SUMMARY OF CONFERENCE
“THE GREEN PAPER - THE FUTURE OF THE AUDIT MARKET”
held by:
The Polish Economic Society
in cooperation with
the National Chamber of Statutory Auditors
and the Accountants Association in Poland
on 7 February 2011

A conference entitled “The Green Paper — the Futdirthe Audit Market” held by the Polish

Economic Society (PTE) in cooperation with the Nasl Chamber of Statutory Auditors

(NCSA) and the Accountants Association in PolandRAtook place on 7 February 2011 at the

headquarters of the PTE National Board. Its primasjective was to present and discuss the

main issues related to:

 the role of statutory auditors in the modern ecopom

« the challenges facing statutory auditors,

« the development of and prospects for the audit etarkPoland

« the proposals and suggestions concerning changagditing methodology and the operation
of audit firms set forth in the European Commis&oGreen Paper of 13 October 2010
(“Green Paper. Audit Policy: Lessons from the Gtisi

Along with members of PTE, NCSA and AAP, the coaefere was attended by a number of
Ministry of Finance officials, including Undersetagy of State Wiestaw Szczuka and Director of
the Accounting Department Joanna Dadacz, to nasteajdew, as well as by many statutory

auditors and accountants.

Opening remarks were made by:
- Prof. Ekbieta Myczynska, President of the Polish Economic Society,



Prof. Zbigniew Messner, President of the Main Boafdthe Accountants Association in
Poland,
Adam Kesik, President of the National Council of Statutéwyditors.

The conference moderators were: Prof. Anna Kaska (Warsaw School of Economics) and
Prof. Gertrud&widerska (The National Chamber of Statutory Audijor

Conference agenda (speeches in order of presemtatio

“Poland’s Position on the Questions Put Forth ie threen Paper as Presented by the
Ministry of Finance” — Wiestaw Szczuka, Underseargof State, Ministry of Finance,

“The Professional Role and Tasks of Statutory Awditin the Light of the Green Paper
Recommendations” — AdameKik, President of the National Council of Statutéxyditors,
“The Accounting Enigma- Global Risk” — Prof. Ebieta Myczynska, President of PTE
“Trends in Accounting and the Responsibilities afditors” — Prof. Jerzy Gierusz, Member
of the Scientific Council , AAP,

“Current Threats to Accounting Supervision in Caogie Groups” — Leszek Dubicki,
independent audit expert,

“The Green Paper — Audit Policy on Small and Mediknterprises (SMESs)” - Krzysztof
Burnos, National Council of Statutory Auditors, Mieen of the Commission for International
Cooperation,

“Ramifications of the Solutions Recommended in @reen Paper for Small Audit Firms” —

Agnieszka Tyczgska, Finans-Servis, Finance and Accounting Conssita

The document entitled “Green Paper. Audit Policgsséons from the Crisis”, published by the

European Commission on 13 October 2010 is regaéé an important step towards a world-

wide discussion on the future of the audit market the role which auditors should play in the

global economy.

The publication of the European Commission’s doquimeas motivated by the recent economic

crisis and the fact that many financial institus@and companies which were badly affected at the



initial phase of the crisis had been given unqgigglifiudit reports, which means that the auditors
reported no imminent threats to their busiressvity.

Thus, the following questions arise:
« Do the role and the scope of audit of financialesteents meet the stakeholders’ needs?
« Why do auditing services fail to fit the stakeho&lexpectations?

« Can thestatus quo be improved and how?

The conference participants agreedut with the opinion presented in the “Green P&phat
along with corporate governance, audit of finangttements should be the primary factor

contributing to the financial stability of compasie

Actually, the relationship between corporate suiséya / governance and the quality of auditing
financial statements is very close as in the aleseolc systematic cooperation between
supervisory bodies and statutory auditors, andawitla mutual understanding on the objectives
and manner of operation of corporate supervisioth statutory auditors, it is impossible to

rationally evaluate the auditor's worsr put it to effective use. Thus, the independence,
competence and commitment of the members of coragasiipervisory bodies, and especially
supervisory boards, seems to be the key to theepropderstanding of the role of statutory
auditors in the process of supervising the accoamdisfinances of companies and a critical factor

in guaranteeing auditors’ independence.

Consequently, should the quality of corporate goaece, and in particular that of audit
committees within supervisory boards, not impra¥e, position of auditors is not likely to be
strengthened. Insufficient qualifications of the mieers of corporate governance bodies are
manifested in a worrying, persistent tendency tluce fees for auditing financial statements and
to impose tighter deadlines, while expecting betesults. Given the above, any consulting
services provided by the auditors to the auditetities» enhance their economic efficiency,
enabling them to employ properly qualified expaéntsrder to meet their auditing obligations. At

the same time, a number of conference participaxpsessed the opinion that such non-audit



services tend to be perceived as undermining tlibtas’ independence and are gradually

eliminated by corporate governance and market sictor

An intensely debated subject was the independeh@uditors, which involves two primary

guestions:

« Given the weaknesses of corporate governance lg&aliower fees of auditors and to shorter
project time frames, can one rely on a system whereaudited entities appoint and pay the
auditors, and determine audit dates?

« Do increased restrictions on non-audit services tha be provided by the auditors to the
audited entities result in less efficient use of #uditors’ work and considerably lower

benefits arising from the audit?

These questions were found critical to defining itheependence of auditors in relation to the
audited entities. While a dramatic change in thexmea of appointment and remuneration of
auditors seems unlikely at present, alternativeitsmis in this respect should be considered. It
was generally accepted that improved quality ofpocate governance should strengthen the
auditors’ position and independence. Corporate rsigmes should carefully consider the

possibility that auditors may be best positionegéoform some non-audit consulting services.
This would ensure the efficient use of trauditors’ work without undermining their

independence.

Another topic under discussion was the scope andnaraof application of the International

Standards on Auditing (ISAs). While the ISAs ared&ly accepted for auditing large

corporations and business groups, their applicatibim respect to small and medium enterprises
(SMEs) raises doubts. It is deemed necessary tostadphe ISAs to the scale of SMEs.

Furthermore, the risk of disproportionate audiateti administrative burden on small and
medium audit firms was identified. Thus it is nesggy to maintain proportionality of regulations

concerning the oversight over audit companies, ittdependence of auditors and audit
companies, and the application of auditing starglavith regard to strategic companies versus
SMEs.



Some voices were critical not so much of the walitats examine financial statements as of the

usefulness, clarity and reliability of the finarlc&atements and accounting principles based on

the International Financial Reporting Standard® @l Particular areas of concern include:

« increasingly complicated accounting principles,

« valuation of balance sheet items based on diffimuiterify estimates which take into account
a number of future factors

« valuation based on fair value estimated by exteapplraisers with reference to market prices
or comparative approaches.

This raises worries that

« the choice of the method and manner of valuatingnzea sheet items is based on increasingly
unreliable foundations which may crumble in the wadf market changes such as an
economic downturn,

- the information that explanatory notes to financthtements provide is becoming less

comprehensible to the stakeholders.

Thus, it may be advisable to recourse to more cwatee principles for balance sheet valuation
under the IFRSs, while explanatory notes would ®some examples of alternative methods

of valuation and the rationale behind them

Furthermore, the discussants pointed to some wayrghanges in the organization of accounting
departments in business groups, and particularRaish subsidiaries of international holdings.
Frequently, centralized accounting and the estaient of Shared Services Centers (SSCs)
detracts from the quality of accounting reportsafporate groups due to the elimination of local
decision-making and supervisory positions (such chgef financial officers and chief
accountants), while supervision provided by SSCastwut to be inadequate. There is much
evidence that while this results in the subsidgrieceiving close supervision from the
corporations’ headquarters overeir finances (costs, margins, financial liquiglitthe risk of
failing to comply with the local tax regulationsshascalated. This situation may additionally

impede auditing procedures in corporate groupstlaeid subsidiaries.



Controversy surrounds the “European Passports tioitérs”. While national (local) auditors are

believed to face up to this challenge, there asgesf¢hat they will no longer be in a position to
audit local subsidiaries of foreign corporations.gconomies where direct foreign investment
plays a crucial role this would change fundamewnttde nature of auditing of many companies

with significant regional or even national importan

Another controversial subject is giving supportsioall and medium audit firms in order to
provide companies with a better choice of non-BagiFauditing companies. Obviously, this is a
guestion on which small and medium audit firms #relBig Four firms take different stands, as
the latter emphasize that the prevalence of thé®Big in the Polish market is much smaller than
in Western European countries. Still, small and iomadaudit firms are vitally interested in the
implementation of some ideas included in the “Greaper” as they may offer new opportunities

for development.

What is noteworthy, all speakers emphasized thgtotate supervisory bodies should gain a
greater understanding of the role of auditors. & $ame time, improved cooperation between
supervisory boards (and their audit committees) auditors is crucial for the future of auditors
and auditing firms. Auditors expect that closer pa@tion would strengthen their role and
independence, and reverse the downward trend inrreration which may harm the quality of

audit services
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