Guidance on Companies (Audit, Investigations and Community Enterprise) Act 2004 provisions on audit and accounts and associated secondary legislation

SEPTEMBER 2005

This document provides a guide to the accounts and audit provisions in the Companies (Audit, Investigations and Community Enterprise) Act 2004 and the associated secondary legislation that affect business.

The guidance has no legal force but is intended to help businesses understand the main features of the legislation and the circumstances in which it applies.  Those affected by the Act and associated legislation should refer to them for a full statement of the legal requirements and in case of doubt seek legal advice on questions of interpretation.

While every effort has been made to ensure that the information in this document is accurate, the Department of Trade and Industry cannot accept liability for any errors, omissions or misleading statements in that information.
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Part 1
Scope of the Act

The Companies (Audit, Investigations and Community Enterprise) Act 2004 (“the Act”) received Royal Assent on 28 October 2004.  This guidance deals with the provisions in sections 1 – 18 of the Act relating to auditors, accounts and reports that affect business.  

The majority of these provisions, together with most of the associated secondary legislation, came into force on 6 April 2005.  A summary of the secondary legislation can be found on page 24.

The Act can be found at the web address set out in Part 8 of this guidance, which also provides further sources of information. 

How will the Act affect Small and Medium-Sized Enterprises (SMEs)?

A number of provisions in sections 1 – 18 of the Act impose new requirements on companies, their directors and employees.  However, SMEs are exempted from many of these requirements:  

· the new requirement for detailed disclosure of non-audit services provided by auditors (section 7) will not apply to SMEs;  

· the new requirements for those involved in a company to provide information to auditors (section 8) and for directors to make a statement in the directors’ report about the disclosure of information to auditors (section 9) only apply to those SMEs which are either required to do a statutory audit, or which have one done;

· in practice, powers of the Financial Reporting Review Panel (FRRP) to receive and use information from the Inland Revenue (section 11) and require information (section 12) will not apply to SMEs.  The FRRP only looks at the accounts of public and large private companies and its new powers will in practice only be applied to these companies.  Although the remit of the FRRP has been extended to enable it to check that financial information produced by issuers of listed securities complies with the accounting requirements of the listing rules of the Financial Services Authority (section 14), this does not apply to SMEs; and

· SMEs that are not quoted companies are not required to prepare an Operating and Financial Review (under section 13).

Part 2
How does the Act affect professional accountancy bodies?

This part of the guidance has been written for those professional accountancy bodies that are involved in the regulation of audit as Recognised Supervisory Bodies (RSBs) and Recognised Qualifying Bodies (RQBs).  It covers the following:

· new requirements for independent audit standard setting, monitoring and disciplinary procedures, inserted by sections 1 and 2 of the Act (relevant to RSBs only); and 

· delegation of the Secretary of State’s statutory functions in relation to auditors, under sections 3 to 5 of the Act and the associated delegation order.

Section 17 of the Act gives the Secretary of State the power to make regulations imposing a levy to fund the costs of the Financial Reporting Council (FRC).  In the event that a levy was considered to be necessary, it would be imposed on the bodies that already contribute to the FRC’s voluntary funding arrangement: the chartered professional accountancy bodies and listed companies.  However, the Government does not intend to impose a levy as long as the FRC’s current funding arrangements work effectively.  

New requirements for independent audit standard setting, monitoring and discipline

How have the RSBs’ regulatory responsibilities changed?

Under the Companies Act 1989, the RSBs have primary responsibility for the regulation of auditors registered with them.  The Act requires certain regulatory activities to be carried out independently of the RSBs, which are then responsible for ensuring that the auditors they register comply with these requirements.  

The regulatory activities which must be carried out independently are: 

· the setting of technical audit standards and standards relating to integrity and independence of auditors; 

· the monitoring of audits of public interest companies; and 

· the investigation and discipline of public interest cases involving auditors.  

What do the RSBs have to do to comply with the new requirements?

The RSBs have to participate in standard setting, monitoring and disciplinary arrangements that meet the criteria for independence set out in section 2 of the Act.   

While the Act does not require the RSBs to sign up to specific arrangements, we anticipate that they will follow the arrangements set up under the Financial Reporting Council – for standard setting, the Auditing Practices Board; for monitoring, the Audit Inspection Unit of the Professional Oversight Board for Accountancy; and for discipline, the Accountancy Investigation and Discipline Board (AIDB).  

What are the RSBs prevented from doing?

The RSBs are not able to be directly involved in carrying out the standard setting, monitoring and disciplinary functions.  For example, they are not able to determine what will be in a particular audit standard or hold disciplinary hearings against auditors where the case is a public interest one.  

The RSBs are also not able to be involved in the appointment or selection of those who carry out those functions.  

What are the RSBs allowed to do?

Although the RSBs will not be involved in the actual performance of the standard setting, monitoring and disciplinary functions, they may undertake associated functions.  For example, the RSBs may:

· comment on draft auditing standards; 

· provide information to e.g. inform a risk assessment by the independent monitoring arrangements; and 

· refer cases to the independent disciplinary arrangements for investigation with a view to disciplinary action, or provide relevant information.  

The RSBs will also be able to provide secondees to the independent arrangements.  However, any decisions on whether a secondee should be used (and on the selection of a secondee) must be made by those operating the arrangements, and not by the RSB.     

Who decides whether particular independent arrangements meet the criteria in the Act?

It is for the person responsible for decisions on recognition of supervisory bodies to decide whether the RSBs meet all their statutory requirements, including the new requirements in sections 1 and 2 of the Act.  

At present, the responsibility for taking these decisions rests with the Secretary of State.  However, the Department intends to delegate these functions to the Professional Oversight Board for Accountancy (POBA) of the Financial Reporting Council as soon as Parliamentary time permits.  Further guidance about the delegation of these functions can be found later in this part.

Which audits fall within the scope of the independent monitoring arrangements?  What constitutes a public interest case for the purpose of the independent disciplinary provisions?

The Act defines the scope of independent monitoring and disciplinary arrangements as (a minimum):

· audits of listed companies and any other company in whose financial condition there is a major public interest; and 

· cases involving matters that raise important issues affecting the public interest,  

respectively.

Following delegation to the POBA of the Secretary of State’s statutory functions in relation to auditors, it will be for the POBA to determine whether particular monitoring or disciplinary arrangements satisfy the requirements of the Act.  

On 22 March 2005, the POBA published the scope of the independent monitoring requirements for 2005/206.  Further details can be found at: http://www.frc.org.uk/poba/publications/
In addition, the AIDB will develop guidelines on criteria to be taken into account when deciding whether a particular case falls within the AIDB’s remit.  These guidelines will also be made publicly available on the FRC’s website.

While the Act refers only to the independent monitoring of companies, it is anticipated that the work of the POBA’s Audit Inspection Unit will also extend to other unincorporated entities in whose financial condition there is a major public interest.  
Delegation of the Secretary of State’s statutory functions in relation to auditors 

What will be the effect of delegation?

Following delegation, the POBA will have responsibility for exercising the Secretary of State’s statutory functions in Part 2 of the Companies Act 1989.

The main statutory functions which will be delegated are:

· granting, refusing and revoking recognition of an accountancy body as a recognised supervisory body;

· granting, refusing and revoking recognition of an accountancy body as providing a recognised professional qualification; and

· approving, and withdrawing approval of, overseas audit qualifications.

The POBA will, on a regular basis, assess whether the RSBs’ and RQBs’ systems for regulating their members meet the statutory requirements and monitor compliance with these systems.

What functions aren’t being delegated?

The only functions in Part 2 of the Companies Act 1989 that will not be delegated to the POBA are the power to delegate the functions (section 46) and the power to make consequential changes to legislation (sections 50 and 51).  It will therefore not be possible for the POBA to further delegate the statutory functions to someone else. 

What will be the Secretary of State’s role?

The Secretary of State will retain overall responsibility for the regulation of auditors.  The POBA will be required to report to the Secretary of State each year on the exercise of the delegated functions and this report will be laid before Parliament.  

The POBA will exercise a number of functions concurrently with the Secretary of State: 

· requiring an RSB or RQB to provide information; and  

· directing an RSB or RQB to take action (or refrain from taking action) in order to comply with an international obligation. 

The POBA will only be able to refuse to approve an overseas qualification, or withdraw approval, on the grounds of lack of reciprocity with the consent of the Secretary of State.

What power will the POBA have to make its own regulations? 

The POBA will be able to make regulations to:

· set out connections that would make a person ineligible as an auditor on grounds of lack of independence;

· require a register of auditors to be kept; and 

· require the recognised supervisory bodies to make certain information about audit firms available.  

The POBA will be required to consult on any regulations it proposes to make (unless to do so would be prejudicial to the public interest).   

What about applications outstanding at the time of delegation?

Any outstanding applications when the delegation order comes into force will be carried on and completed by the POBA. 

Why didn’t you delegate at 6 April 2005, as originally planned?

A delegation order must be debated by both Houses of Parliament before it can come into force.  Unfortunately, due to the amount of Parliamentary business, there was insufficient time for the order to be debated in that Parliamentary session.  The Department intends to re-lay the delegation order for debate once Parliament returns following the General Election in May 2005.

Part 3
How does the Act affect auditors?

This part of the guidance has been written for auditors.  It covers the following:

· new requirements for independent audit standard setting, monitoring and disciplinary procedures, inserted by sections 1 and 2 of the Act; 

· new rights to obtain information and explanations under section 8 of the Act; and

· new rights of the Financial Reporting Review Panel under section 12 (and section 15) to require document, information and explanations from auditors.

The requirements on auditors in respect of the Operating and Financial Review (section 13 of the Act and the associated secondary legislation) are covered in separate guidance.  This guidance can be found at: http://www.dti.gov.uk/cld/financialreview.htm
Requirements for independent standard setting, monitoring and discipline (sections 1 and 2 of the Act)

What do sections 1 and 2 of the Act mean for auditors?

Sections 1 and 2 of the Act impose new requirements on recognised supervisory bodies (RSBs) rather than directly on auditors.    

RSBs will, under the Act, need to require their registered auditors to comply with independent standards, monitoring and disciplinary processes.  In practice, we anticipate that these will be the Auditing Practices Board’s standards; the Audit Inspection Unit of the Professional Oversight Board for Accountancy (monitoring); and the Accountancy Investigation and Discipline Board (discipline).  

Will auditors falling within the scope of the new independent monitoring arrangements get two separate monitoring visits - from their supervisory body and from the independent FRC Audit Inspection Unit?

Where an audit firm will be subject to monitoring by both the RSB and the Audit Inspection Unit, these organisations will work together by making joint monitoring visits where possible and in minimising any duplication.  

How will public interest disciplinary cases be conducted?  Will hearings follow a standard format? 

The Accountancy Investigation and Discipline Board’s Regulations set out how disciplinary hearings will be conducted.  They have been agreed with the participating accountancy bodies and are publicly available on the FRC’s website (http://www.frc.org.uk/aidb/publications/).

They provide that disciplinary hearings will be conducted in public and defendants will have an opportunity to present their own evidence, cross-examine witnesses and test the evidence against them.

New rights to information (section 8 of the Act)

Who will be required to give information to auditors?

Auditors may require the following persons to provide information and explanations:

· An officer or employee of the company;

· A person holding or accountable for any of the company’s books, accounts or vouchers;

· A subsidiary company incorporated in Great Britain (and any officer, employee, or person holding or accountable for any of the subsidiary’s books, accounts or vouchers).

If someone fell within one of the above categories at the time to which the information or explanations relate, the requirement will apply to them even if they no longer fall within one of the categories, for example because they are no longer employed by the company. 

How can an auditor enforce this requirement?

An auditor is likely to be able to apply to court for an injunction to enforce any of their rights to information and explanations.  In addition, non-compliance with a requirement to provide information and explanations is a criminal offence.  

Will auditors be able to require the production of legally privileged information? 

No.  Section 8 makes it explicit that persons cannot be compelled to provide information for which legal professional privilege could be claimed.  A framework to enable auditors to confirm contingent liabilities arising from pending legal matters is contained in guidance issued by the Institute of Chartered Accountants in England and Wales (in consultation with the Law Society).  Auditors should continue to follow the ICAEW’s guidance on this matter. 

It would also be open to persons to waive their right to legal professional privilege and disclose the information to the auditor.     

Can auditors make general, non-specific enquiries of companies’ legal advisers?  

There is no reason for auditors to change their existing approach in requesting information from a company’s legal advisers.  In seeking confirmation from legal advisers about the information the company has given them, auditors should continue to follow the form of wording for enquiries that has been issued by the ICAEW.  

Financial Reporting Review Panel rights to information

What obligations will auditors have towards the FRRP?

The FRRP can require auditors, or former auditors, to produce documents, or to provide information and explanations.

When will the FRRP make requirements of auditors?

The FRRP’s remit in relation to accounting requirements under the Companies Act 1985 is, in practice, limited by agreement with the Department of Trade and Industry to public companies and large private companies.    

From 6 April 2005, the FRRP has also been appointed to check that the accounting information in the annual and interim reports of the following issuers complies with the accounting requirements of the listing rules:

· UK bodies corporate (whether or not incorporated under the Companies Acts); and

· overseas bodies corporate with a UK primary listing of their equity securities.

The FRRP may require information if it thinks that the accounts or reports do not comply with the requirements of the Companies Act 1985 or the accounting requirements of the listing rules.

How will this requirement be enforced?

If an auditor refuses to comply with a request for documents, information or explanations, the FRRP can apply to court for an appropriate order.  

Part 4
How does the Act affect companies?

This part of the guidance has been written for companies.   It covers the following:

· a new gateway, allowing the Inland Revenue to pass information about accounts to the Financial Reporting Review Panel (FRRP) (section 11 of the Act); 

· new FRRP powers to obtain information when investigating defective accounts (section 12 of the Act); 

· the extension of the FRRP’s role to cover periodic reports of listed issuers (section 14 of the Act); and

· new requirements to disclose non-audit services provided by auditors (section 7 of the Act).

The requirements on companies in respect of the Operating and Financial Review (section 13 of the Act and the associated secondary legislation) are covered in separate guidance.  This guidance can be found at: http://www.dti.gov.uk/cld/financialreview.htm
Section 9 of the Act introduces a new requirement that the directors’ report must contain a statement regarding disclosure of information to auditors.  This applies to all companies that have a statutory audit (whether required or not) and applies to reports relating to financial years beginning 1 April 2005.  Further guidance on the directors’ statement can be found in the part on directors below.  

Section 17 of the Act gives the Secretary of State the power to make regulations imposing a levy to fund the costs of the Financial Reporting Council (FRC).  In the event that a levy was considered to be necessary, it would be imposed on the bodies that already contribute to the FRC’s voluntary funding arrangement: listed companies and the chartered professional accountancy bodies.  However, the Government does not intend to impose a levy as long as the FRC’s current funding arrangements work effectively.  

Disclosure of information by the Inland Revenue to the FRRP

What will the Inland Revenue disclose to the FRRP?

Accountants employed by the Inland Revenue review the accounts of UK companies and groups for corporation tax purposes.  As part of this process, they take a view on whether the accounts comply with UK Generally Accepted Accounting Practice (GAAP).  Where the Revenue concludes that the accounts may not comply with UK GAAP, they will be able to disclose this to the FRRP.  However, they are not required to do so.  The Revenue has indicated that in practice it would enter into a dialogue with the company before making any disclosure. 

What will the FRRP do with this information?

The FRRP will consider the Revenue information and take a decision whether to investigate the financial statements further.  The FRRP will contact the company if it decides to proceed.  Any further enquiries will be conducted by the FRRP itself using its own information-gathering powers where necessary.  The FRRP’s operating procedures can be found on the FRC’s website at: http://www.frc.org.uk/frrp/press/pub0771.html
What can the FRRP use this information for?

The FRRP can only use information passed from the Inland Revenue to:

· establish whether there are grounds for applying to court for an order requiring the directors to revise the company’s defective accounts; and 

· determine whether or not to make an application. 

If an application is made, the information can also be used in court proceedings.

Can the FRRP pass this information on to others?

The information may only be passed on to either the person to whom it relates (i.e. the company itself), or in connection with court proceedings.  It is a criminal offence to pass the information to anyone else.

Which companies will potentially fall within the scope of the gateway? 

The FRRP’s remit in relation to accounting requirements under the Companies Act 1985 is limited, by agreement with the Department, to public companies and large private companies.  The Inland Revenue will not, therefore, disclose confidential information about small and medium-sized private companies (unless the company is part of a group which does not qualify as small or medium sized).

The gateway also extends to the FRRP’s new functions of checking that the accounting information in the annual and interim reports of the following issuers complies with the accounting requirements of the listing rules:

· UK bodies corporate (whether or not incorporated under the Companies Acts); and

· overseas bodies corporate with a UK primary listing of their equity securities.

New FRRP powers to obtain information in relation to the investigation of defective accounts 
When can the FRRP use these powers?

The FRRP can use its new powers to obtain information where it appears to the FRRP that there is a question whether a company’s annual accounts comply with the requirements of the Companies Act 1985.

Who will be required to provide information to the FRRP?

The Act allows the FRRP to require the following people to produce documents, or provide information and explanations:

· the company;

· any officer, employee or auditor of the company;

· anyone who was an officer, employee or auditor of the company at the time to which the document or information required relates.

How will these powers be enforced?

If a person refuses to comply, the FRRP can apply to the court for an appropriate order.  

Extension of the role of the FRRP 

Who falls under the FRRP’s expanded remit?

The FRRP’s new remit extends to the following issuers who are admitted to trade on a regulated market in the UK:  

· UK bodies corporate (whether or not incorporated under the Companies Acts); and

· overseas bodies corporate with a UK primary listing of their equity securities.

What are the FRRP able to look at?

The FRRP will keep under review periodic accounts and reports produced by issuers which are required to comply with any accounting requirements under listing rules.  Essentially, this means reviews of the interim and annual accounts of these entities.  

What powers will the FRRP have?

The FRRP also has the power to require disclosure of information and documents from issuers and auditors, and will be able to receive relevant information from the Inland Revenue in respect of its expanded remit.

What will the FRRP do with the information it has?

The FRRP will keep under review the compliance of periodic accounts and reports produced under the Listing Rules with the accounting requirements of those Rules.  It will report its conclusions to the Financial Services Authority.

What is the role of the Financial Services Authority (FSA)?

The FSA retains responsibility for enforcing the listing rules.  

It will be for the FSA to decide on any corrective or punitive action following a report from the FRRP.  There are a range of sanctions available to the FSA under the Financial Services and Markets Act 2000.

The FSA’s Handbook of Rules and Guidance (which can be found on the  FSA’s website at: http://www.fsa.gov.uk/) contains guidance on the FSA’s  powers in relation to breaches of the listing rules and sets out the criteria for applying various sanctions.  

How will the relationship between the FRRP and the FSA work in practice? 

The Supervision of Accounts and Reports (Prescribed Body) Order 2005 [S.I. 2005/715] sets out the legal parameters of the FRRP’s scope.  In addition, a Memorandum of Understanding has been agreed between the FRRP and the FSA which covers their respective roles and responsibilities in this area.  This Memorandum of Understanding can be found on the FRC’s website at: http://www.frc.org.uk/frrp/press/pub0771.html
Will the FRRP be able to review prospectuses and preliminary announcements?

No.  The FSA will retain responsibility for reviewing prospectuses and preliminary announcements.

Disclosure of non-audit services provided by auditors 

The proposed disclosure requirements have been set out in more detail in a consultation document issued in November 2004, which can be found at http://www.dti.gov.uk/cld/pdfs/8323_Consultation_Paper.pdf.  This guidance will be updated once the regulations setting out the requirements have been made.  

It is our aim that the disclosure requirements should apply to accounts in respect of financial years beginning 1 October 2005.  The Department will work with the Institute of Chartered Accountants in England & Wales to update the compliance guidance that the ICAEW issued in 2003.  This  guidance (“Tech 24/03 – disclosure of the nature and cost of services provided by auditors”) can be found on the ICAEW’s website at:  http://www.icaew.co.uk/. 

Will all companies will be required to make detailed disclosure of non-audit services?

No.  Companies qualifying as small and medium-sized enterprises (SMEs) will be exempt from the new requirements.  All other companies will be required to make more detailed disclosure of non-audit services.  Audited SMEs will, however, have to continue to disclose the fees paid to their auditors.

What will companies be required to disclose?

The draft regulations will be subject to consultation.  As currently drafted, they break down the services to be disclosed into the following categories:

·  The auditing of accounts of associates of the company pursuant to legislation (including that of countries and territories outside Great Britain).

·  Other services supplied pursuant to such legislation.

·  Other services relating to taxation.

·  Services relating to information technology.

·  Internal audit services. 

·  Valuation and actuarial services.

·  Services relating to litigation.

·  Services relating to recruitment and remuneration.

·  Services relating to corporate finance transactions entered into or proposed to be entered into by or on behalf of the company or any of its associates.

·  All other services.

Part 5
How does the Act affect directors?

This part of the guidance has been written for directors.  It provides details of a new statement in the directors’ report about the disclosure of information by directors to auditors (section 9 of the Act).  Further guidance on how the new requirements affect companies can be found in Part 4 above.

When will the new requirement come into force?

Directors will be required to make the new statement in directors’ reports covering financial years beginning on or after 1 April 2005. 

Will a director have to ensure that other directors have disclosed relevant information to auditors?

No.  The statement relates to the case of each director.  

The statement concerns each individual director’s awareness of relevant audit information and the taking of steps by each director, as are required by his or her duty as a director, to ascertain such information.    

Will a director be criminally liable if another director is not telling the truth?

Where a statement turns out to be false because another director was aware of information that the auditors did not know about, an individual director who was neither aware of this fact nor reckless about it would not be committing a criminal offence.  

An individual director would only be criminally liable if:

· he was either aware that the statement was false, or was reckless as to whether it was false; and

· he did not take all reasonable steps to prevent the report being published.  

What does “taking all reasonable steps” mean?

It depends upon the circumstances of the individual case.

For example, a director would probably not be considered to have taken reasonable steps if he or she failed to vote against approval of the report.  On the other hand, simply voting against approval of the report would probably not be enough in all cases.  

If a director was aware of specific information that had not been disclosed to the auditor, “reasonable steps” would probably include making the other directors aware of that information.  

Will a part time non-executive director be expected to know as much about the financial position of the company as, say, the full time finance director?

All company directors (whether executive or non-executive, part time or full time, with a business background or not) are expected to carry out their roles with a basic level of care, skill and diligence.  This is a matter of common law, and the Act does not change that position.

There are two elements to this existing common law duty.  The first is a basic duty that applies to every director, whatever his position.  That duty may be greater in extent if the director carries out particular functions, such as the functions of a finance director.  In all cases, the duty is an objective one – what is expected of someone in that position.  

The second element is a subjective one, taking account of the director’s personal knowledge, skill and experience, which can increase – but not reduce – the extent of the directors’ duty.  So, for example, a full time finance director, or a part time non-executive director who is also the finance director of a FTSE 350 company, would be required to bring to bear his actual knowledge, skill and experience.   
Part 6
How does the Act affect employees?

This part of the guidance has been written for employees.  The Act requires employees to provide information and explanation to auditors (under section 8 of the Act) and to the Financial Reporting Review Panel (under section 12 of the Act).

Auditors’ rights to information 

What does the Act require employees to do?

Employees are required to provide an auditor with information or explanations that the auditor needs to carry out his job.

It is a criminal offence either:

· to fail to provide information or explanations when required to do so; or 

· to knowingly or recklessly provide information that is false in a significant manner.  

Will all employees will be affected?

The requirement covers any employee who is asked for information by auditors.  This will mostly affect those employees who are involved in the preparation of the company’s accounts, but it is not necessarily limited to them.  For example, an auditor may request information from an employee who is responsible for the company’s stocks, internal auditors or senior operating personnel. 

The requirement also applies to employees of subsidiary companies incorporated in Great Britain who are asked to provide information or explanations by the auditor of the parent company.  

The Act also covers ex-employees who worked in the company during the period to which the audit relates.

Will an employee commit a criminal offence if he or she doesn’t provide the information?  What happens if he or she provides information that turns out to be wrong?

An employee does not commit an offence simply by giving information that turns out to be false, or by failing to give the requested information.  

For an offence to be committed, the information must be false in a material particular, and the employee must either have known that the statement was false or was reckless as to whether it was false.  

It is a defence for an employee to show that it was not reasonably practicable to provide the information. 

Financial Reporting Review Panel rights to information

What obligations will employees have towards the FRRP?

The FRRP can require employees and ex-employees to produce documents, or to provide information and explanations.

When will the FRRP make requirements of employees?

The FRRP’s remit in relation to accounting requirements under the Companies Act 1985 is in practice limited by agreement with the Department of Trade and Industry to public companies and large private companies.    

From 6 April 2005, the FRRP has also been appointed to review periodic accounts and reports required by the Listing Rules of UK bodies corporate (whether or not incorporated under the Companies Acts) and overseas bodies corporate with a UK primary listing of their equity securities.

The FRRP may require information if it thinks that the accounts or reports in question do not comply with the requirements of the Companies Act 1985 or the accounting requirements of the listing rules.

How will this requirement be enforced?

If an employee refuses to comply with a request for information or explanations, the FRRP can apply to court for an appropriate order.  

Part 7
Background 

The provisions of the Act have to be seen in the context of both the regulatory structure for audit put in place by the Companies Act 1989 and the non-legislative strengthening of audit and accountancy regulation that has been undertaken since 2002.

The Secretary of State for Trade and Industry has overall responsibility for the regulation of audit.  However, the provision of audit qualifications and the registration and supervision of qualified auditors is carried out by the professional accountancy bodies that are statutorily recognised for these purposes.

Following a review of the UK’s regulatory structure for audit and accountancy after the corporate scandals of Enron and WorldCom in the United States, the Financial Reporting Council (FRC) has taken over responsibility for the regulation and oversight of certain aspects of audit and accountancy.  

Although the Act does not specifically name the FRC or its subsidiary boards, most of the regulatory activities set out in sections 1 – 18 will be carried out by them.  The areas of responsibility of the FRC’s boards in connection with the provisions of the Act and associated secondary legislation are set out below:







A summary of the associated secondary legislation that the Government has made/intends to make is shown in the following table:

	Description of regulations
	Made under
	Comes into force 

	Delegates the Secretary of State’s statutory functions in relation to auditors to the POBA

[S.I.2005/2337]
	Section 46 Companies Act 1989 (as amended by sections 3 – 5 of the Act) 
	5th September 2005



	Requires disclosure of non-audit services provided by auditors and related remuneration

[S.I. 2005/2417]
	Section 7 of the Act
	Financial years beginning on or after 1 October 2005



	Revokes authorisation of the FRRP Ltd and authorises the FRRP as a person to apply to court re defective accounts

[S.I.2005/699]


	Section 245C Companies Act 1985 (as amended by section 10 of the Act)
	6 April 2005

	New requirements for Operating & Financial Review 

[S.I. 2005/1011]
	Section 257 Companies Act 1985 (as amended by section 13 of the Act)
	Financial years beginning 1 April 2005  



	Specifies the ASB as the body to issue standards on the OFR 

[S.I. 2005/692]
	Section 257 Companies Act 1985 (as amended by section 13 of the Act)


	6 April 2005

	Appoints the FRRP as the body to monitor compliance with accounting requirements of listing rules by issuers of listed securities

[S.I. 2005/715]


	Section 14 of the Act
	6 April 2005



	Revokes authorisation of ASB Ltd and authorises ASB as a body to issue accounting standards

[S.I. 2005/697]


	Section 256 Companies Act 1985
	6 April 2005

	Revocation of fees relating to recognition orders and periodical fees for recognition of supervisory bodies.

[S.I. 2005/2243]
	Section 45

Companies Act 1989
	5th September 2005


Part 8
Further information

The Companies (Audit, Investigations and Community Enterprise) Act 2004

A copy of the Act itself and a copy of the Explanatory Notes, which give a more detailed explanation of the Act can be found at:  http://www.legislation.hmso.gov.uk/acts/acts2004/20040027.htm
More information about the Act, including Fact Sheets and Regulatory Impact Assessments can be found on the DTI’s website at:

http://www.dti.gov.uk/cld/companies_audit_etc_act/index.htm
A copy of the Statutory Instruments summarised in the table on page 24 can be found at:  http://www.legislation.hmso.gov.uk/stat.htm - 2005
The Financial Reporting Council (FRC)

The FRC is a unified, independent regulator which:

· sets, monitors and enforces accounting and auditing standards; 

· oversees the regulatory activities of the professional accountancy bodies, and regulates audit; and 

· promotes high standards of corporate governance.  

Further information on the work of the FRC and its boards can be found on the FRC’s website at:  http://www.frc.org.uk/
The Financial Services Authority (FSA)

The FSA is an independent body that regulates the financial services industry in the UK.  Further information on the work of the FSA can be found on the FSA’s website at:  http://www.fsa.gov.uk/
AIU





Audit Inspection Unit





Monitors audits of major public interest  companies








ASB





Accounting Standards Board





Sets accounting standards and standards in relation to the Operating and Financial Review








APB





Auditing Practices


Board





Sets technical audit standards and standards relating to auditor independence and objectivity





AIDB





Accountancy Investigation &


Discipline Board





Disciplinary scheme


for public interest cases involving auditors





POBA





Professional Oversight


Board for Accountancy





Delegated statutory powers in relation to auditors (principally decisions on recognition of RSBs and RQBs)











FRRP





Financial Reporting Review Panel





Enforces accounting


requirements of Companies Act 





Supervises periodic accounts and reports of issuers of listed securities





FRC 





Financial Reporting


Council








PAGE  
26

