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Abstract: During the past decade, Hgypt made significant efforts to align corporate financial reporting
requirements with the International Accounting Standards (IAS) and to close the “compliance gap™ in both accounting
and auditing practices. Consequently, important improvements have been achieved in accounting and disclosure
requirements for the publicly traded companies and financial institutions and in Egyptian Accounting Standards as
benchmarked against TAS. Moreover, a new Accounting Practice Law has been drafted and agreed upon by all
stakeholders, though not yet been ratified. Further improvements could be achieved by issuing a modemn legislative
framework that includes an appropriate regulatory framework for practicing auditors, addressing weaknesses in
professional education and training arrangements, introducing qualification examinations for auditor licensing, and
developing an enforcement mechanism to ensure compliance with applicable accounting and auditing standards.

Building on past reform, greater efforts are required to assure comprehensiveness and coordination among major
stakeholders. There 1s an urgent need to design and implement a comprehensive action plan for accountancy reform and
development. This report provides inputs for such an action plan. The Government of Egypt should consider
establishing an accounting and auditing oversight body, which would be charged with the oversight of the public
interest activities of practicing auditors, and the efficacy of the institutional framework for supporting high quality
financial reporting,

This report was prepared by a team from the World Bank on the basis of the findings from a diagnostic review
carried out in Egypt in May 2002. The information provided in this report was updated in December 2002. The team
comprised M. Zubaidur Rahman (OPCFM), and Samia Msadek and Hisham Waly (MNACS). The review was
conducted through a participatory process involving various stakeholders and led by the country authorities.
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I. INTRODUCTION

1. This report was based on a review of
accounting and auditing standards and practices
in Egypt. It forms part of the World Bank and the

International ~ Monetary  Fund (IMF) joint
mitiative on Reports on the Observance of
Standards and Codes (ROSC). The review

process involved an assessment of accounting
and auditing standards as designed and as
practiced, and analysis of effectiveness of the
mechanism for ensuring compliance with formal
standards. The review used a diagnostic template
developed by the World Bank to facilitate data
gathering by national specialists. This was
complemented by a due diligence exercise
conducted by World Bank staff.

2. Egypt has a history in the field of
financial management and accountability. During
the 1960s, with the movement toward economic
management  based on central planning,
nationalization, and rapid expansion of the public
sector, the Central Auditing Organization became
the governmental agency responsible for auditing
the public sector, including state-owned
companies. In the mid-1970s, the Egyptian
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government introduced an “open-door” policy
to liberalize the national economy; in 1991 the
government  launched a  comprehensive
Economic Reform and Structural Adjustment
Program supported by the World Bank and the
IMF. Egypt is aware that sustaining such a
program depends on the existence of a sound
financial regulatory framework, availability of
credible corporate information, and adoption of
internationally accepted accounting and auditing
standards. As part of these efforts, the Egyptian
Government launched several initiatives to
reform corporate financial reporting and
disclosure requirements, as well as accounting
and auditing standards and practices, but these
improvements have yet to be finalized.

II. INSTITUTIONAL FRAMEWORK

A. STATUTORY FRAMEWORK

3. The draft of a new Accounting
Practice Law has been under discussion for
about five years. The delay in finalizing a new
Accounting Practice Law has stalled efforts to
improve accounting and auditing practices.



Drafting the new law began about five years ago
under the sponsorship of the Ministry of Finance,

the Syndicate of Accountants in Egypt,land the
Egyptian Society for Accountants and Auditors.
Important features of the draft law include
introduction of a professional qualification
examination for accountants, recognition of audit
firms and individual auditors as providers of
statutory audit services, emphasis on coordination
among professional accountancy organizations
through the creation of a council for accounting
and auditing, and enhancement of auditors’
independence through a mechanism to resolve
disputes between auditors and corporations. The
drafi law lacks important elements that could
strengthen the auditing regulatory framework, for
example, the need for continuing professional
education. These deficiencies can be covered in
the law itself or in the executive regulation.

4. At present, the principal law governing
professional  accountants and  auditors,
particularly in the private sector, is
Accounting Practice Law 133/1931 and its
amendments, which are deemed outdated by
most practitioners. According to current law,
individuals  joining the public practice of
accounting and auditing must register with the
General Register (Registry) for the Accountants
and Auditors, which is maintained by the
Ministry of Finance and does not require a
qualifying examination for entry. The current law
provides a broad framework for bookkeeping and
financial reporting, and authorizes the Ministry of
Finance to develop a standardized chart of
accounts and detailed instructions on the
accounting treatments and reporting formats. The
legal approach, which was taken in the early
1950s for establishing a uniform accounting
system, constrained the development and
application of accounting standards that are
conducive to high-quality financial reporting in a
market economy.

5. The Company Law 159/1981 requires
all companies to prepare annual audited
financial statements. All companies registered
under the Company Law should maintain sound
accounting records and present annual audited

financial statements.2 According to the Company
Law, the annual general meeting of sharcholders
should monitor auditor performance, and appoint
a new auditor or renew the appointment of the
existing auditor. In the case of bank audits, the

Central Bank of Egypt monitors performance of
auditors and reviews auditor’s report and annual
financial statements prior to presentation at the
shareholders” general meeting. The Company
Law also requires the auditor to report the
following at the annual general meeting: (a) that
all data and explanations for satisfactory
fulfillment of duties have been obtained, (b) that
the company maintains satisfactory accounting
records, (c) that all relevant legal requirements
have been reflected in the accounts, (d) that the
financial statements provide a true and fair view
of the company’s financial condition and results
of operations, and (e) that the inventory has
been recorded in conformity with applicable
rules. The Company ILaw does not cover
accounting and auditing standards, but requires
that external audits should be conducted in
compliance with the Accounting Practice Law
133/1951. According to provisions of the
Company Law, the auditor or relatives of the
auditor must not be a founder, director,
permanent consultant, or employee of the
audited. However, there is no restriction on
shareholders being appointed as external auditor
of the company.

6. According to the Capital Market Law
95/1992, all listed companies are required to
follow FEgyptian Accounting Standards.
Originally the Capital Market Law required that
all listed companies prepare financial statements
in compliance with the International Accounting
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Standards (IAS). Ministerial Decree 503/1997

mandated the use of Egyptian Accounting

Standards by all enterprises regulated by the
4

Capital Market Authority.  However the
introductory paragraph of the Decree states that
in the absence of Egyptian Accounting

Standards, regarding any accounting .

A draft amendment to the Company Law,
which 1s under discussion, includes provisions
requiring all companies to observe the same
accounting standards as are applicable for
companies regulated by the Capital Market
Authority. Morcover, these provisions specify
‘ghe rights and duties of company auditors.

There are about 1,100 listed companies, of
which about 100 are actively traded companies.
For receiving tax benefits, about 900 companies
that are virtually closely held, got listed in the
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Stock Exchange, but their securities are hardly
traded.

! The Ministerial Decree 503/1997 was issued by
the Ministry of FEconomy and Foreign Trade,
which was the supervising Ministry of the Capital
Market Authority.

treatment, the requirements set by IAS will apply.
The Capital Market Law requires all listed
companies to file annual and semiannual audited
financial statements and quarterly financial
statements with the Capital Market Authority and
the Cairo and Alexandria Stock Exchange. The
quarterly financial statements require limited
review by auditors. The Capital Market Law also
requires listed companies to publish financial
statements in two widely circulated newspapers.
This requirement may be counterproductive and
unhelpful to users of financial information when
only summarized financial statements without
detailed notes are published in the newspaper.
The Capital Market Authority has recently
drafied a new Capital Market Law. This draft—
released for public comment—includes
provisions on various administrative sanctions
against violators of financial reporting and
disclosure requirements.

7. The new Listing Rules have introduced
enhanced administrative actions against those
issuers who do not comply with the reporting
requirements. The new Listing Rules approved
by the Capital Market Authority became effective
August 1, 2002. The rules aim to ensure timely
preparation and presentation of financial
statements and full compliance by the issuers

with accounting, auditing, and other legal
requirements. According to these rules, the
Capital Market Authority can impose an

administrative penalty of Egyptian Pounds (EGP)

5.0005 if the issuer failed to disclose information
that resulted in losses to investors. The penalty
could be doubled in case of recurrent
nondisclosure during the same year. If companies
do not file with the Capital Market Authority and
publish financial statements and other required
information on a timely basis, a fine of EGP 500
is imposed for a delay of up to five davs. For
further delay, an additional fine of EGP 100 per
day is imposed. In case of delay exceeding 30
days, the Stock Exchange is authorized to
consider delisting the company. According to the
new rules, all listed companies are required to
establish an Audit Committee with the objective
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of strengthening corporate
improving financial reporting.

8. The Banking Law requires all banks
to follow accounting and  auditing
requirements and guidelines set by the
Central Bank of Egypt. The Central Bank
issues guidelines to banks on financial reporting
and requires them to follow the FEgyptian
Accounting Standards. The Central Bank also
requires banks to file annual, semiannual, and
quarterly reports, including financial statements.
Regulations, which aim at ensuring audit
quality, state that two licensed auditors must
audit bank financial statements, and individual
auditors cannot sign audit reports for more than
two banks per year. According to the law, both
signatories are allowed to be partners of the
same audit firm.

9. Audit firms cannot be appointed
statutory auditors of companies. According to
Egypt’s current legislative framework, only
licensed individuals can act as auditors. In
practice, companies appoint individual partners
of audit firms so that in the case of a bad audit,
the audit firm cannot be held liable.

The Ministry of Foreign Trade, which
continues to issue accounting and auditing
requirements for all enterprises falling under the
regulatory framework of the Capital Market
Authority.

At the end of March 2003, EGP 5.6 equaled
US$1.00.

10. The Central Auditing Organization
is responsible for the audit of state-owned
enterprises. The Central Auditing Organization
Law 144/1988 governs the auditing of
government departments and agencies, public
sector enterprises, and companies in which
ownership interest of public investment is not
less than 25 percent. The Central Auditing
Organization submits its reports to the People’s
Assembly (Parliament), which remits them to
specialized committees for review. The Central
Auditing Organization has taken important steps
toward harmonization of public sector
accounting and auditing standards with the
internationally accepted standards. The capacity
of the Central Auditing Organization needs to
be strengthened to improve compliance with
internationally accepted public sector
accounting and auditing standards.

governance and



11. State-owned companies listed on the
Stock Exchange operate under the direct
guidance of the Ministry of Finance. The
Ministry provides circulars, sample budgets, and
forms of financial reporting. Through this
process, the Ministry monitors operating
performance, evaluates progress, and rationalizes
costs and inventory holdings of the state-owned
companies. Furthermore, the Ministry of Finance
and the Central Auditing Organization work
together to ensure that state-owned companies
comply  with  accounting and  auditing
requirements,

B. The Profession

12. The Egyptian Society of Accountants
and Auditors plays an important role in the
accountancy profession. However, it functions
like an elite body of accounting professionals.
The FEgyptian Society of Accountants and
Auditors (the Society) is an association of
chartered accountants that develops educational
and professional standards for its approximately
1,200 members. About 700 members are actively
involved in auditing practice. The Society is a
member of the International Federation of
Accountants (IFAC). However, the Society does
not function as a self-regulating body in line with
the recommendations of IFAC, as exemplified by
its lack of a disciplinary committee with power to
ensure its members comply with rules of
professional conduct. A Royal Charter in 1946
established the Egyptian Society of Accountants
and Auditors. It was given further statutory
recognition by the Ministerial Order No. 2280,
The Society is run by a board of directors and is
constituted under its own statutes. Members are
admitted when they meet one of the following
requirements: (a) membership in the Institute of
Chartered Accountants in England and Wales, or
another acceptable foreign professional body
(provided they pass the Society’s examinations
on Egyptian tax law and Egyptian company law),
(b) doctoral degree in accounting with three years
of experience in practice; (c¢) at least three years
of full-time work experience in the office of a
practicing Society member, and successful
completion  of  the Society’s  two-part
examination. (The first part, an intermediate
examination, is taken after one-and-a-half years;
and the second final part is taken at the end of
three years.)

13. According to existing law, the
Registration Committee for Accountants and
Auditors in the Ministry of Finance is
responsible for registering professional
accountants and auditors. The Registration
Committee has a list of more than 30,000
registered accountants who provide auditing
services. Registration rules stipulate that a
graduate with a bachelor’s degree and a major in
accounting may register as a trainee accountant.
Trainees qualify for first-level registration as
accountants after three vyears of professional
work in a practicing accountant’s office or

equiv.‘:llelrl‘[,6 which authorizes them to practice as
auditors of sole proprictorships and partnership
enterprises. After an additional five years of
employment experience, accountants apply to
the Registry for a final registration certificate,
which is the license to act as auditor of joint
stock  companies. Candidates for  final
registration certificates are not required to take
qualifying or competency examinations before
their names are listed in the Accountant
Registry. Candidates can also register directly
through membership in the Egyptian Society of
Accountants and Auditors, which also qualifies
them for a license to audit joint stock
companies. At present, many practicing
auditors, who are not members of the Egyptian
Society of Accountants and Auditors, lack
necessary professional competence for
providing high-quality auditing services.

14. There is no effective code of ethics
for professional accountants and auditors.
The code of ethics was developed for Egyptian
accountants in 1958 and the Syndicate’s Law
40/1972 discusses ethics violation criteria (such
as negligence or fraud). Many practicing
accountants and auditors have never reviewed
these requirements for practical implementation,
despite the fact that the Ministry of Finance and
the Syndicate have been making efforts to
increase awareness of legal requirements. The
audit practitioners are not required to follow any
modern code of ethics in line with IFAC Code
of Ethics for Professional Accountants. In
practice, there is little awareness among many
practicing auditors of international  best
practices concerning conflicts of interest and
auditor independence.
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C. Professional Education and Training

15. Professional standards for
accountants and auditors need to be improved
by raising the quality of public university
education and by introducing a professional
qualifications examination. Educational quality
suffers from lack of modern curricula and too few
teachers for too many students. The accounting
curriculum needs to be updated. Undergraduate-
level accounting and auditing courses focus on
clementary topics and application of standards,
but do not include international standards and
practices. Although many faculty members have
been educated in America and Europe, they lack

appropriate textbooks and educational materials
in international accounting and  auditing
standards. Outdated curricula and lack of

appropriate learning materials diminish student’s
knowledge of modern accounting and auditing,
Academic programs are not improving students’
critical thinking. Moreover, the teacher-student
ratio in accounting departments of large public
universities is about 1 to 1,000, which hinders
instructional quality and constrains essential
teacher-student communication. All these factors
contribute to deteriorating quality of accounting
programs in public university education. At the
post-graduate level, the quality of accounting
education is relatively better because the

’ The jobs that are deemed to be equivalent to
working in a practicing accountant’s office
include (a) Central Auditing Organization’s
auditor, (b) tax inspector, (¢) social insurance
mnspector, (d) Ministry of Finance staff dealing
with the preparation of financial statements or
budgets, (e) inspector in the Ministry of Foreign
Trade, (f) staff dealing with financial matters in
the Ministry of Tourism or other government
departments, and (g) financial controller working
for companies exceeding certain minimum-size
thresholds.

Curriculum includes international accounting and

auditing standards and encourages empirical
research.
16. Private universities offer quality

accounting education, but the best students
rarely join the public accounting profession in
Egypt. The American University in Cairo now
offers an accounting major within the business
administration  department.  This  program
combines American teaching systems with
Egyptian requirements. Its graduates become
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well-rounded accountants who are frequently
employed by multinational organizations.
However, with so few graduates, the program
has no impact on the national accounting

profession. Private umiversities now offer
English-language accounting programs using
internationally ~ comparable  curricula  and

English-language textbooks. But extremely high
tuition fees for private universities are
restrictive, giving access mostly to the
wealthiest students. A few public universities,
including Cairo University, have started an
English-language section in the accounting
department; but the few graduates are unlikely
to have significant impact in the public
accounting profession. Experience shows that
high-quality University graduates, especially
those  with  English-language  capability,
generally do not join the public accounting
profession in FEgypt, primarily because the
reward and remuneration structure in the
profession is not competitive.

17. The length of apprenticeship
required by law to qualify for registration
with the General Register for Accountants
and Auditors does not ensure proper or
adequate practical kmowledge to the auditor-
trainee. The registration requirement is
considered met if the applicant simply produces
a letter from an employer stating that the
applicant has worked for a practicing licensed
accountant or equivalent throughout the
stipulated apprenticeship period. The
application and the employer’s letter are not
subject to werification. Moreover, there is no
verification that the applicant has participated in
any actual audit assignment during the
apprenticeship period. The requirements for
licensing registration should be upgraded so that
trainee-auditors receive practical training only
from the authorized and capable audit firms who
can verity the work experience.

18. The knowledge gap of practicing
auditors is increased by the absence of any
requirement for continuing professional
education. The Accounting Practice Law does
not require licensed audit practitioners (i.e.,
certificate of registration with the General
Register) to undertake regular training or
continue their professional education. The
Egyptian Society of Accountants and Auditors,
which has established qualification examination



requirements, does not require continuing
education for members. International best
practice stipulates that every practicing auditor
should complete at least 30 hours of continuing
professional education per year to help keep pace
with new developments in  auditing and
accounting.

19. The Egyptian Society of Accountants
and Auditors has begun a learning initiative
for candidates taking Society examinations.
The Society Chairman expressed concern about
the inadequacy of academic training and lack of
knowledge of most accounting graduates in
Egvpt. In response, he announced that the Society
would organize training pr0g7rams for candidates

of Society examinations.  The  American
University of Cairo will offer training programs
covering the Society’s examination curriculum.
The textbooks will be prepared by the Society in
line with the learning materials developed by the
Association of Chartered Certified Accountants
in the United Kingdom. The upgraded textbooks,
coupled with quality teaching methodology raise
expectations that future professional accountants
and auditors will gain exposure to international
best practices. The limitations of this initiative
are that only a handful of elite members in the
Society will receive the quality training prior to
entry into the profession. The reality is that most
practicing accountants and auditors without
Society membership will not have access to the
training and will continue to lack appropriate
knowledge for supporting high-quality corporate
financial reporting. Efforts are needed to address
this 1ssue.

D. Setting Accounting and Auditing
Standards

20. Egyptian accounting and auditing
standards are developed by the profession,
discussed and adopted by a ministerial
committee, and issued by ministerial decrees.
In May 1997 the Ministry of Economy and

Foreign Trade—renamed the Ministry of Foreign *

478/1997,
Committee for

Trade—issued Ministerial Decree
establishing the  Permanent

Standards of Accounting and Auditimg.8 Although
official responsibility for setting accounting and
auditing standards rests with the Permanent
Committee, the Egyptian Society of Accountants
and Auditors in practice has the main
responsibility for  drafting accounting and
auditing standards. The Society’s standard-setting

committee selects international accounting and
auditing standards that are applicable to the
Egyptian situation. Once the committee selects
an international standard, it 1s translated into
local language and becomes the basis for
drafting an Egyptian standard that reflects
specific requirements under Egyptian laws and
regulations. The draft standard is submitted to
the Permanent Committee for discussion,
finalization, and adoption. The final version of
the standard is transmitted to the Ministry of
Foreign Trade for issuance by a ministerial
decree. The Ministerial Decree 503/1997 was
the first to introduce Egyptian Accounting
Standards. By end of May 2002, 22 Egyptian
Accounting Standards and 6 Egyptian Standards
on Auditing had been issued by ministerial
decrees. The 6 Egyptian Standards on Auditing
focus only on reporting issues and do not cover
other areas of International Standards on
Auditing (ISA). The current Egyptian Standards
on Auditing only addresses the presentation of
the final audit report, which may improve the
appearance of the final product without
necessarily improving the whole process of
auditing. However, preface to the FEgyptian
auditing standards prescribes that ISA should be
followed in the absence of Egyptian auditing
standards.

In the recent past, an insignificant number of
candidates  have passed the  Society’s
examinations; this i1s mainly attributed to lack of
textbooks and unavailability of review courses.
Following are results of recent examinations:
(November 2000) 76 candidates sat for the
intermediate examination of which 9 passed (11
percent) and 52 candidates sat for the final
examination of which 16 passed (30 percent);
(May 2001) 53 candidates sat for the
intermediate examination of which 11 passed
(20 percent) and 44 candidates sat for the final
examination of which 18 passed (41 percent).

The Permanent Committee is chaired by the
chairman of Capital Market Authority and
composed of nine members representing the
major accounting associations, the Central
Auditing Organization, the Capital Market
Authority, the Central Bank of Egypt, and the
General Authority of Free Trade and
Investment.
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E. Ensuring Compliance with Accounting
and Auditing Standards
21. Compliance with accounting and auditing
standards is constrained by lack of capacity
among those who prepare and audit financial
statements and by inadequate regulatory
enforcement mechanisms. Lack of knowledge
about the application of accounting standards and
the unavailability of implementation guidelines
on Egyptian and international standards constrain
the preparation of financial statements in
compliance with the applicable standards.
Existing regulations require that IAS be applied if
there are no relevant Egyptian Accounting
Standards. However, in practice, the up-to-date
IAS are not widely utilized in Egypt because
English versions are expensive and Arabic
translations are often outdated. Some firms,
which employ better-trained auditors, often serve
more clients than their capacity permits.
Overextending client capacity can result in
compromised quality control, which could lead to
noncompliance with accounting and auditing
standards. No effective regulatory mechanisms
exist for imposing sanctions on accountants and
auditors who fail to comply. Moreover, legal
provisions are vague about the civil or criminal
liabilities of parties responsible for supplying
misleading or incorrect information in audited

financial statements.

22. The Capital Market Authority reviewsl

annual financial statements presented by listed
companies. The main purpose of the review is to
ensure timely filing of financial statements. This
review uses a checklist that reinforces reporting
and disclosure requirements and that Thelps
monitor compliance with accounting and auditing
requirements in preparing financial statements.
With regard to compliance, it is the reviewers’
task to focus on whether companies and auditors
have resorted to accounting manipulations that
distort the company’s financial condition and
operating performance. Reviewers also check
whether audit reports that accompany financial
statements follow the reporting format prescribed
by Egyptian Standards on Auditing.

23. Recent reviews by the Capital Market
Authority reveal that many listed companies
have not complied  with  disclosure
requirements, and audit reports frequently
were mnot in compliance with required
reporting format. The Capital Market Authority
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issued letters that point out occurrences of
noncompliance to errant companies and
auditors. In response, violators assured the
Capital Market Authority that similar violations
will not be repeated. Existing regulations
specify that if a listed company violates
accounting and disclosure requirements, the
Capital Market Authority i1s empowered to
request that the company correct and redo
financial statements. If the company refuses, the
Capital Market Authority can enlist a third party
to redo the financial statements and the cost
must be borne by the company. Also, the
Capital Market Authority can suspend or cancel
stock market listings of violators. These extreme
measures cannot be taken frequently; moral
persuasion is more commonly used, but proven
ineffective to enforce standards, rules, and
regulations. At present no arrangement exists
for 1mposing fines, penalties, or similar
sanctions on the errant companies and auditors
of financial statements.

’ Although there are some legal provisions that
mention the liabilities of directors and auditors,
these seem to be unclear and, in practice, the
accountants and auditors do not face any real
liability if they wviolate the legally established
accounting and auditing standards. Egyptian
accountants and auditors were never sued for
their professional misconduct.

The Cairo and Alexandria Stock Exchange
has no power to ensure compliance with
financial reporting requirements by the listed
companies. The Stock Exchange has no
authority to regulate financial reporting by the
listed companies. A small team of well-trained
specialists of the Stock Exchange reviews the
financial statements of actively traded, listed
companies. Lacking the necessary authority for
enforcement, the Stock Exchange is powerless
to apply penalties for noncompliance or
incentives  for compliance with financial
reporting requirements.

25. The Central Bank of Egypt relies on bank
statutory auditors to ensure compliance with
accounting and disclosure requirements. No
mechanism exists at the Central Bank for
verifying ~ whether  general-purpose  bank
financial statements comply with accounting
and reporting standards. If, in the course of
monitoring  compliance  with  prudential
regulations and rules, bank examiners identify



departures from established accounting
requirements, steps are taken to correct such
departures. The banking supervision department
takes specific measures to enforce the accounting
and reporting requirements, including approval of
selection of the bank’s external auditors;
meetings  between  the auditor and  bank
supervisors prior to the audit; and subsequent
meetings with bank supervisors, representatives
of bank management, and the external auditor.
The external banking supervision department
reports any violations of established standards,
rules, regulations, and laws, but the Central Bank
does not mmpose any effective sanctions on
auditors who fail to comply with this
requirement.

26. The practices of public accountants and
auditors are self-regulated. Auditors frequently
issue financial statements and audit reports
without a quality assurance check by another
impartial reviewer within the auditing firm. Since
auditor performance is not subject to outside
review, even major audit firms lack incentives to
implement appropriate quality controls.
Anecdotal evidence revealed that the client of a
major Egyptian audit firm requested a
“compilation” of financial statements that they
mistakenly thought was an audit opinion. When
the client expressed dissatisfaction with the
completed work, the auditor charged an
additional fee to provide the client with an audit
report—but without having conducted any audit
procedures.

Audit firms have never been subjected to
lawsuits that resulted in fines or reprimands by
any regulatory body. Many audit firms satisfy
client needs by circumventing rules of

professional conduct.  Therefore, improved
quality and credibility will require independent
practice reviews.

27. The process of hiring and firing the
auditors influences the quality of audit.
Although shareholders have the authority to
appoint, remove, and set levels of auditor
remuneration, in practice it is a company’s top
management that controls these decisions.
Indeed, research for this ROSC report did not

uncover any instance in which shareholders
have rejected proposals by management
concerning  auditor  hiring, firing, and

remuneration. This practice exerts considerable
pressure on auditors to abide by the wishes of
top management. In some cases, external
auditors have been fired for challenging
financial  wrregularities  for  which  top

management appeared to be responsible.
10
In the past, accounting scandals were

associated with serious financial difficulties in
some banks and other corporate entities. In
those cases, company directors and officers
were sent to prison, but the auditors were
neither investigated nor sanctioned by any
regulatory or professional body.
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