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Implementation of Directive 2006/43/EC on statutory audits of annual
accounts and consolidated accounts

European Parliament resolution of 10 March 2009 on implementation of Directive
2006/43/EC on statutory audits of annual accounts and consolidated accounts
(2008/2247(INI))

The European Parliament,

having regard to Directive 2006/43/EC of the European Parliament and of the Council of
17 May 2006 on statutory audits of annual accounts and consolidated accounts?,

having regard to its resolution of 21 February 2008 on the Commission's 23rd Annual
report on monitoring the application of Community law (2005)?,

having regard to its resolution of 21 October 2008 on monitoring the application of
Community law — 24th annual report from the Commission?®,

having regard to its resolution of 4 September 2007 on better lawmaking 2005: application
of the principles of subsidiarity and proportionality — 13th report*,

having regard to its resolution of 4 September 2007 on better regulation in the European
Union®,

having regard to Rule 45 of its Rules of Procedure,

having regard to the report of the Committee on Legal Affairs and the opinion of the
Committee on Economic and Monetary Affairs (A6-0014/2009),

whereas Parliament has repeatedly stated that there is a point to EU legislation only if it is
complied with in the Member States, and whereas monitoring of the transposition and
application of EU legislation by Member States must therefore be stepped up; whereas
Parliament has proposed that, after the transposition deadline has expired, the rapporteur
should inform Parliament of the state of play,

whereas Directive 2006/43/EC (“the Directive”) was adopted by Parliament and the
Council on 17 May 2006 and the period for transposition in the Member States expired on
29 June 2008, and whereas there must be an examination as to whether transposition has
proceeded correctly,

whereas the “scoreboard” published by the Commission, whilst identifying which articles
have been implemented by whom, provides no information on the way in which
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implementation has proceeded or on whether national rules meet the minimum standard set
by the Directive,

whereas the objective of the Directive is, first, to optimise the quality of audits of annual
accounts throughout the EU, thus increasing confidence in such reporting and improving
the situation in the financial markets, and, second, to establish a level playing-field for the
accountancy sector within the internal market,

whereas implementation of the Directive in Member States must be checked by reference
to this twin objective,

Notes that the Directive was adopted in response to the crisis that followed the collapse of
Enron; emphasises that the current financial crisis highlights the importance of high-quality
accounting and auditing practices; deplores the fact that only 12 Member States have
transposed the Directive in full; urges the Commission to ensure its immediate
transposition and enforcement;

Notes with concern that transposition of the crucial notions of “public-interest entity”!

(PIE) and “network’? is leading to differing interpretations among Member States; stresses
in this connection that for an undertaking identified as a PIE, and also for the accountant
auditing that undertaking, the Directive introduces various far-reaching obligations; notes
further that the Directive also introduces various additional obligations for audit firms
covered by the definition of “network™; observes that further consideration is needed with
regard to the impact of the definition of “network™ and the lack of legal clarity regarding
the liability of firms for the actions of other firms that belong to the same network; fears in
general that a patchwork of definitions will lead to legal uncertainty and high costs of
compliance and will thus, ultimately, adversely affect attainment of the Directive's
objective; therefore calls on the Commission to undertake a comprehensive review of the
implementation of the definitions and the discernible effects of their introduction, and to
seek clarity regarding the long-term policy priorities for the EU in this area and the way in
which these may best be achieved, in consultation with the Member States;

Notes that many Member States have not yet implemented Article 41 of the Directive,
under which Member States must require PIEs to set up an audit committee or comparable
body; is of the opinion that this requirement is an important means of guaranteeing the
independence of statutory audits of PIES' annual accounts;

Stresses that recent experience shows the need for frequent and high-quality interaction
within audit committees and between independent directors, supervisory boards and
auditors, and that non-executive board members should consider carefully the possibility of
having meetings without executive board members being present;

Concludes that certain Member States have implemented the Directive's requirement of
auditor rotation within a maximum of seven years with a very short rotation period of as
little as two or three years; doubts that such short rotation periods enhance the quality and
continuity of statutory audits of PIEs, and points out that they hamper the auditors' and
audit firms' sound understanding of the audited entity;

Article 2(13) of the Directive.
Article 2(7) of the Directive.



10.

11.

12.

13.

Regrets that not all Member States have introduced the system of public oversight required
by the Directive; notes further that, in Member States where forms of public oversight have
been introduced, there are considerable differences between them; notes that public
oversight under the Directive must be organised in such a way that conflicts of interest are
avoided; wonders, in the light of this, whether oversight authorities directly linked to
national governments meet that requirement;

Considers it very important that the cooperation required under the Directive between
public-oversight authorities should actually materialise, since intensive cooperation
between oversight authorities fosters convergence between Member States and can prevent
additional administrative burdens resulting from different national procedures and
requirements;

Stresses that listed subsidiaries are subject to statutory audits; recommends that national
law require that parent undertakings holding such subsidiaries be subject to statutory audits
performed by auditors approved in accordance with the Directive;

Considers that there is a very significant lack of clarity in relation to the implementation of
Article 47 of the Directive, which deals with the audit working papers; points out that,
whilst Member States may allow the transfer to the competent authorities of a third country
of audit working papers or other documents held by the statutory auditors or audit firms
approved by them, there are legal and data-protection issues to be addressed in order to
ensure that the information which EU auditors receive from their client companies is kept
confidential and does not get into the public domain of third countries where such
companies are listed or where the parent company is incorporated,;

Calls on the Commission to make a careful evaluation of all national legislation
transposing the Directive, to tackle resolutely the problems referred to in paragraphs 1 to 9
and to report to Parliament on this within two years; doubts whether the chosen method of
minimum harmonisation is really the right way to realise the objectives of this and other
internal-market-related directives, since the many derogations allowed by the Directive will
lead to further fragmentation of the accountancy market; calls on the Commission to make
use of clear concepts when harmonisation is being carried out;

Points out that undue delay in the approval of International Standards on Auditing (ISAs)
could have an adverse effect on the regulatory environment, resulting in further
fragmentation, which is contrary to the general objective of the Directive; requests the
Commission, therefore, to avoid unnecessary delay in the adoption of ISAs and to launch a
broad public consultation on their adoption;

Takes the view that careful monitoring and verification of the correct and timely
implementation of EU legislation is an essential means of achieving better application of
EU law and avoiding gold-plating practices that may occur on the basis of, for example,
Article 40 of the Directive, which lays down a non-exhaustive list of requirements for
transparency reporting;

Supports the Commission's guidance of, and close cooperation with, Member States, aimed
at securing correct and timely implementation, for example by making use of transposition
workshops as a forum for establishing consensus on the implementation of particular
provisions of Community legislation; supports the use of correlation tables in the process
of implementation as a means of achieving maximum convergence; is nevertheless of the



14.

opinion that still more has to be done to give clear guidance to Member States in the course
of implementation and to steer Member States towards an unequivocal implementation of
Community legislation;

Strongly emphasises that any quasi-legislative measure within the scope of the Directive
can only be adopted pursuant to the application of the regulatory procedure with scrutiny,
accompanied where appropriate by an evaluation of its impact;

Recommendation on quality assurance

15.

16.

Welcomes Commission Recommendation 2008/362/EC of 6 May 2008 on external quality
assurance for statutory auditors and audit firms auditing public interest entities®; subscribes
to the established view that it is important to have independent external quality assurance
reviews in line with the Directive's objective of enhancing the quality of audits and the
credibility of published financial information; endorses, moreover, the established view
that the total independence and impartiality of inspections and inspectors are of the utmost
importance;

Urges the Commission to promote national quality assurance structures, in close
collaboration with the Member States, which ensures independent and external quality
assurance for accountancy firms; stresses, in this connection, that the European legislative
authority must confine itself to general framework provisions set out in the Directive and
the recommendation and that it must be left to the profession to flesh out those rules;

Decision on the registration of third-country auditors

17.

Takes note of Commission Decision 2008/627/EC of 29 July 2008 concerning a
transitional period for audit activities of certain third country auditors and audit entities?;
asks the Commission to communicate to Parliament its follow-up on the question of the
registration of third-county auditors;

Auditors' liability

18.

19.

Notes that divergences between Member States' liability regimes might lead to regulatory
arbitrage and undermine the internal market, but is aware of the differing levels of
exposure linked to the size of audit firms and companies with which they deal; emphasises
that liability claims often come from third countries in which such litigation is largely
driven by contingency-fee arrangements; is reluctant to welcome such a litigation culture
into the European Union and asks for a more fundamental resolution to the perverse effects
of such fee-driven practices;

Notes Commission Recommendation 2008/473/EC of 5 June 2008 concerning the
limitation of the civil liability of statutory auditors and audit firms®, which calls on Member
States to limit the liability of accountants, with due regard for their own national legislation
and circumstances; further notes the recommendation’s objective of bolstering the level
playing-field for undertakings and accountancy firms through greater convergence between
Member States in this area; underlines that the objective of limiting the liability of auditors
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and audit firms proposed by the Commission recommendation must not violate the legal
principles governing civil liability in certain Member States, such as the principle of the
right to compensation for victims; underlines that, within the context of the current
economic and financial crisis, the recommendation should not call into question the quality
of the statutory audit or the confidence placed in the function of statutory audits; calls on
the Commission to inform Parliament no later than in 2010 about the impact of, and the
follow-up to, the recommendation, the important issue in this connection being, in
particular, whether and to what extent, in accordance with the Directive’s objective, the
recommendation is leading to greater convergence between Member States; emphasises
that, in the event that further measures prove necessary, the Commission must undertake an
impact study assessing the possible effects of limitation of civil liability of auditors and
audit firms on the quality of audits, financial security and the concentration on the audit
market;

Consultation on ownership rules

20. Welcomes the consultation initiated by the Commission on ownership rights in
accountancy firms and looks forward with interest to the responses of stakeholders;
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21. Instructs its President to forward this resolution to the Council and the Commission.



