PABs’ investigative processes have the
statutory underpinning provided for by
section 192A of the Companies Act 1990,
which confers the PABs’ investigative
Committees etc. with substantial powers of
investigation as well as the power to certify

non co-operation to the High Court;

) in the event of an adverse finding under
section 24 of the Act, the sanctions available
to the Authority are the same as those
available to the relevant PAB under its

approved constitution; and

! in contrast to the Authority’s Section 24
Regulations, the PABs’ investigative and
disciplinary processes have been in place for
many years and have been tried and tested. The
likelihood of a successful challenge to the PABs’
disciplinary processes, with the associated delays
that would result, are, therefore, considered to
be significantly lower in circumstances where
investigations are undertaken by the PABs.

This 1s, in the Board’s assessment, a major
consideration where matters of genuine public

concern are involved.

Limiting factors — staff resources

A further overarching limitation is the Authority’s
current staft resource levels, which, at 12, present
significant and ongoing challenges and risks in the

context of the Authority’s mandate to supervise:

9 Prescribed Accountancy Bodies, whose
aggregate membership in the State exceeds

28,000; and

[0 the annual and half-yearly financial reports of

almost 170 listed entities.
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Indeed, in the context of the Authority’s governance
obligations to identify, mitigate and monitor its risks
on an ongoing basis, it is this risk that consistently

presents the greatest concern to the Board.

The year ahead

Whilst 2010 is likely to be dominated by
implementation of the EU Statutory Audit Directive,
ongoing co-operation with other regulatory
authorities with a view to concluding upon matters
relating to Anglo Irish Bank Corporation Limited
and monitoring the progression of the Institute of
Chartered Accountants in Ireland’s investigations
into associated matters, it is, in the Board’s view,
important that consideration be given to addressing
some of the factors contributing to the gap in
expectations referred to earlier. In that context, the

Board considers it particularly important that:

[ the current arrangements governing the quality
assurance of the audits of listed companies be
reviewed. In its 2007 and 2008 Annual Reports
the Board has previously expressed its view that
the EU Quality Assurance Recommendation,
which recommends that responsibility for quality
assurance of audits of listed entities should
reside with Member States’ statutory oversight
authorities, should be implemented. Given how
out of step Ireland now is by comparison with
internationally accepted best practice, the Board 1is
more convinced than ever that this important step
needs to be taken in the short term. In that context
the Board was pleased to note that, in response
to the consultation exercise undertaken by the
Department of Enterprise, Trade & Employment
during 2009, its view in this regard is shared by,
amongst others, the Financial Regulator, the Office
of the Director of Corporate Enforcement and the

Revenue Commissioners;

[ section 24 of the Companies (Auditing and
Accounting) Act 2003 Act be reviewed in light of

the considerations set out above; and
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[ consideration be given as to whether the
requirements currently applying to preliminary
announcements merit review in the interests of
supporting and enhancing public confidence in

statutory financial reporting.

Implementation of the Quality Assurance
Recommendation together with an amendment to
the manner in which Investigations under section
24 of the Act are funded would, in the Board’s
assessment, considerably enhance the Authority’s
ability to meet stakeholders’ expectations as to what
an independent statutory oversight body should be

capable of delivering on.

Concluding remarks

As will be evident from the foregoing, as well as from
the content of this Report, despite its size the impact
that the Authority has had since its establishment
four years ago has been considerable. The Authority’s
successes and achievements over that period have
been attributable to a strong and cohesive Board, to
the Chief Executive’s leadership and to a team of
highly committed and dedicated staff. On behalf

of the Board I would like to publicly thank the staff
for their ongoing contribution to the Authority’s
successes and to acknowledge the significant
contribution made to the Board by Mr. Jim Kelly,
Mr. Pat Houlihan and Mr. David Martin, whose
terms of office expired in early 2009 and Mr. Donal
O’Connor, who tendered his resignation from the
Board in January, 2009.

On the Board’s behalf, I would like to thank the
Ténaiste and former Minister for Enterprise, Trade
& Employment and the Minister for Trade &
Commerce respectively and their officials for their
ongoing support for the Authority over the course of
the year. The Ministers’ and Department’s efforts in
seeking to secure the necessary resources to enable

the Authority to discharge the substantial additional

10

responsibilities to be conferred upon it under the
EU Statutory Audit Directive are particularly

appreciated.

Finally, on a personal note I would like to thank the
members of the Board and its Committees for their
ongoing commitment and dedication to the Authority

and to the attainment of its goals and objectives.

Karen Erwin
Chairperson

30 April, 2010
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Key limiting factors — Summary of key matters within and outside of the Authority’s remit

Within the Outside the
Comment/Observations
Authority’s remit Authority’s remit

Listed entities

Equity issuers whose securities
have been admitted to trading
on the Main Market of the Irish
Stock Exchange

Issuers of debt securities admitted
to trading on the Main Market
of the Irish Stock Exchange

Equity issuers whose securities
have been admitted to trading on
the IEX

Issuers of debt securities admitted
to trading on the Main Market

of the Irish Stock Exchange and
which issue wholesale debt (i.e.

By virtue of not having qualifying
listings, certain high profile entities,

including, for example EBS, Irish

Nationwide Building Society and Quinn

Insurance Limited, do not come within

the Authority’s financial reporting

denominations of €50,000 or
more)

and which issue retail debt (i.e.
denominations of less than
€50,000)

= Closed ended Funds that have
been admitted to trading on the
Main Market of the Irish Stock

supervisory remit.

= Open ended Funds

= Companies whose securities have
not been admitted to trading on
the Main Market of the Irish

Exchange Stock Exchange (e.g. private
companies and unlisted plcs)
Listed entities’ = Annual financial reports in = Annual financial reports in In the Authority’s view, the

respect of financial years respect of financial years
commencing on or after 20 commencing prior to 20 January,
January, 2007 2007

= Half-yearly financial reports [
in respect of financial years in respect of financial years
commencing on or after 20 commencing prior to 20 January,
January, 2007 2007

= Interim Management Statements
(i.e. quarterly reports)

financial reporting appropriateness of the current
regulatory framework governing
. the publication of Preliminas
Half-yearly financial reports P . . l
Announcements merits review.

= Preliminary Announcements

Role in directly No Yes In the Authority’s view, the European
reviewing the Commission Recommendation
quality of the on external quality assurance of

work of auditors auditors of public interest entities

of listed entities should be implemented. The effect of
implementation would be to confer

the Authority with a direct role in
supervising the quality of listed entities’
auditors’ work.

Scope to conduct  Yes. However, any such investigation The Authority is of the view that
section 24 of the Companies (Auditing
and Accounting) Act 2003 should be

reviewed and, in particular, amended

must be funded as follows:

w  40% by the Exchequer; and

= 60% jointly by the 9 Prescribed
Accountancy Bodies.

investigations
directly into
members and/

or member firms such that any such investigations would

of the Prescribed be fully funded by the Prescribed
Accountancy Accountancy Body, or Bodies, whose
Bodies member(s), or member firm(s), is/are

being investigated.

This, in the Authority’s view, would

be a considerably more equitable
funding model which would, amongst
other things, eliminate the Exchequer’s
exposure to potentially highly costly
investigations and the associated

litigation risk.
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CHIEF EXECUTIVE’S REVIEW

Introduction

As alluded to in the Chairperson’s Statement, 2009
was a year during which the Authority’s supervisory
activities were dominated by two principal factors,
namely, the ongoing impact of the economic
downturn and revelations regarding certain events at
Anglo Irish Bank Corporation Limited and certain
transactions between Anglo Irish Bank Corporation
Limited and Irish Life & Permanent plc. The year
under review also saw the Authority conferred

with new statutory responsibilities in the area of
registration of third country auditors, a development
which had a significant impact on the Authority’s
activities. In that context, set out below is a summary

of the Authority’s principal activities during the year.

Supervision of certain listed entities’
statutory financial reporting

Matters relating to Anglo Irish Bank
Corporation Limited and Irish Life &
Permanent plc

Chapter 4 provides a detailed analysis of the work
undertaken in examining the financial reporting
aspects of the abovementioned events and
transactions. In summary, there were three such
aspects, 1.e. certain inter-institutional transactions,
the temporary refinancing of loans and the issue

of certain loans secured on shares in Anglo Irish
Bank Corporation Limited. In addition to directing
a substantial volume of enquiries and information
requests to the Boards concerned, the Authority
sought to work in close co-operation on matters of
mutual interest with the Financial Regulator and

Office of the Director of Corporate Enforcement.

Level of review activity

In addition to committing substantial professional
resources to examining the financial reporting aspects
of the abovementioned events and transactions, the
Authority succeeded in completing a total of 48
reviews of issuers’ periodic financial reports. To put

this level of review activity in context:

12

Ian Drennan - Chief Executive

the corresponding number of reviews completed

during 2008 was 51; and

whereas reviews of annual reports, which are
considerably more complex than half yearly
reports, accounted for approximately 16% of
reviews during 2008, reviews of annual reports
during 2009 accounted for in excess of 50% of all

review activity.

It is clear, therefore, that the Authority managed the
substantial additional workload precipitated by the
abovementioned revelations in both an efficient and

effective manner.

As can be seen from Chapter 4 of this Report, the
Authority’s review activity during the year again
secured coverage of all three categories of issuer,
i.e. equity, debt and closed ended funds, with
proportionately greater emphasis continuing to be
placed on equity issuers in accordance with the

Authority’s risk based selection methodologies.



Financial institutions and other issuers
primarily engaging in financial services

In addition to the institution specific matters referred
to above, by way of a broader response to the
heightened risks attaching to the financial reporting

of financial institutions and other issuers primarily
engaging in financial services, the Authority also
engaged with domestic financial institutions and other
relevant issuers on a range of financial reporting issues.
Matters raised in this context included impairments,

valuations and related party transactions.

Outcome of review activities

As a result of the Authority’s review activity, a total of
229 matters were raised with issuers’ Boards. A total
of 33 reviews resulted in issuers’ directors providing
undertakings to improve the quality of future periodic
financial reports. In addition, 6 reviews resulted in
issuers’ directors publishing amended half yearly
financial reports while a further 2 reviews resulted in

the publication of amended annual financial reports.

Case studies

For the first time, this year’s Report includes a
number of case studies, the purpose of which is to
provide readers with a flavour for the type and subject
matter of issues encountered during the examination
of issuers’ financial reports and as to how such
matters were addressed in users’ interests. These case

studies can also be found in Chapter 4.

Registration of third country
auditors

During the year under review the Authority was
designated as the competent authority for the
purposes of the European Communities (Transitional
Period Measures in Respect of Third Country
Auditors) Regulations 2009. Under those Regulations,
which took effect from 26 June, 2009, the Authority is
responsible for registering auditors and audit entities
from certain third (i.e. non EU) countries. The effect
of registration is that, for a transitional period,

registered third country auditors and audit entities
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may continue to issue legally valid audit opinions in

the European Union.

In the period from 26 June to 31 December, 2009,
the Authority received a total of 21 registration
applications. Given the necessity to review
applications and all supporting material, obtain
clarification and additional information as considered
necessary and to work closely and on an ongoing
basis with the Authority’s EU counterparts with a
view to ensuring a consistent EU wide approach to
registration practice, these additional responsibilities

had a significant impact on the Authority’s workload.

Supervision of the Prescribed
Accountancy Bodies

Supervisory reviews and approvals

Whilst the aforementioned additional responsibilities
in respect of third country auditors had a significant
impact on the Authority’s operations, the Authority

nevertheless:

I completed supervisory reviews of 2 Prescribed
Accountancy Bodies during the year. In addition,
a further 2 reviews were in progress at year end;

and

1 granted its approval in respect of 12 proposed
amendments to the Prescribed Accountancy
Bodies’ constitutions. Similarly, at year end the
approval process was ongoing in respect of a

further 37 matters.

Complaints and referrals to the section 23

process

A total of 21 complaints relating to the Prescribed
Accountancy Bodies or members of the profession
were received during the year, with a total of 18

complaints being closed during the same period.
In addition, having examined certain matters on

their own initiative (1.e. as opposed to on foot of

receipt of a complaint), Authority staff tabled one
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matter to the Board with a recommendation that it
be referred to the section 23 process, i.e. with a view
to establishing whether a Prescribed Accountancy
Body has complied with its approved investigation
and disciplinary procedures. The Board accepted
the Executive’s recommendation in this regard with
the result that, as at 31 December, 2009, a total of 3

section 23 Enquiries were in progress.

Supervision of the Institute of Chartered
Accountants in Ireland’s response to events at
Anglo Irish Bank Corporation Limited

Further to the Board’s decision in December, 2008

to appoint an observer to monitor the Institute’s
Complaints Committee’s response to the role that any
Institute members/member firms may have played in
events at the bank, the Authority’s observer attended
9 meetings of the Complaints Committee during the
year. In addition, Authority staff met on a number of
occasions with the Special Investigator appointed by
the Committee to investigate the matters in question.
At year end, the Special Investigator’s enquiries were
ongoing. This topic, including details of the Special
Investigator’s mandate and powers, is discussed in

further detail in Chapter 3 of this Report.

Advisory & advocacy

Consistent with its mandates to promote adherence
to high professional standards in the auditing and
accountancy profession and to act as a specialist
source of advice to the Minister, the Authority
continued its advisory and advocacy activities

throughout the year.

Advisory

During the year the Authority continued to
provide advice and assistance to the Department
of Enterprise, Trade & Employment in the context
of its responsibility to transpose the EU Statutory
Audit Directive. On a related matter, the Authority
also provided a response to the Department’s
consultation on the matter of the EU Quality

Assurance Recommendation, in which the Authority
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expressed the view that the Recommendation should
be implemented. Other matters in respect of which
the Authority provided assistance and advice included
implementation of the European Commission
Decision on transitional arrangements for auditors
and audit entities from certain third countries (as
referred to above) and proposals to permit certain
parent undertakings to use US accounting standards
for a transitional period, the latter of which were
subsequently legislated for in the Companies
(Miscellaneous Provisions) Act 2009.

Advocacy

In addition to routine advocacy activities such

as delivering presentations to interested parties

and contributing articles to professional journals,
the Authority took the initiative of publishing its
observations on certain financial reporting matters
in early 2009. The document, which was developed
for issuers’ Boards’ and Audit Committees’ benefit,
was prepared against a backdrop of significant
uncertainty against which issuers were faced with

preparing financial reports.

In response to the high level of positive feedback
received from stakeholders, the Authority decided to
prepare a similar document for use in the context of
issuers’ preparation of their 2009 financial reports
and, at year end, the development of this second
document was at an advanced stage. The issues dealt
with in those documents are discussed in further

detail in Chapter 5 of this Report.

Concluding remarks

As a result of a combination of the impact of the
high profile revelations regarding Anglo Irish Bank
Corporation Limited and Irish Life & Permanent
ple, the financial reporting issues associated with
the banking crisis more generally, the conferral of
additional statutory responsibilities in the area of
third country auditors and the increased risks posed
to preparers and auditors of financial reports by the

effects of the domestic and international economic



downturns, 2009 was a year in which the Authority
and its staff faced unprecedented challenges and

pressures.

Against that backdrop, and as is evident from the
analysis set out in this Report, those challenges were
met head on by a professional and dedicated staff
who are committed to the ongoing attainment of
the Authority’s goals and objectives. I would like

to take this opportunity to publicly acknowledge
their continued commitment, dedication and
professionalism and to thank the Authority’s
Chairperson and my Board colleagues for their

ongoing support, guidance and counsel.

Ian Drennan
Chief Executive
30 April, 2010

| Irish Auditing & Accounting Supervisory Authority
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2009 AT A GLANCE

Statutory remit

Supervision of the Prescribed Accountancy

Bodies (‘PABs’)

[ The Authority’s supervisory constituency
comprises of nine PABs. At 31 December, 2009:

-1 the PABs’ aggregate membership resident
in the State stood at 28,547 (an increase
of 4% on the corresponding statistic at 31
December, 2008); and

-1 the PABs’ aggregate student membership
resident in the State stood at 18,644 (a
decrease of 1% on the corresponding statistic

at 31 December, 2008).

Supervision of certain listed entities’

statutory financial reporting

At 31 December, 2009, the Authority’s financial
reporting review constituency comprised of
approximately 170 listed entities (‘issuers’). Whilst
the Authority’s remit in this regard includes the
statutory financial reporting of certain banks,
a number of other financial institutions (e.g
Building Societies) do not come within the

Authority’s remit.

@ During the year under review issuers published a
total of 304 periodic financial reports, an increase
of 27% on the corresponding statistic for the year
ended 31 December, 2008.

Registration of third country auditors

@ During the course of the year the Authority
was designated as the competent authority for
the purpose of the European Communities
(Transitional Period Measures in Respect of
Third Country Auditors) Regulations 2009. This
designation resulted in the conferral of additional
statutory responsibilities upon the Authority in
the area of registration of auditors from certain

third (i.e. non EU) countries.
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Supervision of the PABs and the
registration of third country auditors
Statutory Enquiries

' During the year under review the Authority:

-} initiated 1 new Preliminary Enquiry;

I completed 1 Preliminary Enquiry and
initiated 1 new Full Enquiry on foot of a
finding of a prima_facie case by the associated

Preliminary Enquiry Committee;
I completed 1 Full Enquiry; and

) further progressed 1 Full Enquiry that had
been ongoing at the beginning of the year.

Attachment of Conditions
[ The Authority attached Conditions to the
recognitions of 2 Recognised Accountancy

Bodies (‘RABs’) during the year under review.

[ Pursuant to a Condition previously attached to
the recognition of one RAB - whereby the RAB
concerned is required to submit all proposals to
issue new audit authorisations to the Authority
for examination in advance of granting such
authorisations - the Authority examined 11 such

proposals during the year.

Approvals

' During the course of 2009 the Authority
granted its approval in respect of 12 proposed
amendments to PABs’ constitutional documents.
The Authority also declined to grant its approval
in a further 1 instance. At year end, the approval
process was ongoing in respect of an additional
37 matters (i.e. proposed amendments to PABs’

constitutional documents).

Supervisory reviews
[ The Authority completed supervisory reviews of
2 PABs during the year. At year end a further 2

reviews were in progress.



Registration of third country auditors

@ During the period between the commencement
of the Regulations (26 June, 2009) and year
end, a total of 21 applications for third country

registration had been received.

Financial reporting supervision

Reviews

@ In the year to 31 December, 2009, the Authority
completed reviews of a total of 48 periodic

financial reports.

Matters raised with issuers’ directors

@ Arising from the aforementioned 48 reviews, a
total of 229 matters were raised with issuers’
directors. The average number of financial

reporting issues raised per full scope review was 8.

Corrective/remediating actions

[ As a result of the Authority’s review activity:

! 33 reviews resulted in issuers’ directors
providing undertakings in respect of future
periodic financial reports, 1.c. to effect certain

improvements;

-} 6 reviews resulted in issuers’ directors publishing

amended half yearly financial reports; and

I 2 reviews resulted in issuers’ directors

publishing amended annual financial reports.

Financial reporting of financial institutions

and other issuers primarily engaging in

financial services

@ In accordance with the Authority’s risk-based
selection processes, the financial reporting of
financial institutions and other issuers primarily
engaging in financial services became a significant
focus during the year. Matters in respect of which
the Authority engaged with financial institutions’
directors and the Boards of other issuers

primarily engaging in financial services included:

| Irish Auditing & Accounting Supervisory Authority

! impairments;
1 valuations;
I related party disclosures; and

I miscellaneous other financial reporting
matters, including, for example, accounting
policies, concentration risk, assets classified
as held for sale, redemption of subordinated

liabilities and repossessed assets.

Anglo Irish Bank Corporation
Limited (‘Anglo’) and Irish Life &
Permanent plc (‘IL&P’)

[ In the context of certain information that came
into the public domain in late 2008 and early
2009 regarding certain events at Anglo and
certain transactions between Anglo and IL&P, the
Authority:

-1 engaged with Anglo’s directors on the

financial reporting issues arising from:

— certain inter-institutional transactions
with IL&P;

— temporary refinancing of loans; and
— certain loans secured on Anglo shares;

I engaged with IL&P’s directors on the
financial reporting issues arising from certain
inter-institutional transactions with Anglo;

1 secured certain undertakings from Anglo’s
directors in respect of future periodic
financial reports;

I secured certain undertakings from IL&P’s

directors in respect of future periodic

financial reports;

17
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-} continued its ongoing supervision of the
Institute of Chartered Accountants in
Ireland’s regulatory response to the role
that any of its members/member firms
may have played in the above events and/
or transactions — the Authority’s supervisory
activities in this regard included attendance
at 9 meetings of the Institute’s Complaints
Committee, which meets in private, as well
as a number of meetings with the Special
Investigator charged with investigating these

matters; and

-} shared certain information regarding the
above matters with the Financial Regulator,
the Director of Corporate Enforcement
and An Garda Siochana as well as with
the Institute of Chartered Accountants in

Ireland’s Special Investigator.

Advisory & advocacy

Advisory

' During 2009 the Authority provided its
advice to the Ministers for Enterprise, Trade
& Employment and Trade & Commerce
respectively and to their officials on a range of

matters including:

-} the transposition of the EU Statutory Audit

Directive;

-} the implementation of the European
Commission Decision on the transitional
arrangements for certain third country

auditors and audit entities;

-} the European Commission Recommendation
on external quality assurance of auditors of

public interest entities;
! proposals to permit certain parent

undertakings to use US accounting standards;

and
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I proposals by the US Public Company
Accounting Oversight Board to conduct

inspections of Irish audit firms.

Advocacy
[ In the context of the backdrop of uncertainty

against which issuers were faced with preparing
their 2008 annual financial reports, and with a
view to providing assistance to issuers’ Boards
and Audit Committees, the Authority published
its observations of certain financial reporting
matters in January 2009. At year end, work was
at an advanced stage on a similar document in

respect of issuers’ 2009 financial reports.

During the year the Authority responded to in
excess of 180 enquiries from members of the

public regarding various aspects of its role and
functions and other matters of relevance to the

Authority’s remit.

The Authority continued its policy of making
staff members available to deliver lectures

and information presentations to interested
parties, with a number of lectures/presentations
being delivered during the year as well as the
contribution of a number of articles to the

professional press.
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Governance

1. Legal structure

Pursuant to the provisions of section 5 of the
Companies (Auditing and Accounting) Act 2003 (‘the
Act’)!, the Irish Auditing and Accounting Supervisory
Authority (‘the Authority’ / ‘TAASA) discharges its
functions and exercises its powers through a company
limited by guarantee designated for that purpose by
the Minister for Trade & Clommerce (‘the Minister’)* .

Table 1: Members of the Authority

2. Company membership
In accordance with the Act, the following are

members of the company:

Members of the Authority

Association of Chartered Certified Accountants*
Association of International Accountants*

Chartered Institute of Management Accountants®
Chartered Institute of Public Finance & Accountancy*
Director of Corporate Enforcement

Financial Regulator

Institute of Certified Public Accountants in Ireland*
Institute of Chartered Accountants in England & Wales*

Institute of Chartered Accountants in Ireland*

* Denotes a Prescribed Accountancy Body

Institute of Chartered Accountants of Scotland*
Institute of Incorporated Public Accountants*
Irish Association of Investment Managers

Irish Business & Employers’ Confederation

Irish Congress of Trade Unions

Irish Stock Exchange

Law Society of Ireland

Pensions Board

Revenue Commissioners

' A copy of the Act can be accessed on the Authority’s website at http://www.iaasa.ie/legislation/index.htm

2 While the Act refers to the Minister for Enterprise, Trade & Employment, during the year under review the Government had delegated all
Ministerial functions provided for by the Act to the Minister. This delegation was effected by the (i) Department of Enterprise, Trade & Employment
(Delegation of Ministerial Functions)(No. 2) Order 2008 (S.I. No. 290 of 2008) (in respect of Mr. John McGuinness, TD); and (ii) Department of
Enterprise, Trade & Employment (Delegation of Ministerial Functions)(No. 3) Order 2009 (S.I. No. 248 of 2009) (in respect of Mr. Billy Kelleher,
TD). The text of both Statutory Instruments can be accessed at www.iaasa.ie/legislation/index.htm
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3. Governance directors, 14 of whom are appointed by the Minister
3.1 Board of Directors — method of having been nominated by those entities set out in
appointment the Table below. The remaining director is the Chief
In accordance with the provisions of section 11 of Executive, who is appointed by the aforementioned
the Act, the Authority is governed by a Board of 15 14 directors.

Table 2: Board of Directors — nominating bodies

Minister 23
Prescribed Accountancy Bodies (jointly by agreement) 3
Director of Corporate Enforcement 1
Financial Regulator 1
Irish Association of Investment Managers 1
Irish Business & Employers’ Confederation 1
Irish Congress of Trade Unions 1
Irish Stock Exchange 1
Law Society of Ireland 1
Pensions Board 1
Revenue Commissioners 1
Total 14

As further stipulated by the Act, a maximum of five directors, including the Chief Executive, may be members of

the PABs.

* The Minister’s nominees include the Chairperson of the Authority.
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3.2 Appointment/reappointment of Board members during the year

During the year the following directors were appointed (or reappointed) to the Board:

Table 3: Details of appointments and reappointments to the Board during the year

Marie Daly 3 January, 2009 Irish Business & Employers’ Expiration of Ms. Daly’s previous 3 years
Confederation term of office
Sean Hawkshaw 3 January, 2009 Irish Association of Investment — Expiration of Mr. Hawkshaw’s 3 years
Managers previous term of office
Brendan Kennedy 3 January, 2009 Pensions Board Expiration of Mr. Kennedy’s 3 years
previous term of office
Tadhg O’Connell 3 January, 2009 Revenue Commissioners Expiration of Mr. Jim Kelly’s term 3 years
of office
Brian Shiels 3 January, 2009 n/a — Ministerial nominee Expiration of Mr. Pat Houlihan’s 3 years

term of office

3.3 Board of Directors as at 31 December, 2009
As at 31 December, 2009 the composition of the Authority’s Board of Directors was as follows:

Table 4: Composition of Board at year end

Ms. Karen Erwin
(Chairperson)

Mr. Tan Drennan*
Mr. Paul Appleby

Ms. Helene Coffey
Ms. Marie Daly

Mr. Michael Deasy*
Mr. Sean Hawkshaw
Mr. Tony Kelly*

Mr. Brendan Kennedy
Mr. Tadhg O’Connell
Senator Joe O Toole
Mr. Gerard Scully

Mr. Brian Shiels
Vacant*

Vacant*

Founder & Principal, Erwin Mediation Services

Chief Executive, IAASA
Director of Corporate Enforcement
Principal, Coffey & Associates, Solicitors

Head of Legal & Regulatory Affairs, Irish Business & Employers’
Confederation (TBEC”)

Senior Advisor, Financial Regulator
Managing Director, KBC Asset Management Limited

Partner, Byrne Curtin Kelly, Certified Public Accountants &
Registered Auditors

Chief Executive, Pensions Board

Principal Officer; Revenue Commissioners

Member of Seanad Eireann (Upper House of Parliament)
Director of International Primary Markets, Irish Stock Exchange
Company director

n/a

n/a

* Denotes membership of a Prescribed Accountancy Body

Minister for Trade & Commerce

Other directors
Director of Corporate Enforcement
Law Society of Ireland

IBEC

Financial Regulator
Irish Association of Investment Managers

Prescribed Accountancy Bodies

Pensions Board

Revenue Commissioners

Irish Congress of Trade Unions
Irish Stock Exchange

Minister for Trade & Commerce
Prescribed Accountancy Bodies

Prescribed Accountancy Bodies

* The vacant PAB nominee positions on the Board arose as a consequence of (i) the expiration of Mr. David Martin’s term of office on 2 January, 2009;
and (i) Mr. Donal O’Connor’s resignation from the Board on 21 January, 2009. The nomination of replacement PAB directors is a matter for the PABs.
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3.4 Board procedures

The Board holds regular meetings and its procedures
further provide for the convening of unscheduled
meetings should the need arise in order to conduct
the Authority’s business. Board members receive
regular and timely information in a form and of a
quality appropriate to enable them to discharge their

duties.

The Board has put in place a formal Schedule

of matters reserved specifically to it for decision,
which covers key areas of policy and the Authority’s
statutory functions and powers. Certain matters are
delegated to Board Committees, as outlined in section
4 below, and the Board has also put in place a system
of formal delegations of authority to the Chief

Executive.

Service on a Statutory Board such as the Authority’s
requires integrity, independence, objectivity and

good faith on the part of Board members. Whilst

Table 5: Directors’ attendance at Board meetings
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it is recognised that members of the Board have
responsibilities to their nominating organisations,
their overriding responsibility as directors of the
Authority is to act in accordance with the relevant
legislation and to act in, and protect and promote,
the best interests of the Authority. In this regard, all
Board members bring independent judgement to
bear on issues dealt with by the Board. The Board
has a formal policy in place for dealing with conflicts
of interest that may arise, including disclosure
obligations and requirements that directors absent
themselves from any discussions or decisions in

respect of any such conflicts.

3.5 Board meetings

During the year, the Board held 10 scheduled
meetings and one unscheduled meeting. The
membership of the Authority’s Board of Directors
during the year, together with details of the number
of meetings attended by each director, is set out in the

Table below.

Director Meetings attended/
Meetings eligible to attend

Ms. Karen Erwin (Chairperson)
M. Ian Drennan (Chief Executive)
M. Paul Appleby

Ms. Helene Coffey

Ms. Marie Daly

Mr. Michael Deasy

Mr. Sean Hawkshaw

M. Brendan Kennedy

Mr. Tony Kelly

Mr. Tadhg O’Connell

Senator Joe O’ Toole

Mr. Gerard Scully

Mr. Brian Shiels

11/11
11/11
10711
8/11
10711
10711
8/11
8/11
8/11
9/11
8/11
8/11
9/11
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Board members

a W
Ms. Karen Erwin Mr. Ian Drennan .
(Chairperson) (Chief Executive) M. Paul Appleby Ms. Helene Coffey

Ms. Marie Daly Mr. Michael Deasy Mr. Sean Hawkshaw Mr. Tony Kelly

Mr. Brendan Kennedy ~ Mr. Tadhg O’Connell Senator Joe O’ Toole

Secretary:

Mr. Brian Shiels John O'Malley

24



4. Committees
The Board has established a number of Committees

to assist it in discharging its functions and

| Irish Auditing & Accounting Supervisory Authority

reference and report regularly to the Board. Details

responsibilities. All Committees have written terms of

Table 6: Board Committees — mandates and membership

Audit

Remuneration

Section 23 Committees

Monitoring the integrity of the Authority’s
financial statements, the effectiveness of

the Authority’s internal control and risk
management systems and monitoring and
reviewing the effectiveness of the internal and

external audit processes.

Assessing the performance of the Chief
Executive and making recommendations to
the Board regarding the Chief Executive’s
and directors’ remuneration.

In accordance with the provisions of section
23 of the Act and the Companies (Auditing
and Accounting) Act, 2003 (Procedures
Governing the Conduct of Section 23
Enquiries) Regulations, 2007 (‘the Section

23 Regulations)®, the Authority from time

to time establishes Preliminary Enquiry
Committees and Enquiry Committees for the
purpose of determining whether a Prescribed
Accountancy Body has complied with its
approved investigation and disciplinary
procedures. Whilst section 23 Committees
report to the Board on a regular basis, such
reporting is concerned mainly with the
progress of Enquiries and other important
issues relevant to the overall governance

of the Authority (e.g. matters pertaining

to litigation risk etc.). The Board does

not receive reports regarding the subject
matter of Enquiries as Committees operate
independently of the Board and Executive in
discharging their investigative mandates.

of Committees’ mandates and memberships are set

out in the Table below.

Michael Deasy (Chair)®
Helene Coffey
Tadhg O’Connell®

Brendan Kennedy (Chair)?
Paul Appleby

Karen Erwin

Brian Shiels

See Chapter 3 for further detail on the
Authority’s section 23 enquiry activities
during the year.

Tollowing Mr. Donal O’Connor’s resignation from the Board in January, 2009, Mr. Michael Deasy was appointed as Chair of the Committee (in

March 2009).

Tollowing the expiration of Mr. Jim Kelly’s term of office as a member of the Board in January, 2009, Mr. Tadhg O’Connell was appointed to the
Committee (in March 2009).

Following the expiration of Senator Joe O Toole’s term of office as a Committee member, Mr. Brendan Kennedy was appointed as Chair of the
Committee. Further, Mr. Brian Shiels was appointed to the Committee (in March 2009).

 The Section 23 Regulations can be accessed on the Authority’s website at http://www.iaasa.ic/legislation/si667_2007.pdf
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5. Public sector governance
obligations

The Board is committed to operating and maintaining
the highest standards of corporate governance and

to ensuring compliance with the Authority’s various
legal and other obligations. As a Body established
under statute, the Authority is subject to the provisions
of the Code of Practice for the Governance of State
Bodies (‘the Code’), as issued by the Department of
Finance and revised during the year under review. The
Code sets out the principles of corporate governance
applicable to State bodies. The Authority’s directors
and senior management are also subject to the
provisions of the Ethics in Public Office Acts, which
require, amongst other things, the annual disclosure of
any interests that could materially influence them in
relation to the performance of their official functions.
Further information regarding the steps taken by the
Authority to comply with its governance obligations is

provided in Chapter 6 of this Report.
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Principal goals & organisational structure

1. Principal goals

1.1 Work Programme 2009-11

In accordance with section 13 of the Act, the
Authority developed a draft Work Programme
covering the three year period 2009-11 and issued

same for public consultation in November, 2008.

The draft Work Programme was drawn up having

regard to, amongst other considerations:

[0 the Authority’s objects, as set out in section 8 of

the Act (as amended);

[ the Authority’s functions, as set out in section 9 of

the Act (as amended);

[ the Authority’s powers, as set out in section 10 of

the Act (as amended);

@ ancillary considerations, including the Authority’s
obligations and responsibilities as a statutory
body and as a company incorporated under the

Companies Acts;

@ an analysis of the environment within which the

Authority operates; and
[ the resources available to the Authority.

1.2 Principal Goals

Based on the foregoing, the draft Work Programme
set out the following as being the Authority’s key
strategic goals for the period 2009 to 2011:

1. to support and enhance public confidence in
the accountancy profession through effective,
independent supervision and, where appropriate,

statutory Enquiry and Investigation;

ii. to support and enhance public confidence in

financial reporting through the exercise of

effective, independent supervision and, where

appropriate, enforcement action;

iii. to support and enhance public confidence in the
accountancy profession and in financial reporting
through the promotion of adherence to high
professional standards and the provision of high

quality advice to the Minister; and

iv. to provide a consistent high standard of service to
all stakeholders.

1.3 Developments during the year under
review of relevance to the Work Programme

During the year under review:

[ the Authority was designated as the competent
authority for the purposes of the European
Communities (Transitional Period Measures in
Respect of Third Country Auditors) Regulations
2009 and

[ the extent of the additional functions and
responsibilities to be conferred on the Authority
upon transposition of the revised European
8th Company Law Directive'’(*Statutory Audit

Directive’) became somewhat clearer.

The significance of the latter is such that the
Authority considered it appropriate to defer
finalisation of the Work Programme pending what
it believed was the imminent transposition of the

Directive.

1.4 Structure of this Report
The Authority’s activities during the year in seeking
to achieve Goals 1 to iv above are elaborated upon in

Chapters 3 to 6 of this Report.

¢ S.I. No. 229 of 2009, which gave effect to European Commission Decision 2008/627/EC.

19 Directive 2006/43/EC.
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2. Organisational structure

2.1 Overview

In reflecting the work streams that flow from the
foregoing goals, the Authority is structured into four

Units, i.e.:

@ Regulatory & Monitoring Supervision, which is
concerned principally with supervision of the
Prescribed Accountancy Bodies, registration of
third country auditors and audit entities and

ancillary activities;

@ TFinancial Reporting Supervision, which is
concerned principally with financial reporting

review and ancillary activities;

[ Legal Services, which, in addition to providing
in-house legal advice and related services to the
Authority, provides a Secretariat to the Board and

to certain of its Committees; and

Table 7: Approved and actual staff complements
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' Finance & Administration, which provides

corporate services support to the Authority.

While many of the activities flowing from the
Authority’s goals fall logically into the preceding
structure, it is also the case that the nature of certain
activities, taken together with the Authority’s size,

is such that more than one Unit may be involved in

certain activities.

2.2 Approved staff complement

In accordance with the provisions of section

17(2) of the Act, the numbers, grades, and terms
and conditions of the Authority’s staff shall be
determined by the Authority with the approval of
the Minister, given with the consent of the Minister
for Finance. Accordingly, any amendments to the
Authority’s approved staff complement require both
Ministers’ prior approval. Details of the Authority’s
approved and actual staff complements are set out in
the Table below.

== B Y == U

Chief Executive

Heads of Function

Project Managers - Professional Staff’ (Accountants)
Head of Finance & Administration

Administrative Executive

Clerical Support Staff

Total

The difference between approved and actual staff
complements since the Authority’s establishment had

been attributable to a combination of the:

i.  considerable difficulties that the Authority had
encountered in recruiting suitably experienced
professional staff at the salary levels approved for

those posts; and

1 1

8 3
6 5
1 1
2 1
2 1
15 12

ii. Authority’s policy of recruiting administrative
support staff in line with the increase in its

workload.

While current economic conditions are such
that, were the Authority in a position to recruit
professional staff, the recruitment of such staff’ would

be expected to be considerably less problematic

" At 31 December, 2009.
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than has previously been experienced, the Authority
is currently precluded from all recruitment by

Government Decision'? .

2.3 Organisational structure
The Authority’s organisational structure as at 31
December, 2009 was as set out in the organisation

chart below.

Ian Drennan
Chief

Sophie Costigan
PA/Re ionist

Helen Hall
Head of Regulatory
& Monitoring

Michael Kavanagh John O’Malley Fergal O Briain
Head of Financial Secretary & Head Head of Finance
Reporting Supervision of Legal Services & Administration

pemmdo oo,
1

Hilda Breslin
Trevor Rushe Bridget Ryan Maurice Barrett Garrett Ryan Eileen Townsend Finance &

Project Manager Project Manager Project Manager Project Manager Project Manager Administration
Executive

"2 Government Decision S180/20/10/0964B of 8 July, 2008 on public service expenditure.
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Supervision of the Prescribed Accountancy Bodies’ regulation
and monitoring of their members and the registration of
third country auditors and audit entities

1. Introduction % other activities (section 11 refers).

This Chapter provides a summary of the activities

undertaken by the Authority during the year in 2. Overview of supervisory activities
seeking to achieve its mission of supporting and 2.1 Legislative Context

enhancing public confidence in the accountancy The context for the Authority’s legislative functions
profession through the exercise of effective, in respect of the PABs was set out in detail in the
independent oversight of the nine Prescribed Authority’s first Annual Report'* and is not, therefore,
Accountancy Bodies’ (‘PABs’)" regulation and reproduced in this Report. In summary, the Act
monitoring of their members. provides that the Authority’s principal functions

insofar as they relate to the PABs include:
Also outlined in this Chapter is the work performed

by the Authority during the year on foot of having [ granting approval of the PABs’ constitutions and
been designated as competent authority for the other related instruments, including, for example,
registration of third country auditors and audit the Rules, Regulations and Standards applying
entities under certain transitional arrangements to those bodies’ members and for all proposed
introduced by the European Commission. amendments thereto;

Activities in addition to those referred to above in I supervising the operation of the PABs’

which the Authority engaged during the year in the investigation and disciplinary processes; and

furtherance of its statutory mandate and mission

included co-operation with its EU and international [ supervising the manner in which the Recognised
counterparts as well as with other national and EU Accountancy Bodies (‘RABs’)"” monitor their
authorities and co-operation in the development of members and member firms.

auditing and ethical standards.
2.2 Principal supervisory activities

The remainder of this Chapter is divided into three During the year under review, the Authority’s

sections, 1.e.: supervisory activities in respect of the PABs fell
broadly into the following principal categories:

I supervision of the PABs (sections 2 to 9 refer);
1. statutory Enquiries;

[ registration of third country auditors and audit

entities (section 10 refers); and ii. attachment of Conditions to the recognitions of
RABs;

'* The nine PABs are the:

* Association of Chartered Certified Accountants (ACCA);

* Association of International Accountants (AIA);

* Chartered Institute of Management Accountants (CIMA);

* Chartered Institute of Public Finance & Accountancy (CIPFA);

* Institute of Chartered Accountants in England & Wales ICAEW);

* Institute of Chartered Accountants in Ireland (ICAI);

« Institute of Chartered Accountants of Scotland (ICAS);

« Institute of Certified Public Accountants in Ireland (ICPAI); and

« Institute of Incorporated Public Accountants (ITPA).

The Authority’s first Annual Report can be accessed at http://www.iaasa.ie/publications/index.htm

Six of the nine PABs are also RABs. A RAB is a body that has been recognised for the purposes of section 187 of the Companies Act 1990. RABs
are permitted to register or license their members/member firms for the purpose of entitling such persons/firms to practice as auditors. The six
RABs are ACCA, ICAEW, ICAI, ICAS, ICPAI and ITPA.

=

=
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iii. supervision of the Institute of Chartered
Accountants in Ireland’s (‘ICAT’) response to
events at Anglo Irish Bank Corporation Limited
and Irish Life & Permanent plc;

iv. approval related activities;

v. complaints handling;

vi. supervisory reviews; and

vit. PABs’ annual return process.
3. Statutory Enquiries
3.1 Section 23 of the Act

Under section 23 of the Act, the Authority is

empowered to initiate statutory Enquiries for

| Irish Auditing & Accounting Supervisory Authority

the purpose of determining whether PABs have
complied with their approved investigation and
disciplinary procedures. The Authority has also
published detailed procedures to be followed in the
conduct of such Enquiries (these procedures are set
out in the Companies (Auditing and Accounting)
Act 2003 (Procedures Governing the Conduct of
Section 23 Enquiries) Regulations 2007)'® (‘Section
23 Regulations’). A more detailed overview of the
section 23 process was set out in the Authority’s
2007 Annual Report, which can be accessed on the
Authority’s website!”.

3.2 Section 23 Enquiries
The Authority’s section 23 Enquiry activity during

the year is summarised in the Table below.

Table 8: Summary of section 23 Enquiry activity - 2009

PAB
Section 23 Enquiries ongoing at 1 January, ICAI
2009
Preliminary Enquiries completed during the ICAT
year
Full Enquiries initiated during the year on ICAI
foot of prima facie cases having been found by
a Preliminary Enquiry Committee
New Preliminary Enquiries initiated during ICAI
the year'®
Full Enquiries completed during the year ICAI
Section 23 Enquiries ongoing at 31 ICAI

December, 2009

At Prelux‘unary At Enquiry
Enquiry C q Total
3 ommittee Stage
Committee Stage

1 2 3
O] O]
1 1
1 1
1 1)
1 2 3

' The text of the Regulations is available at http://www.iaasa.ie/legislation/si667_2007.pdf

' http://www.iaasa.ie/publications/ Annual_Report2007.pdf

'8 Initiated on the Authority’s initiative as opposed to on foot of receipt of a complaint
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3.3 Subject matter of section 23 Enquiries more detailed narrative on the matters with which
As summarised in the Table above, a total of four' those Preliminary Enquiry Committees (‘PECs’) and
Enquiries were in progress at some point during the Enquiry Committees (‘ECs’) were, or are, concerned.

year under review. Set out in the Table below is a

Table 9: Summary of matters with which PECs and ECs were, or are, concerned

PEC 1/2008 This PEC was formally constituted in 2008 and held 3 meetings during 2009 before concluding its work.

The Committee’s mandate was to determine, on a preliminary basis, whether the ICAI had complied with its approved
investigation and disciplinary procedures. Specifically, the Committee enquired into whether the ICAI complied with its
approved Bye-laws in the manner in which it brought a complaint to its Complaints Committee for direction, the effect

of which action, if proven, could have resulted in the complainant being denied recourse to the Independent Reviewer.

In June, 2009, the Committee determined that there was a prima_facie case and, on that basis, the matter was referred to
an EC for Full Enquiry (see also EC BS/2009 below).

EC BS/2009 This EC, which was formally constituted in late 2009, is conducting the Full Enquiry that resulted from the finding of
a prima facie case by the associated PEC: (see PEC 1/2008 above). The Committee met on 1 occasion during the year
and its work was ongoing at year end.

PEC MD/2009 This PEC was established in December, 2009 following the referral of certain concerns to the Authority’s Board by the
Authority’s Executive.

The Committee’s mandate is to determine, on a preliminary basis, whether the ICAT has complied with its approved
investigation and disciplinary procedures. Specifically, the Committee is enquiring into, amongst other matters,
whether the ICAI:

= may have failed to properly investigate whether, in acting as auditor (to a listed company), an ICAI member firm
may have failed to comply with that Institute’s standards; and

= may have failed to treat a complainant as a ‘Complainant’, as defined in the Bye-laws, which, if proven, could have
resulted in the complainant being denied certain rights provided for by the Bye-laws.

At year end, the Committee’s enquiries were ongoing.

EC HC/2009 This EC, which was formally constituted in December 2008, is conducting the Full Enquiry that resulted from the
finding of a prima_facie case by the associated PEC. The Committee held 10 meetings during the year.

The Committee is conducting a Full Enquiry with a view to determining whether the ICAI complied with its approved
investigation and disciplinary procedures. Specifically, the Committee is enquiring into whether, amongst other matters,

in processing a complaint received, the ICAT complied with its approved Bye-laws and, in particular, with reference to:

= its consideration as to whether the complaint was one that gave rise to, or included questions of, public concern or
was of complexity or importance;

= the quorum and composition of the Complaints Committee when it considered the complaint; and

= certain assertions made regarding that Institute in a newspaper article.
At year end, the EC’s enquiries were ongoing.

EC GS/2009 This EC, which was formally constituted during 2009, conducted a Full Enquiry that resulted from the finding of a
prima facie case by the associated PEC. The Committee held 5 meetings during the year before concluding its work.

The Committee’s mandate was to conduct a Full Enquiry with a view to determining whether the ICAI complied with

its approved investigation and disciplinary procedures. Specifically, the Committee enquired into whether the ICAT’s:

»  Complaints Committee acted in breach of the Institute’s Bye-laws by failing to give sufficient reasons for its
decision to a complainant; and

= Independent Reviewer acted in breach of the Institute’s Bye-laws by failing to give reasons to the same complainant
as to the basis upon which the Independent Reviewer had concluded that:

1 the decision of the Complaints Committee was fair and reasonable; and

1 there were insufficient grounds for the referral of the matter back to the Complaints Committee for re-
consideration.
Upon completing its work, the EC issued its Decision in November, 2009. The EC found that the ICAI failed to comply
with the aforementioned aspects of its approved investigation and disciplinary procedures. In accordance with the

requirements of the Act, the Authority is currently in the process of seeking the High Court’s affirmation of the Decision.

'“1.e. 3 Enquiries ongoing at the beginning of the year plus one new Enquiry initiated during the course of the year
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3.4 Engagement on interpretations of the
Section 23 Regulations

During the year the Authority participated in a
lengthy and detailed engagement with the ICAI on
the parties’ respective interpretations of the provisions
of the Act and the Section 23 Regulations. The issues
in r