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EU Audit 
Reform and its 
impact on 
Swiss entities
The EU Audit Reform became effective on 17 June 
2016. It will signifi cantly impact companies’ 
engagement of statutory auditors and providers 
of non-audit services within the EU.
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Introduction1 
The EU Audit Reform came into full effect on 17 June 2016 
and is going to signifi cantly impact companies’ engagement 
of statutory auditors and providers of non-audit services 
(NAS) within the EU (and in Iceland, Liechtenstein and 
Norway). Some Member States have already announced 
their local legislation, while others are still to be confi rmed; 
for those countries the EU baseline rules apply until the 
national legislation is in place. The EU regulation applies to 
Public Interest Entities (PIE) with domicile in the EU and 
contains 21 Member State options with a further 30 and 
more options in the Directives.

The new rules cover several areas, from mandatory audit 
fi rm rotation to restrictions on the additional services that 
can be provided to an entity by its statutory audit fi rm as 
well as additional responsibilities for the audit committee.

A number of Member States have already introduced audit 
fi rm rotation and all EU Member States are permitted to go 
beyond the EU rules to adopt tighter measures if they wish. 

This means that the new audit environment is far from 
being consistent throughout Europe, it is rather a complex 
patchwork of audit legislation that will need to be traversed 
by companies operating in the EU.

Switzerland currently has no concrete plans to adopt the EU 
Audit Reform regulations or to change the existing legal 
requirements related to auditor independence. However, the 
Swiss Federal Council has instructed the Federal Department 
of Justice and Police (FDJP) to determine any need to amend 
the current laws and regulations on auditing and audit 
oversight. As for the EU Audit Reform, Swiss entities will be 
affected if they have an EU PIE entity in their chain of control, 
either a PIE parent company or a PIE subsidiary domiciled in 
the EU. An EU entity will qualify as a PIE if:
• it has debt or equity securities that trade on an EU 

regulated market;
• it is a credit institution or engages in insurance activities; 

or
• it has been designated as a PIE by an EU country 

because of its size or signifi cance.

1   The article is based on various KPMG publications addressing the EU Audit Reform.

Figure 1: Mandatory Audit Firm Rotation and prohibitions against NAS

Baseline 
measure: 

• Stipulates a 10-year mandatory audit fi rm 
rotation for all PIEs (maximum duration period)

• Expands the list of NAS the statutory auditor, 
and certain of its network fi rms, cannot provide

• Sets a fee cap of 70% on permitted NAS 
performed by the statutory auditor

Member 
State options 
available to: 

• Extend the maximum duration period once up 
to a maximum of 20 years (in the event of a 
public tender after 10 years) or 24 years 
(in case of a joint audit)

• Implement a shorter maximum duration period 
of less than 10 years

• Prohibit additional NAS
• Permit certain tax and valuation services
• Establish stricter rules around permitted NAS
• Set the NAS fee cap lower than 70%. 

Effective 
date: 

• Transition period depends on the length of the 
current audit fi rm’s tenure as at 16 June 2014

• NAS prohibitions apply to the fi rst fi nancial year 
end commencing after 17 June 2016
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Impact on Swiss entities
If a Swiss parent entity has an EU domiciled subsidiary that 
qualifi es as an EU PIE in its own right (such as a bank or an 
insurance undertaking), then irrespective of size the PIE 
subsidiary will be required to rotate the audit fi rm in line 
with the national law of the Member State where it is 
incorporated. As Member States have a certain degree of 
fl exibility around the rotation it is entirely possible that EU 
PIEs within a multi-national group will need to rotate at 
different times and according to different rules. In addition, 
EU PIE subsidiaries are subject to a variable degree of NAS 
restrictions applicable throughout Europe, which have to be 
not only complied with at the local subsidiary level, but also 
considered at the Swiss parent entity level, when it comes 
to tax or other advisory service engagements that are to be 
rolled out on a global or European level. Swiss holding 
companies will have to carefully review existing NAS 
contracts with their global audit fi rm to ensure compliance 
with applicable legislation in the relevant EU countries. 
Moreover, Swiss holding companies are well advised to 
review applicable rotation rules and contractual audit and 
consulting arrangements in order to ensure a well managed 
process in dealing with audits and consulting projects 
around the world.

If a PIE parent entity domiciled in the EU has a subsidiary in 
Switzerland, this subsidiary is not covered by the PIE 
defi nition. As such, Swiss subsidiaries are not impacted by 
the mandatory audit fi rm rotation rules. However, for purely 
practical reasons the EU parent entity may well choose to 
rotate the audit fi rm for the entire group, including the audit 
fi rm of the Swiss subsidiary, in line with the law prevailing in 
the parent company’s country of incorporation. A Swiss 
subsidiary of an EU PIE is also not subject to the same NAS 
restrictions as its EU parent entity. However, there are three 
types of services that are always deemed to affect 
independence of the statutory auditor of the EU PIE 
regardless of the nature of possible safeguards put in place 

and regardless of where the subsidiary is located. As such 
these three services can never be provided by members of 
the statutory auditor’s network to controlled undertakings 
incorporated outside of the EU, regardless of where these 
services are provided. These absolute prohibitions are: 
• services that involve playing any part in the management 

or decision making of the audited entity;
• bookkeeping and preparing accounting records and 

fi nancial statements; and
• designing and implementing internal control or risk 

management procedures related to the preparation and/or 
control of fi nancial information or designing and 
implementing fi nancial information technology systems.

From a Swiss perspective these prohibitions are generally in 
line with our own independence regulations.

Audit committee role and responsibilities
The Directive states that Member States shall ensure that 
each EU domiciled PIE has an audit committee. Member 
States have the option, however, to deviate from such 
requirement in certain circumstances. The audit committee 
shall be either a stand-alone committee or a committee of 
the administrative body or supervisory body of the audited 
entity. However, the functions assigned to the audit 
committee may be performed by the administrative or 
supervisory body as a whole. 

In reality, most of the requirements for audit committees 
set out in the legislation are already performed today and 
represent “best practice”. So the only changes of substance 
are the facts that these requirements are now being 
enshrined in law and also apply to non-listed EU subsidiaries 
that qualify as PIEs. 

The table below outlines the main responsibilities of an 
EU audit committee, as stipulated in Art. 39.6 of the 
Directive and further detailed in the Regulation:

Figure 2: Requirements of an EU audit committee

The audit committee shall:

• inform the administrative or supervisory body of the audited entity of the outcome of the statutory audit and explain the 
role of the audit committee in that process; 

• monitor the fi nancial reporting process and submit recommendations or proposals to ensure its integrity; 

• monitor the effectiveness of the undertaking’s internal quality control, risk management systems and internal audit 
(where applicable), regarding the fi nancial reporting of the entity;

• monitor the performance of audits – taking into account the fi ndings and conclusions of the audit inspections carried out 
by the audit oversight authorities; 

• review and monitor the independence of the statutory auditors, including the level of audit and additional fees as well 
as the 70% fee cap for permitted NAS and the processes adopted by the auditor to ensure compliance with applicable 
rules and regulations; issue guidelines and policies regarding permissible NAS; approve permitted NAS; 

• be responsible for the procedure for the selection of the statutory auditor, including the decision on an extension of the 
audit tenure. 
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Apart from making sure that all EU PIE subsidiaries have 
audit committees and related processes in place to comply 
with local regulations, Swiss holding companies have a 
need to oversee the activities of such audit committees and 
reconcile important decisions on the election of a statutory 
auditor and the signing of contractual arrangements for NAS 
with the policies set and decisions taken at group level. 

Final 
observations
The new EU regulations on auditing add signifi cant 
complexity to a multinational group’s activities. The 
varying audit fi rm rotation requirements make it 
more diffi cult to engage one audit fi rm for the whole 
group, which may result in additional costs and 
coordination efforts. Companies may also face 
reduced choices given the limited number of auditors 
that can meet the multiple independence 
requirements while having the requisite expertise 
and geographic coverage. Duplicate audit committee 
pre-approvals of non-audit services may be required. 

Other jurisdictions such as India and Brazil have, or 
are considering, similar measures, making this an 
increasingly complex regulatory environment for 
multinational companies to navigate. 

The EU Audit Reform and the way it is being 
implemented result in a signifi cantly increased 
complexity in respect of an international corporation’s 
audit and consulting arrangements. Swiss companies 
with an international footprint are required to assess 
the impact these regulations have on their 
governance and compliance with national laws and 
regulations, and on their arrangements with third-
party providers for audit, tax and other consulting 
services used throughout the group.

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 endeavor 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 on such information without appropriate professional advice after a thorough 
examination of the particular situation. The scope of any potential collaboration with audit clients is defi ned by regulatory requirements governing auditor independence.
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