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1. Chair’'s foreword

Change is certainly, from my point of view, the
right word to refer to the year 2022. Change
in the legal framework for sustainability
reporting. Preparing for change with a view to
proposing new elements for a recast of certain
European texts. Change with the entry into
force in December 2022 of the ISQM! standards.
Change within the CEAOB with regard to
certain positions of responsibility.

| am extremely grateful to the members of
the CEAOB for the quality of the work carried
out during the past year. It is important to
keep in mind that the CEAOB can only fulfil
the missions conferred on it by the European
Regulation thanks to the resources that the
members agree to place at its disposal. |
would like to thank in particular the Chairs and
members of the five CEAOB Subgroups, as well
as those of the task forces dealing with specific
subjects.

1.1. Preparing for future changes in
the European regulatory framework

At the beginning of 2022, following the
response the CEAOB had made to the EC
consultation “Corporate reporting - improving
its quality and enforcement”, the members
decided to set up a task force (known as the
ARD TF for Audit Regulation and Directive Task
Force) whose role was to make proposals for
improving the European regulatory framework
for audit oversight with a view to a future
revision of this framework. Kevin Prendergast
of IAASA led this task force, which he
conducted with a remarkable ability to listen
and to develop consensual and pragmatic
positions.

1. Chair’s foreword

At the end of the year, Commissioner
McGuinness said that the Commission keeps
on looking at and engaging with stakeholders
on the key issues of statutory audit, corporate
governance and supervision. However, given
the overall situation, the Commission is not
planning to issue a legislative proposal during
this mandate.

With this piece of information in mind, the
ARD TF finalised a summary of its proposals in
December, which was endorsed by the CEAOB
members. This summary has since been
published. | commend the Chair and Members
of the ARD TF for the quality of this document
which will serve as a basis for any future CEAOB
contribution in this area.

1.2. Accompanying changes

It is not my intention here to describe all
that has been done in 2022 by the CEAOB
Subgroups and task forces. However, | would
like to highlight the major work done by the
Audit Materiality Task Force (AM TF) and the
Common Audit Inspection Methodology Task
Force (CAIM TF):

e The former collected data on how the Big
Four networks define materiality when
auditing their clients’ accounts. This task
force complemented this approach by
collecting data from inspections of audit
firms by CEAOB members. The task force
also interviewed audit committees in order
to gather information on the exchanges that
took place between these committees and the
auditors. The CEAOB published a summary
of this work in September 2022. Since then,

1 ISQM: International Standard on Quality Management.
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the CEAOB has been asked to present this
work to audit committee members. | would
particularly like to thank Frédéric Tabak of
the CSSF in Luxembourg for this initiative
and for the energy deployed to carry out this
project;

e The second task force has finalised the CAIM
on the IAASB ISQM audit standards in order
to provide members with methodological
support for the inspection of audit firms.

1.3. More than just a change, a terrible
event at the EU border

The 24™ of February 2022 is a date that will
remain in our memories. Russia’s war against
its neighbour Ukraine horrified us all. It also led
to several waves of sanctions against Russia,
some of its companies and oligarchs. The audit
regulators in the European Union reacted very
quickly through the CEAOB and the «Colleges»?
that ensure exchanges between regulators and
major audit networks. These Colleges contacted
each of these networks to ask them to detail the
measures taken to comply with international
sanctions: identification of sanctions taken by
the EU, the US or other institutions, exclusion
from the network of entities located in Russia
or Belarus, removal of Russian partners who
had global or European responsibilities in the
networks. The consequences for certain areas
of expertise where Russian nationals made a
significant contribution were also discussed.

In addition to this, the CEAOB invited the
Deputy Executive Director of the Audit Public
Oversight Body of Ukraine (APOB), Ms Kureza,
and the Head of International Programmes
and Projects, Ms Onyshchuk, to its July 2022
plenary meeting to hear from them about the
way audit regulation has been implemented
in Ukraine, how the APOB is dealing with

1. Chair’s foreword

the consequences of war and discuss how
cooperation could be developed in the future
with APOB.

| cannot recall the year 2022 without
mentioning the profound impact of the war
in Ukraine on energy and raw material prices,
supply costs and lead times, resulting in a
very rapid rise in inflation, and measures by
central banks to counteract this inflation by
rapidly raising interest rates. These elements
obviously generate new or increased risks for
a number of economic actors. In this context,
the coordination of European supervisory and
regulatory bodies is essential. The CEAOB
contributed to this through its participation
in the Financial Stability Board (FSB) meeting
dedicated to audit in June 2022, as well as
through the meeting organised jointly with the
European Systemic Risk Board (ESRB) which
was held in Frankfurt am Main in October 2022.

1.4. Change of strategy within
the auditing profession

The announcement by EY of a project to
separate its consulting activities from its audit
activitiesis another «change» that has mobilised
the CEAOB and its members, in particular those
participating in the «EY College», in order to
better understand the impact that such a
separation could eventually have on the firm’s
ability to provide a quality audit to its clients.

1.5. Changes within the CEAOB

I would like to conclude by mentioning the
changes that have taken place in 2022 within
the CEAOB or that have been announced to us
very recently. First of all, from July 2022, it was a
very welcome change to be able to meet again
at the European Commission’s premises for the
CEAOB plenary meetings. The Subgroups were

2 Colleges of Competent Authorities established pursuant to Article 32 of Regulation 537/2014
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also able to resume their face-to-face meetings
from mid-2022. Looking forward we want to
maintain an appropriate balance between face-
to-face and remote meetings to reduce our
climate footprint in comparison to pre-Covid
area.

Second, | would like to thank Martin Kelly
from IAASA in the Republic of Ireland for
his remarkable work in chairing the Market
Monitoring Subgroup from 2016 to 2022, and
for the improvements he has proposed in the
process of drawing up the report that the
CEAOB submits to the Commission. | would
also like to thank Maria Luisa Alvarez Barby
from ICAC in Spain who has taken over from
Martin with great talent.

| would like to thank Martijn Duffels from the
Dutch AFM and Marjolein Doblado from H3C
in France who volunteered in March 2022 to
be observers on the EFRAG Sustainability
Reporting Board and Technical Expert Group.
In these important positions they were able to
put forward the views of the audit regulators,
in particular with regard to the ability to
provide assurance on the information that will
eventually have to be reported by companies.

1. Chair’s foreword

The workload resulting from their position
was very substantial. | would therefore like to
acknowledge their efforts. | would also like
to thank the small group of members who
volunteered to assist them in their work with
EFRAG and the important role played by this
task force.

We learned at the very beginning of 2023 that
Martijn Duffels was about to leave the AFM in
Netherlands, and consequently the CEAOB,
to start a new adventure. On behalf of all my
colleagues at CEAOB | would like to express
our gratitude for his commitment to the work
of the CEAOB. Martijn Duffels had been present
since the creation of the CEAOB and had played
an essential role with my predecessor and then
with me by actively contributing to the Chair’s
Consultative Group. He had also participated in
numerous CEAOB Subgroups and task forces,
bringing his technical knowledge as well as his
ability to stand back and challenge arguments.
| would like to thank him most warmly for his
important contribution to the CEAOB and wish
him fair winds and following seas.

Patrick Parent
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2. CEAOB’s mission and core strategies

2. CEAOB’s mission and core strategies

2.1. CEAOB’s mission

The CEAOB fosters convergence of practice
by European audit regulators and the
improvement of audit quality in Europe in
order to further trust in informative, reliable,
and independent audit reports.

In order to fulfil this mission, the CEAOB
supports the development of expertise in its
members, it fosters sharing of experience
and expertise, and it contributes to EU policy
matters involving audit firms and audit quality.

2.3. CEAOB organisation

2.2. CEAODB’s core strategies
Harmonising regulatory approaches
Sharing expertise and experience

Contributing to EU policy on the future
of statutory audit and other assurance

Contributing to policy making via regular
dialogue with international standard setters

Consultative Group Chair Vice-Chair
Secretariat
Observers
* EBA
e * EIOPA

27 Members States + ESMA

EEA Countries

Colleges )
(Art 32 Reg.) Inspection
Subgroup International International
- Market i
ES TF Auditing Enforcement —— Equivalence
Monitoring
CAIM TF Standards Subgroup ST & Adequacy
Training TF Subgroup Subgroup

ITTF

Audit Regulation
and Directive TF

Sustainability

N atar :
ateriality Reporting TF
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3. CEAORB outreach

Public supervision requires the organisations
to which it is entrusted to exchange with
the various stakeholders in order to refine
their understanding of information needs, to
better appreciate the impact of normative or
regulatory developments, to identify emerging
risks and, thanks to this, to adapt the supervision
of the supervised entities or persons.

The CEAOB, fulfilling its mission to optimise
the effectiveness of the European audit
system, organises exchanges with different
stakeholders during its plenary meetings. In
2022, such exchanges were organised with:

e Nicolas Véron of the Peterson Institute for
International Economics;

e The European Audit Committee Leadership
Network (EACLN);

The Global Public Policy Committee (GPPC);

e Accountancy Europe.

A representative of the European Insurance
and Occupational Pensions Authority (EIOPA)
was also invited to present the expectations
of the insurance regulators, in particular
taking into account the forthcoming entry
into force of IFRS®* 17 and its consequences for
auditors.

In addition, members were invited to read the
key findings of Carbon Tracker’s 2021 and 2022
reports, which highlight the significant room
for improvement in the public reporting of a
sample of major international companies on
their environmental footprint.

3 International Financial Reporting Standards

3. CEAOB outreach

In November 2022 the Chair of the Materiality
Task Force and the Chairman of the CEAOB
were invited to present the results of the
CEAOB’s work, in particular those resulting
from the survey on materiality in the context of
an audit, at a meeting organised by EcoDa for
audit committee members.

Recommendations to auditors following
the CEAOB Survey on Materiality in the
Context of an Audit

Auditors need to stand back and may reconsider
certain aspects of their practice when assessing
audit materiality by:

« Paying greater attention to the needs of financial
statements’ users when identifying the most
relevant benchmark applicable to the audited
entity, being sensitive to the key metrics and
drivers they are following (e.g., EBITDA, Return
on Equity...);

L]

Challenging current methodology and guidance
for assessing materiality for PIE audits, conside-
ring best-practices observed at peers;

« Reconsidering the appropriateness of «Total
assets» as the relevant benchmark when
auditing a credit institution or an insurance
company;

Favouring the use of higher «haircuts» for
assessing performance materiality when
working on a first-year engagement;

« Having a closer look at the consistency of
assessments made between engagement risks
and materiality;

Carefully assessing the circumstances when
specific materiality of a lesser amount for
particular classes of transactions, accounts or
disclosures needs to be determined.

L]
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4. Interconnectivity

4.1.FSB

After two years in which the FSB’s annual
statutory audit meeting had to be held by video
conference, the 2022 meeting was held in June
in Madrid.

The CEAOB, the International Forum of Audit
Regulators (IFIAR), and the International
Organization of Securities Commissions
(IOSCO) reported on their recent work. This
was followed by an exchange with the major
audit networks, represented by the GPPC, on:

e |nitiatives taken to improve audits and
achieve a very high level of quality;

e How firms adapt their audit approach to un-
certain economic conditions, increased mar-
ket volatility, increased fraud and geopolitical
risks;

e The impact of new auditing or reporting stan-
dards (the revision of ISA* 540 on the audit
of complex estimates, the entry into force of
IFRS 17 on Insurance contracts from 1 January
2023, the projects to adopt sustainability re-
porting standardsinanumber ofjurisdictions);

e The current or foreseeable impact of the de-
ployment of new tools and technological inno-
vations (artificial intelligence, blockchain, cryp-
to-assets, electronic reporting) in the financial
sector on financial reporting and auditing.

4.2. ESRB

On 24 and 25 October, the ESRB and the
CEAOB held their 6™ annual meeting with

4 International Standard on Auditing

4. Interconnectivity

auditors. Other EU authorities, namely the
European Banking Authority (EBA), EIOPA and
the European Securities and Markets Authority
(ESMA) also participated in the meeting. The
meeting had two important objectives:

e to share information on regulatory develop-
ments; and

e to identify emerging risks that may have an
impact on audit quality.

Issues of concern in 2022 include residential
property in some European countries, money
market funds, cyber threats, crypto-assets, and
decentralised finance.

The ESRB also recalled the warning sent in
September 2022 to European and national
authorities regarding serious and increased
risks to financial stability, which included a
call to ensure the resilience of the EU financial
system and a call for coordinated policy
responses.

The participants also discussed the sanctions
against Russia in response to its aggression
towards Ukraine. The CEAOB and the audit
firms detailed what had been done to ensure
their implementation.

The risks of deterioration in asset quality due
to economic downturns, inflation resulting
from supply chain disruptions, financial market
volatility and geopolitical risks were also
discussed. The auditors, among other matters,
detailed the points that deserve particular
attention in the determination of expected
credit losses under IFRS 9.
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5. Plenary

Other subjects that have been the subject
of work by the CEAOB plenary

5.1. Good repute

A survey has been carried out on the notion
of good repute, one of the criteria for natural
persons to be approved for being allowed to
do statutory audits. The results of this survey
were presented to the CEAOB members. The
report is intended to assist them by providing
information on alternative or additional steps
that they may wish to adopt to ensure that
the good repute assessments are as effective
as possible taking into account the current
differences between the Member States.

5.2. Approval of third-country auditors

The subject is related to auditors with
professional qualifications earned in countries
outside the European Union, for instance in the
United Kingdom. Feedback was sought from
the CEAOB members on the scenarios that
they were confronted with and how they were
being tackled in the different jurisdictions.

Members decided that a paper should be
prepared to collect good practices regarding
the approval of third country auditors.

5.3. Third-country audit firms with multiple
registrations in EU/EEA Member States

The issue of third-country audit firms with
multiple registrations in EU/EEA Member
States was discussed at the CEAOB plenary
following a survey which had been made in
some countries. Members decided to extend
the exercise to all CEAOB members. Due to

5. Plenary

the globalisation of financial markets, many
companies established outside the European
Union are listed in one or more Member States.
Where this is the case, audit firms responsible
for giving an opinion on the financial statements
of these companies are required to be registered
in each of the Member States where their non-
EU clients are listed.

Having developed an EU-level central point of
information regarding third-country audit firms
registered in the EU will help audit oversight
bodies to identify those third-country firms
registered in multiple jurisdictions, to share
information on their national registration and/
or quality assurance reviews. One additional
short- to mid-term goal would be to streamline
the system of registration and supervision of
third-country audit firms.

5.4. Observer status

Following the aggression of Ukraine by Russia,
the Ukrainian audit regulator, APOB, expressed
its wish to become an observer in CEAOB.
APOB pointed out that its country had ob-
tained candidate status for accession to the
European Union.

The CEAOB members were sensitive to the very
particular situation resulting from the war in
Ukraine and considered that these circumstances
could justify granting APOB observer status. They
also considered that it was important to respond
to audit supervisors from other EU candidate
countries and that it would be useful to establish
criteria to assess what type of interaction could
be envisaged with each of them. In view of
this, the decision on APOB’s application will be
reviewed in early 2023.
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6. Public communications

6. Public communications

In 2022 the members of the CEAOB plenary
approved the publication of various documents
intended to respond to requests for opinions
or to consultations initiated by the European
Commission or other EU institutions:

e In March 2022 the CEAOB issued a
recommendation to third country auditors
whose clients are issuers subject to the
requirement to produce financial statements
in the European Single Electronic Format
(ESEF) established by an EU Regulation. In
this context, third country auditors should
be requested to provide an opinion on
whether the financial statements included in
the annual financial report of those issuers
comply with ESEF requirements. In the
absence of auditing standard(s) dealing
specifically with ESEF reporting applicable
in the whole European Union, the CEAOB
recommends that third country auditors use
the CEAOB ESEF guidelines and implement
the provisions of those guidelines;

e On 29 April 2022, EFRAG launched a public
consultation on the draft of a first set of sus-
tainability reporting standards (ESRS). The
CEAOB is committed to contribute to the
developments of ESRS, which implemen-
tation will need to be verified by assurance
providers before issuing their opinion on the
sustainability information. Given its mandate,
the CEAOB decided to comment, in this let-
ter, only on the issues which may be related
to provision of assurance on the sustainability
statements. The CEAOB sustainability repor-
ting support team prepared the content of
the response. After adoption by the members
of the CEAOB the response was issued on
5 August 2022;

e Inthe summer of 2022, the European Commis-

sion (DG FISMA) launched a consultation with
the European financial sector supervisory au-
thorities on the sharing and re-use of data on
supervised entities. Although not in the nature
of a supervisory authority, the CEAOB was in-
vited to produce a response to this consulta-
tion. On the basis of the elements reported
by its members, the CEAOB has produced
a joint response which underlines that there
are obstacles to the exchange of information
between the CEAOB or its members and the
European or national authorities competent
in the financial field. The existence of these
obstacles reduces the effectiveness of super-
vision and the CEAOB invites the Commission
and the Member States to take measures to
remove them. The CEAOB’s response, pro-
duced in September 2022, also stresses that
the foreseeable increase in the volume of data
that will need to be processed by regulators in
the future should be taken into account in any
review of the European regulatory framework
so that supervisory authorities, both European
and national, can share it effectively;

After EFRAG published its first set of ESRS
in November 2022, the CEAOB received a
request from the European Commission,
as did the European financial supervisory
authorities (EBA, EIOPA and ESMA), to provide
its opinion on the said set of sustainability
standards. The Sustainability Reporting Task
Force (SRTF) has developed this opinion in
the last weeks of 2022. The SRTF identified
no issue that would be of such importance
that it should prevent the Commission from a
timely adoption of the ESRS. The opinion was
submitted and forwarded to the European
Commission in early 2023.
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7. Inspection Subgroup

7. Inspection Subgroup

The Inspection Subgroup (SG) comprises
28 members (the 27 EU Members’ National
Competent Authorities (NCA) and ESMA)
and three observers (Lichtenstein, Norway
and Switzerland). The Chair of the Subgroup
is Agathe Pignon from the Commission de
Surveillance du Secteur Financier (CSSF),
Luxembourg. She is assisted by an Organising
Committee composed of representatives from
NCAs of Cyprus, France, Germany, lreland
and the Netherlands. In 2022 the Inspection
Subgroup held two meetings: a virtual meeting
in June (28 to 30 June) and an in-person
meeting in Amsterdam (30 November and 1
December).

7.1. Dialogue with the largest European
networks of audit firms

The Inspection Subgroup met three audit firms
in 2022:

e BDO (June 2022 via videoconference)

e KPMG (June 2022 via videoconference)

e PwC (November 2022).

During these three meetings, there were
presentations and discussions with the firms
about:

e Inspection findings (internal and external)
and their root cause analysis,

e Other quality initiatives notably the
implementation of ISQM and the use of
technology and its impact on the audit
approach, and

e Recent developments relating to their
network structure and governance.

The meetings with the Big 4 firms were
organised in coordination with the Colleges
of competent authorities (Art. 32 of the Audit
Regulation).

In addition, the Colleges (for the Big 4) met with
the firms at separate virtual meetings (general-
ly one additional meeting in the year) and there
were meetings and calls between the Colle-
ge members to share experience on inspec-
tions. The activities and plans of the Colleges
were communicated to Inspection Subgroup
members at the meeting in November 2022.

The virtual meetings with the firms included:

¢ A presentation of the outcome of the CEAOB
report on the survey Materiality in the context
of an audit with a focus on the key messages
to auditors;

¢ Discussions onthe eventsin Ukraine, covering,
amongst others, information about (the pro-
gress of) the separation of the Russian and Be-
larussian firms and the impact on group audits.

The Organising Committee of the Inspection
Subgroup also gathered information on BDO,
Grant Thornton and Mazars’ status with regard
to the war in Ukraine.

CAIM Task Financial
Force services Task

Force

Organising
Committee

Inspection

Subgroup IT Task Force

Training Task

Colleges for
the Big 4 Force

7.2. Sharing, discussing, and analysing
inspection findings and inspection
approaches

Sharing and discussing inspection approach
or other innovative approaches to perform
inspections has been achieved thanks to a
series of presentations by individual members:
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e the ICAC from Spain presented its inspection
approach,

e the AFM from the Netherlands presented
the Audit Quality Indicators that have been
developed locally.

In addition, a panel discussion was organised
on changes made in the Inspection approach
and strategy which have been launched by
several members. These members shared their
experiences and provided feedback on their
change management projects.

CEADS Inspaction Sub-Group

Pl oussion o i1gaEzl o sparaaches

ke 222

Sharing and discussing inspection findings:

The Inspection Subgroup performed two
analyses based on inspection results
(“findings”) which have been entered by
National Competent Authorities into the
CEAOB findings database. These analyses were
focused on the application of two International
Auditing Standards:

¢ |AS 330 The Auditor’s Responses to Assessed
Risks

¢ |SA 600 Audits of Group Financial Statements

The Inspection Subgroup designed two
infographics in order to inform on the main
lessons learned from these analyses. The
infographics are available on the CEAOB
webpage.

7. Inspection Subgroup

CommITTEE OF
European
AuDITING
OVERSIGHT
Booies

ISA 330 The Auditor’'s
Reponses to Assessed Risks

Analysis results

Insurance
2%

Telecommunicati
ons, Technology
6%
Banking
Retail, Consumer 15%
Product
10%

S industrial |
Products

| "t

Key inspection findings
Inadequate nature and extent of the audit procedures performed to respond to the assessed
risk of material misstatement at assertion level (ISA 330 §6) (inventary, revenue)

When the auditor intends to rely on the operating effectiveness of controls, the relevance of
controls is not established or the identification of controls is not complete to perform
adequate test of controls (ISA 330 §8) (loans and receivables, insurance premiums)

When substantive procedures alone cannot provide appropriate audit evidence at assertion
level, the auditor failed to test relevant controls (ISA 330 §8) (interest and similar income,
insurance premiums)

Missing or insufficient disclosures as required by IFRS were not considered in the evaluation
of the overall presentation of the financial statements (ISA 330 §24).

» Infographic - Auditor’s responses to assessed risks - Appendix
to the press release of the 11" meeting of the CEAOB ISG

ComMuMITTEE OF
Eurorean
AUDITING
OVERSIGHT
Booles
Audits of Group Financial

Statements (ISA 600)

Other 10% Analysis results

Respondingla
Asvessad Risks (Para.
2831 2a%

Communication

withthe

Companent Cansalldation
Avditor (Para. Process (Pora. 32-

40-41]5% mam

Key inspection findings
Failure to appropriately avidance review of the work of component auditors (ISA 600 §42-45)
(revenue, receivables, financial statements as a whole)
Failure to identify significant components and failure to carry out required procedures on
non-significant compenents (ISA 600 §24-31) (revenue, raceivables, financial statements as
a whole)

audit evidence ing the ion procass and and

accuracy of consolidation adjustments (ISA 600 §32-37) (basis of cansolidation)

Insufficient evidence regarding the auditors understanding of the group, its components and
their environments (ISA 600 517-18).
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7.3. Collaboration with the other CEAOB
Subgroups and task forces and with other
regulators

During the June 2022 meeting, ESMA
(European Enforcers Coordination Sessions
(EECS)) provided to members useful insights on
developments and observations on corporate
reporting and information on the findings in the
ESMA database.

A joint meeting was held with the International
Auditing Standards Subgroup in November 2022
with leadership of the IAASB and in December
2022 with the leadership of International Ethics
Standards Board for Accountants (IESBA) via
videoconference.

7. Inspection Subgroup

The meeting with IAASB included a presentation
of the outcome of the CEAOB report on the
survey «Materiality in the context of an audit»
with a focus on the key messages to Standard
Setters.

During 2022 Members of the Subgroup
contributed to the work of;

e the ARD Task Force providing input on the
issues identified at inspection level with
the application of the exiting regulatory
framework,

e the Materiality Task Force providing
comments on the outputs of the survey and
on the draft report.
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8. Enforcement Subgroup

8. Enforcement Subgroup

8.1. Leadership of the Enforcement
Subgroup

Since  November 2021, the Enforcement
Subgroup (ENF SG) has been led by Agnieszka
Koprowska from the Polish Agency for Audit
Oversight (PANA).

The Enforcement Subgroup is composed of
representatives from 16 members. These are
the National Competent Authorities (NCA)
from: Austria, Bulgaria, the Czech Republic,
Cyprus, Denmark, Finland, France, Germany,
Ireland, ltaly, Lithuania, Luxembourg, Malta,
Poland, Slovakia and Spain.

In 2022, the Enforcement Subgroup held 10
meetings, nine of which were held virtually
and one was an in-person meeting, which
took place in Warsaw on 24 and 25 November.
The purpose of the in-person Enforcement
Subgroup meeting was to exchange information
between the members of the Subgroup and
to share best practices on investigations and
sanctions imposed on audit firms and auditors.
The meeting included a workshop and focused
on issues concerning disciplinary proceedings.

ENF 24t and 25 November
2022 Meeting

8.2. Activities in 2022

The Enforcement Subgroup designed a ques-
tionnaire regarding specific issues, including
administrative measures and sanctions as well
as the state of administrative and disciplinary
regimes in the CEAOB Members.

Since the beginning of 2022 the CEAOB
EnforcementSubgroup hasworkedondesigning
the questions for the 6™ Enforcement Subgroup
survey, which the Subgroup prepares annually.
The questions are slightly different each year,
because the Subgroup wishes to analyse
various aspects related to administrative and
disciplinary systems in member countries.

In the beginning of March, the 2022 question-
naire was sent to all members of the CEAOB
and to EEA Authorities. The questionnaire fo-
cuses primarily on collecting statistical data on
administrative sanctions and measures (Audit
Directive chapter VII) in European countries
(EU/EEA) taken during the year 2021. The res-
pondents were also asked to report on data on
pecuniary sanctions imposed in 2021 on natural
or legal persons in their jurisdiction. The ques-
tionnaire also included questions about the
framework and legal status of auditing stan-
dards in the respondent’s jurisdiction.

Further improving the understanding of the inves-
tigation and sanctioning regimes in EU Member
States through regular exchanges and case studies

e The 6" CEAOB Enforcement Report on Sanc-
tions and Administrative measures imposed
by NCAs and EEA authorities and delegated
bodies in EU/EEA States was adopted in No-
vember 2022 at the CEAOB Plenary meeting.
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The Report presents an analysis of the data
prepared on the basis of 29 responses, including
27 responses from EU Member States and two
from EEA countries.

Referring to the administrative measures and
sanctions presented in Part B of the report, it
should be noted that in 2021 - 1319 sanctions
were imposed in 27 States. It was found that
notice and public statements combined were
the most commonly used sanctions in 2021
as they amounted to a total of 641 sanctions
imposed in 18 States. The second most
common sanction was pecuniary sanction,
which amounted to 555 sanctions in 19 States.

Total number of administrative measures and
sanctions in states

Cases Total

- 700 and more

-79-99
B o-7

8. Enforcement Subgroup

e In December 2022 the Enforcement
Subgroup organised an online webinar for
CEAOB members and their enforcement
and inspection staff. The webinar focused on
enforcing audit firms in the Czech and Polish
legal environment/system.

8.3. Collaboration with the other CEAOB
Subgroups and task forces and with other
regulators

During 2022, members of the Enforcement
Subgroup:

e Shared comments on the Study on Audit
Directive and Audit Regulation prepared by
consultants on behalf of the European Com-
mission,

e Contributed to the work of the CEAOB ARD
Task Force providing input in areas within the
Enforcement Subgroup expertise;

¢ In cooperation with the CEAOB Standards
Subgroup, an exchange of ideas was ini-
tiated on the possibility of exploring a legal
framework for standards in CEAOB member
countries.
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9. International Equivalence
and Adequacy Subgroup

9. International Equivalence
and Adeguacy Subgroup

9.1. Leadership of the International
Equivalence and Adequacy Subgroup

The International Equivalence and Adequacy
(IEA) Subgroup comprises members from
eleven EU Member States (Cyprus, Finland,
France, Greece, Germany, Ireland, ltaly, Norway,
Poland, Slovakia and The Netherlands). The
Subgroup is chaired by the European Securities
and Markets Authority (ESMA). Eduardo Moral-
Prieto is performing this role.

9.2. Activities in 2022

The IEA Subgroup held three virtual meetings
in June, September, and October 2022.

Performing equivalence and adequacy assessments
of third country audit regulatory frameworks.

The primary focus of the IEA Subgroup
is to contribute to a sound cooperation
between European and third country audit
regulators through equivalence and adequacy
assessments of third country audit legal and
supervisory frameworks.

In 2022, the IEA Subgroup supported the
European Commission on the adoption of the
revised equivalence and adequacy decisions of
the United States’ oversight system for auditors.
On 25 July 2022, the two new decisions to
extend the equivalence and adequacy decisions
for the US competent authorities, the Securities
and Exchange Commission (SEC) and the
Public Company Accounting Oversight Board
(PCAOB), for a further six years, until end of
July 2028, were published in the European
Official Journal. The IEA Subgroup will continue
working on possible ways to strengthening

mutual reliance between EU and US oversight
bodies.

Links: Publications Office (europa.eu) & Publications Office (europa.eu)

Monitoring developments on third countries’ audit
regulatory frameworks

The IEA Subgroup monitors regulatory and
supervisory developments in third countries
declared equivalent and/or adequate and their
possible impact on the EU equivalence and
adequacy decisions.

In2022, considering the PCAOB’s determination
on being unable to inspect or investigate
registered public accounting firms located
in China and Hong Kong, the IEA Subgroup
followed up the developments on the audit
oversight relationship between the US PCAOB
and China.

The IEA Subgroup also monitored the audit
legislative developments in the United
Kingdom. In particular, on 31 May 2022, the UK
Government provided with a response to its
consultation on the UK audit reform proposing,
among others, setting up a new audit regulator
and expanding the scope of the supervised
entities and corporate governance. On 25
August 2022, the Financial Reporting Council
(FRC) published a PIE Auditor Registration
Regulation requiring registration of UK audit
firms.

Registration of third country auditors

The IEA Subgroup performed a pilot exercise
on mapping third country audit firms with
multiple registrations in the EU/EEA Member
States as well as audit engagements of third-
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country audit firms which are the same across
the different EU Member States. The data was
mapped in order to enhance the coordinating
activities of CEAOB members in relation to
third-country auditors’ registration.

The IEA Subgroup will continue working to
update and maintain this European common
data base of third country auditors.

9. International Equivalence
and Adequacy Subgroup

Cooperation agreements and exchange of infor-
mation with third country competent authorities.

The IEA Subgroup started to delineate and ex-
plore the opportunities and full potential of Ar-
ticle 36 of the Audit Regulation for international
cooperation. The goal is to issue guidelines to
facilitate this cooperation outside of Article 47
of the Audit Directive and the adequacy regime.
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The Market Monitoring Subgroup (MMS) s
chaired by Maria Luisa Alvarez Barby from
Instituto de Contabilidad y Auditoria de Cuentas
(ICAC) in Spain and comprises 15 members
(Bulgaria, Cyprus, Czech Republic, Finland,
France, Germany, Ireland, Italy, Luxembourg,
Malta, Netherlands, Poland, Portugal, Slovakia
and Spain). In 2022 the Market Monitoring
Subgroup (MMSG) held seven virtual meetings.
On 26 January 2022 the Subgroup also
organised the CEAOB MMSG Virtual Template
Part Il - Main Market Monitoring Template.

The Subgroup has started the preparation of
the third Market Monitoring Report for 2019-
2021 with the European Commission in order
to comply with Article 27.2 of Regulation (EU)
537/2014.

Before the data collection, the most important
issue was to decide AQIs to be included in the
39 Market Monitoring Report.

National Competent Authorities reported on:

Developments in the market for providing
statutory audit services to public-interest
entities;

Data in respect of audit market and audit quality;
Information on audit committees’ adherence to

the requirements of the audit Regulation and
Directive. In particular, indicators regarding:

10. Market Monitoring Subgroup

- Market concentration;
- Risks arising from audit quality deficiencies.

The performance of Audit Committees.

A continuous dialogue with the National
Competent Authorities has been established to
understand the figures produced and to allow
the different members to share comments,
ideas and proposals for improvement.

Improving comparability: the Subgroup
felt it necessary to adapt some of the data
from the previous report in order to make
comparisons and improve the reliability of
the conclusions. It should be highlighted that
the comparability of the third report with
the previous one is significantly reduced
due to the Brexit having taken place in
the meantime, which means that this third
report no longer takes into account data
from the UK.

Consolidation of data at EU level: due to a lack
of harmonisation in legal provisions by Member
States, some National Competent Authorities
cannot collect data on turnover and other
income of audit firms, or impose the reporting
period for which information is required.
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Comparability in quality assurance indicators
remains a challenge, due to the use of diffe-
rent methodologies by National Competent
Authorities.

To improve the conclusions and the unders-
tanding of the data, additional information has
been included.

Some discussions were held to clearly define
different concepts used in the report, as well as
the incorporation of improvements in terms of
data collection.

Data collection has been improved, not only
for all the issues already mentioned, but also
to include a country that is not from the EU,
but from the EEA, Norway, to obtain a better
picture of the audit market at European
level.

The drafting process involves numerous
checks to ensure that the data and information
collected is consistent. It includes among others
the following items:

Correct understanding of each question and
number;

Data harmonisation;

Checking of units and currencies used in
reporting.

10. Market Monitoring Subgroup

The preparation of the report is divided into
five phases:

Checking the understanding of the informa-
tion collected,;

Compilation of data;

Quantitative draft;

Qualitative draft;

Conclusions.

As other Subgroups and Task Forces the
Subgroup was involved in work aimed at
making improvement proposals that may
result in updates to the Audit Regulation
(relevant to market monitoring);

Solving issues resulting from the Regulation;

The Subgroup had discussions regarding the
Market Monitoring Report publication process.
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The International Auditing Standards Subgroup
(Standards Subgroup or SSG) comprises members
from 16 EU Member States (Austria, Cyprus,
Czech Republic, Denmark, Finland, France,
Germany, Ireland, Italy, Lithuania, Luxembourg,
Netherlands, Poland, Romania, Slovakia and
Spain). The chair of the Subgroup is Marjolein
Doblado from Haut Conseil du Commissariat aux
Comptes (H3C), France. In 2022, the Standards
Subgroup organised 16 online meetings and one
in-person meeting in Amsterdam.

The Standards Subgroup prepared the CEAOB’s
responses to four exposure drafts issued by the
international standards setters on audit related
matters during the year.

Various concerns were raised, amongst which:

Concern regarding the development of a
standalone ISA, as the adaptation of the
audit approach to the size of entities and
the complexity of their operations is already
embedded in current ISAS;

Risks of creating two different categories of
audits and auditors;

Need to ensure a consistent scope of entities
in or out the specific ISA for LCE, based on
objective criteria;

Concern about the length of the proposed
ISA for LCE, contrasted with the objective to
keep the standard simple and concise, and to
reduce its complexity.

11. International Auditing Standards Subgroup

The letter called on the IAASB to consider the
issuance of guidelines instead of a standalone
ISA for LCE.

Link: https.//finance.ec.europa.eu/system/files/2022-02,/220124-
ceaob-comment-letter-iaasb_en.pdf

Commrrmes oF
EvmopEas
Auoms
Onenrsacat
Booies

IAASB - International Auditing and Assurance Standards Board

529 Fifth Avenue
New York, 10017
UsA
January 24%, 2022
Ce letter relating to the Exposure Draft of the International Standard on

)
Auditing for Audits of F ofLess C

Entities (ED ISA for LCE)
Dear Sirs and Madams,

1. The CEAOB appreciales the opportunity to comment on the IAASB's Exposure Draft of
the International Standard on Auditing for Audits of Financial Statements of Less Complex
Entities (ISA for LCE) issued in July 2021. As the organisalion representing the audit
regulators of the European Union and the European Economic Area. the CEAOB
encourages and supports continuing impi ment of prof; for the audit
profession,

2. The content of this letter has been prepared by the Intemalional Auditing Standards
bgroup and has besn i by the CEAOB. The comments raised in this letter reflect
matters agreed within the CEAOB. It is not intended, however, to include all comments
that might be provided by the individual regulators that are members of the CEAOB and
their respective jurisdictions.

3. Regulators are concerned not only with audit quality and the quality of auditors’ opinions
on financial stalements, but also with ensuring that audits approprialely meel the needs
of the market.

OVERALL COMMENTS

4. We support the IAASB Initiative and efforts to understand and consider issues regarding
the audit of smaller or less complex enlities thal have been raised by auditors in various
jurisdictions. The audit of less complex entities merils attention, since it is relevant not
only for auditors who are in charge of performing those audits, but also for a broad range
of stakeholders. In several countries, work has been undertaken on this topic, sometimes
based on particular provisions of different national laws related to certain types of entities.
The exposure draft submitted by the IAASE on this lopic however raises a number of
concerns that the CEAOE has listed hereafter.

Various improvements were requested.

The CEAOB:

Supported the alignment of the definition
of the engagement team with ISQM 1, the
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revised ISA 220 (Quality Management for
an Audit of Financial Statements) and the
revised ISA 600 (Audits of Group Financial
Statements), as well as the strengthening of
the relevant independence considerations
that apply in a group audit, whether the
component auditor (firm) is part of the group
auditor firm’s network or not;

Required a clarification on the responsibilities
and requirements related to independence
procedures by the component auditor firm
(self-review threat that might be created by
the provision of non-audit services, breach of
independence by a component auditor firm,
etc.);

Required that the definition of “audit team for
the group audit” includes the engagement
quality reviewer and those who provide
consultation.

Link: https./commission.europa.eu/system/files/2022-06/220530-
ceaob-comment-letter-iesba_en.pdf

General support for the proposals and noted
alignment with EU legal provisions were voiced.
The CEAOB:

Supported the IESBA initiative as a response
to new developments in technology;

Asked for further examples of technology-

related arrangements that would be
prohibited;
Stressed the legal prohibition in the EU

Regulation regarding the provision of all
design or implementation services for
financial information technology systems to
PIE audit clients in addition to the self-review
threat.

Link: https.//finance.ec.europa.eu/system/files/2022-08/220620-
ceaob-comment-letter-iesba_en_0O.pdf

11. International Auditing Standards Subgroup

The CEAOB supported:

The use of the audit report to publicly disclose
that the auditor complied with the specific
(PIE) independence requirements;

A requirement, in all cases, for the auditor
to disclose the independence reguirements
applied;

Communication to those charged with
governance on independence requirements at
least at an equivalent level to the information
provided in the audit report.

The Standards Subgroup organised and
maintained regular dialogue with both the
IAASB and the IESBA.

In November 2022 a meeting with the IAASB
Chair and leadership was held jointly with the
Inspection Subgroup. The meeting with the
IAASB covered:

The outcome of the CEAOB survey on
materiality in the context of an audit with a

focus onthe key messagesto standard setters;

Discussion on deficiencies identified in the
ISAs on audit related matters;

Sustainability reporting assurance;

Audit of less complex entities;

Updates on fraud and going concern revisions
envisaged by the IAASB.
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IESBA Chair
jointly with

The annual
and leadership was organised
the Inspection Subgroup in December 2022,

meeting with the

to cover projects close to finalisation by
IESBA (Engagement team - Group Audits
Independence, Technology), IESBA forward-
looking projects (strategy and work plan 2024-
2027, sustainability standard-setting actions,
tax planning and related services).

In March 2022 the Standards Subgroup Chair
also initiated a dialogue with the IAASB on
assurance of sustainability reporting, to inform
the IAASB about the requirements for limited
assurance over the sustainability reporting
that will apply in the EU after adoption of the
Corporate Sustainability Reporting Directive
(CSRD).

Two meetings with representatives of the
Public Interest Oversight Board (PIOB)
were held in June and November 2022. The
Standards Subgroup was informed about the
implementation of the Monitoring Group’s
reform of the standards setters’ governance,
including the process for elaboration of

11. International Auditing Standards Subgroup

standards by IAASB and IESBA. The Standards
Subgroup also presented to PIOB on the
CEAOB report on the survey on materiality in
the context of an audit and the main messages
conveyed to IAASB and IESBA.

After implementation of a mechanism to detect
deficiencies in the ISAs via inquiries with
inspection teams, the Standards Subgroup
presented several recommendations targeted
on audit evidence related issues to the IAASB,
and highlighted key findings, with a call to the
IAASB to address the weaknesses identified
through revisions of the ISAs.

The Standards Subgroup actively contributed
to the report to the Commission driven by
the CEAOB ARD Task Force. The Standards
Subgroup identified the provisions of the
current EU audit framework which would
benefit from future enhancements to improve
the EU Corporate reporting framework. The
recommendations were incorporated in the
task force report finalised in January 2023. The
CEAOB reiteratedits call for the implementation
of a single set of EU auditing standards.

The Standards Subgroup prepared a
communication on the use of the CEAOB
guidelines on ESEF by third country auditors.
The communication recommended that, in
the absence of auditing standards dealing
specifically with the ESEF reporting, third
country auditors of companies listed in the EU
may use the CEAOB ESEF guidelines when
providing an opinion on whether the financial
statements included in annual financial
reports comply with the ESEF requirements.
The communication stated that the use of
the CEAOB guidelines complements the use
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of other relevant national or international
standards on auditing. It was approved and
published in March 2022.

Link CEAOB communication: https.//finance.ec.europa.eu/system/
files/2022-03/220309-esef-ceaob-guidelines_en.pdf

Link CEAOB guidelines: https.//commission.europa.eu/system/
files/2021-11/211109-ceaob-esef-guidelines-auditors_en.pdf

Third-country auditors of issuers subject to ESEF requirements —

Use of the CEADB guidelines on ESEF

The pean C Interp ve C 2020/C379/01' stipulates that "under the
Transparency Directive, third-country issuers are required to disclose annual financial reports drawn
up in accordance with all the in the ESEF together with an audit report
prepared In accordance with the Audit Directive. As a result, it Is the responsibility of a third country
issuer to ensure that its auditors provide an audit opinion on whether the financial statements included
In the annual financial report comply with the relevant statutory requirements laid down in the ESEF
Regulation.™

In this context, third country auditors” should be requested by those issuers to provide an opinion on
whether the financial statements included in the annual financial report of those isswers comply with
ESEF requirements.

In the absence of auditing standard(s) dealing specifically with ESEF reporting applicable in the whole
European Union, the CEADB issued guidelines on the involvement of auditors in the audit on financial
statements in ESEF ("CEADB ESEF guidelines”) on 9 i ber 2021. These guidel describe the
expectations agreed within the CEADR vis & vis statutory auditors, while referring to and not replacing
other requirements on auditing and ethics, includi d d le to statutory auditors
In the Member States.

The CEAOB recommends that third country auditors use the CEAOB ESEF guidelines and implement
the provi of those guidel when ding an opinion on whether the financial statements
included in the annual financial report of those issuers comply with ESEF requirements. The use of the
guidelines complements the use by third-country auditors of other relevant national or interational
standards on auditing.

The CEAOB set up a dedicated team to
support the CEAOB observers at the EFRAG
Sustainability Reporting Board and Technical
Expert Group. The team prepared a comment
letter that was submitted to EFRAG in August

11. International Auditing Standards Subgroup

2022, raising the need for mechanisms for
reviewing the ESRS, digitalisation concerns
and areas identified in the draft ESRS where
additional provisions would facilitate the
provision of assurance.

Link: https./finance.ec.europa.eu/system/files/2022-08/220805-
ceaob-reply-efrag-consultation-esrs_en.pdf

The support team also prepared the CEAOB
opinion on the first set of ESRS adopted by
EFRAG. The final opinion was submitted to
the European Commission, as per the CSRD
provisions, on 24 January 2023.

Link: https://finance.ec.europa.eu/system/files/2023-01/230124-
ceaob-opinion-efrag-esrs_en.pdf

COVER NOTE FOR PUBLIC CONSULTATION

DRAFT EUROPEAN SUSTAINABILITY
REPORTING STANDARDS

Anril 2022

Open for comments until 8 August 2022

PTF-ESRS

EEFRAG
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12. CEAORB at a glance

12. CEAOB at a glance
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