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FAQs
APB ethical standards – Auditor rotation

The APB guidance is not issued by ACCA and there is currently no "case precedent" to endorse the positions outlined below. Whilst we make every effort to ensure that this content reflects the most up-to-date position members should always refer to the current on-line version of the APB guidance found on the website of the Financial Reporting Council before acting.

Please select the question to view the response. 

· What are the rules on auditor rotation? 
· I am a sole practitioner what are the audit rotation rules for me?
· When does the clock start ticking in terms of auditor rotation for an audit engagement partner?
· I have heard that an audit engagement partner can now act for 7 years for a listed company client. Is this the case?
What are the rules on auditor rotation?

The guidance on auditor rotation is set out in the revised October 2009 APB Ethical Standard – ‘Long Association with the Audit Engagement’.  

In general terms a long association with an audit client has always been recognised as a potential threat to the independence and objectivity of the auditor. In some circumstances this threat can be managed by putting in place appropriate safeguards but in other cases it would be inappropriate for the auditors to continue the audit engagement. It is therefore important to have in place policies and procedures to monitor the period that audit engagement partners and other staff are part of the engagement team for each audit. 

What action is taken will depend on the role of the individual in the team, the proportion of their time spent on the audit client, the length of time associated with the audit engagement and the type of client. Potential safeguards include rotation, additional independent partner review or external quality reviews. 

In relation to listed company clients there are detailed specific prohibitions (paragraphs 12-22) on different personnel acting for prolonged periods. For example no one should act as audit engagement partner for longer than five years, with a minimum of five years when he or she does not participate in the audit afterwards. However, flexibility of up to an additional two years is permitted where the audit committee believes this is necessary to maintain audit quality and the extension is disclosed to shareholders.

References: 

Paras 5-22 of APB Ethical Standard 3 (Revised)

Links: 

FAQ 'When does the clock start ticking in terms of auditor rotation for an audit engagement partner?'
FAQ: I have heard that an audit engagement partner can now act for 7 years for a listed company client. Is this the case? 

The full APB guidance can be found at www.frc.org.uk/apb/publications/ethical.cfm 

I am a sole practitioner what are the audit rotation rules for me?

While there is no presumption that there should be rotation on non-listed company audits, generally where you have been the auditor continuously for 10 years or more, unless the threats are clearly insignificant, you will need to apply safeguards to mitigate the threats posed by your long association with the client.

As partner rotation is not an option in your case, you either need to: 

apply and document safeguards (for example: an external independent quality review involving another practitioner, for example your continuity nominee); or

document and discuss with the client your reasons for continuing as auditor. 

References: 

Paras 5 -11 of APB Ethical Standard 3 (Revised)

Links: 

The full APB guidance can be found at www.frc.org.uk/apb/publications/ethical.cfm
When does the clock start ticking in terms of auditor rotation for an audit engagement partner?

APB Ethical Standard 3 (Revised) covers the rotation of audit partners: it requires rotation of audit engagement partners on listed entity audits. The ‘clock’ starts ticking when the individual becomes the audit engagement partner. There are transitional arrangements in the case of newly listed clients where there is a further maximum of two years after the audited entity becomes a listed company in which an audit engagement partner could remain on the audit.

Reference: 

APB Ethical Standard 3 (Revised)

Links: 

The full APB guidance can be found at www.frc.org.uk/apb/publications/ethical.cfm 

I have heard that an audit engagement partner can now act for 7 years for a listed company client. Is this the case?

Yes, but only where specific circumstances make it necessary to maintain audit quality.  The APB issued a revised Ethical Standard 3: Long Association with the Audit Engagement in October 2009. This now enables audit committees to decide that a degree of flexibility, which allows the audit engagement partner to remain on the audit for an additional two years, is necessary to maintain audit quality as long as this extension is disclosed to shareholders.  Whilst the normal audit rotation period remains five years with five years when he or she does not participate in the audit afterwards, additional guidance has been introduced to allow some flexibility over the timing of rotation.  

The revision is not intended to change the basic requirements but rather to allow flexibility in exceptional circumstances when the audit committee (or equivalent) considers that the timing of rotation may impact the quality of the audit. In such circumstances the audit engagement partner may continue in that position for up to a further two years.

If the period served by the audit engagement partner is to be extended, this fact and the reasons for it, must be disclosed to the shareholders as soon as possible and in each subsequent year that the audit engagement partner remains in that position.

Although the revised standard applies for audits of periods commencing on or after 15 December 2009, the new relaxed requirements can be applied with immediate effect.

Reference: 

Paras 12-22 of APB Ethical Standard 3 (Revised)

Links: 

The full APB guidance can be found at www.frc.org.uk/apb/publications/ethical.cfm 

Disclaimer & Copyright Notice

No responsibility for loss occasioned to any persons acting or refraining from action as a result of any material contained in this FAQ can be accepted by The Association of Chartered Certified Accountants.  Read the full copyright notice & disclaimer.
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