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Preparing for IAASA financial
reporting reviews

Background

The Irish Accounting and Auditing Supervisory Authority (IAASA) has
responsibility for monitoring and enforcing compliance with certain
aspects of the Transparency (Directive 2004/109/EC) Regulations, 2007
('the Regulations’). In pursuance of its remit, IAASA selects and reviews
half-yearly and annual financial reports of companies covered by the
Regulations to assess whether those reports have been prepared in full
compliance with the ‘relevant reporting framework’ which includes:

m In the case of half-yearly financial reports: the requirements of IAS
34/ASB Statement Half Yearly Financial Reports, the Regulations and the
Financial Regulator’s Interim Transparency Rule;

B |n the case of annual financial reports: the accounting and disclosure
requirements of International Financial Reporting Standards/Irish GAAP, the
Regulations, Company Law, and Financial Regulator’s Interim Transparency
Rule (‘Regulatory Requirements’).

IAASA's remit also allows it to review other information required by the
Directive as part of annual and interim reports, in particular the ‘fair
review' of the company’s development and performance and description
of principal risks and uncertainties.

The Regulations apply to companies and investment vehicles with listings
on a regulated market which includes debt issuers and closed ended
funds, as well as equity issuers.
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The process

Where, following a review of half-yearly or annual financial reports, IAASA
forms the view that it is not clear that the financial statements are in full
compliance with the relevant reporting framework, IAASA will issue a
letter to the directors of the company identifying the issue(s) in question
and seeking relevant information, clarification and/or explanations
(including the directors’ rationale for certain accounting treatments).

The letter from IAASA in this respect will commonly be referred to as an
‘information request’.

Normally the company will respond in writing. Depending on the
circumstances there may be a number of communications between the
parties until each of the matters raised has been resolved. Following the
information gathering process IAASA will generally:

(i) confirm that the matters raised have been satisfactorily resolved; or

(ii) receive undertakings from the company that any identified deficiencies
will be satisfactorily dealt with in future financial statements; or

(i) seek a restatement, re-issue and refiling of amended financial
statements.

On occasion, companies seek to meet with IAASA to clarify various
matters.

Where IAASA ultimately forms the view that the previously published
financial report should be withdrawn and restated and the company is in
disagreement with that determination, IAASA is empowered to initiate
legal proceedings with a view to compelling the publication of amended
financial information.
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Consideration of the impact of IAASA reviews

Audit Committees of companies that come within the remit of the
Transparency Directive will already have processes in place related to their
review of both half-yearly and final annual financial reports to ensure full
compliance with the relevant Regulatory Requirements

These processes may have identified issues in past years where
management has sought to take a narrow interpretation of accounting
and/or disclosure requirements where there was a perception of a threat
to the commercial interests of the company leading to challenging
discussions with the Audit Committee and the external auditors.

The commencement of IAASA's monitoring and compliance function under
the Transparency Directive increases the likelihood that any performance
failure in terms of appropriate accounting and/or adequate disclosures
arising from the Regulatory Requirements will be challenged and may
ultimately lead to the requirement to restate financial statements with the
risk of consequent material reputational damage.

Accordingly, Audit Committees are recommended to:

(i) review the existing processes adopted by the company to ensure that
half-yearly and annual financial reports are in full compliance with the
accounting and disclosure requirements of the Regulatory
Requirements; and

(i) establish processes to be followed where the company is in receipt of
an information request from IAASA arising from a review of published
financial statements.

Set out on page 5 are suggested steps the Audit Committee might
consider to fulfil the above recommendations.

On 16 January 2009, IAASA published a communication outlining details
of certain areas of focus for their reviews of annual financial reports that
ended in 2008. The key areas are summarised on page 6 and the full text
of the communication may be accessed at:

http.//www.iaasa.ie/publications/FRSUobs_Jan09.pdf.
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Process to ensure compliance with Transparency Directive
Audit Committees need to:

B become familiar with the requirements of the Transparency Directive
(see further reading material on page 7 for relevant guidance);

m consider and understand the risk of non-compliance with the
Transparency Directive in the context of reputational damage and the
cost of any consequent financial reporting restatements;

W review existing processes that are in place to ensure full compliance
with the relevant Regulatory Requirements and determine whether the
processes need to be changed and/or augmented and whether
management has adequate resources to fulfil its remit in this respect;

B at the planning stage related to the preparation of either half-yearly or
annual financial reports, meet with management and the external
auditors to identify accounting and/or disclosure issues requiring special
focus and seek to determine preliminary evaluations for the benefit of
management;

B at the meetings to approve either half-yearly or annual financial reports,
seek reports from management and, where relevant, the external
auditors on the key issues that need to be addressed by the Audit
Committee in their review process related to compliance with the
Regulatory Requirements;

B ensure the process, its oversight and the adequacy of resources are
documented as evidence of the directors having acted with due skill
and care.

Process to deal with IAASA information request letters
Audit Committees should:

W establish a process for the steps to be taken and the parties to be
notified when an information request letter is received from IAASA;

B if considered necessary, meet as soon as possible following receipt of
the information request letter with management and external auditors to
gain a preliminary overview and agree a plan to ensure the letter is dealt
with as expeditiously as possible. Consideration to be given to
requesting a meeting with IAASA if necessary and in particular if a large
number of significant issues have been raised,;

B receive and review the proposed response drafted by management to
ascertain that the issues discussed are clearly explained and supported
with sufficient background information, including the substance and
economics of any transaction and that reference is made to the
appropriate sources of guidance in the professional literature relevant to
the issues;

B receive and review a communication from the external auditors in
relation to the proposed draft response from management;

m discuss and ultimately approve the response for submission to IAASA;

B ensure the above process is replicated for subsequent
communications/meetings with IAASA;

B conduct a debrief with management and the external auditors once
the matter is concluded to understand lessons learned and note and
plan for any necessary performance improvements.
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Contact us

If you have feedback on this publication
or would like to be added to our mailing list,
please contact:

Deirbhile Brennan
Audit Committee Institute Ireland

Russell Court

St. Stephen’s Green
Dublin 2

Ireland

Tel: +353 (1) 410 1160
Email: info@auditcommitteeinstitute.ie
Web site: www.auditcommitteeinstitute.ie
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particular situation.

The information contained herein is of a general nature and is not intended to
address the circumstances of any particular individual or entity. Although we
endeavour to provide accurate and timely information, there can be no guarantee
that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act upon such information
without appropriate professional advice after a thorough examination of the
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