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Crear Sirs

Please find attached my comment & the Drait Auditing Profession Bill, 2004,

Thark you for the opportunity o commant on thiz Bill.

Thank you for your kind attention to this letier.

Kind regards
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COMMENT ON THE DRAFT AUDITING PROFESSION BILL, 2004
Jarnle Rossouwe

I view of recent wefl-published financial reporting problems al public companies
extending over a number of financial years wilhout timely detection by the extemal
auditcrs of such companies, Government's initiatve to inlroduce a revision of the
lagislation covernng the activitles of external auditors is to be waltomed.

This comment, however, 13 not aimed at the Bl in its entirety, but deals with the queston
of the uitimate ascountakility and reporting respansibility of the cxternal auditors.

SharehniZers of public companics have & number of responsibilities at the annual
ganeral meatings of sharzholders. Theze responsibilities inolude, aer aba, the:
= approval of the annual tinancial statements of the company, subject to their
prior audit by the external suditars;
« approval of the annual remuneration of the external auditors; and
« gppointment of external auditors for the company for the ensuing peried.

The aurrert praglice that shareholders appeint the extemal guditors (albelt on the
recommendation of the Basrd of a company) should indesd net anly e refained, but
A0 expandec as i provides the answer to the guestion regarding the ultimate
accounta ity and reporting respansibility of fie external suditors. 2osed above,

The discharging of thelr responsibilites by shareholders in respect of external auditors
cannoi but fead to the conclugion that extemal audiors are vllimataly raspansible io the
shargholders of the company. This naturally Impllas that shareholders sheuld be
infeerned in good ime of any action aimed at the removal of extemal auditors, as the
gxlemal auditors were appginted by them in the first instance.  Provision for such
reroval is imparative, particulardy in instances wherg a controlling sharehoifer and the
gxternal auditor might be in cahoots o the defriment of the minonty shareholders,



Howewver, any decision to remove {he external auditors, not tsker by the shargholdars
who appointed such auvditers In the first instance, implies that they should question
seriously the basls for any inilial decislen to appoint the relevant exterral avditons.

Maoregwer, the current practice is that the shargholders appeint the external auditars
without ever having sighl of their condifions of appointment or the scega of their
ressonsibiities.  Glen the conclusion that the esterral auditors are ultimately
accountable % the shareholders, the further recommendation is that the leter ar contract
of appointment of the external auditors should be published in the annual financial
statemerts of public companies far scrutiny by the shareholders. 1t is indeed peculiar 1o
have a shkuation whare the sharcholders take responsibility for the appoirtment of
extamal avdilors who are accauntable to fism, but are not proviced with any opportunity
to soruticise the candilions or scope of the appaintmeant that they sanciion.

The RECOMMEMNDATIONS in this submission can be summarised as:

s sharekalders sheuld be infomed Smely of any adion aimed at the removal of
external audiors an any sccasion olfher than at an annual or a special meeting
of sharehollars; and

= fhe letter or sontract of appointment of the external auditors, highlighting the full
scope of iheir responsibiltios, should be published in the annual finaneial
statemenis of companies as a public dosument for serutiny by the shareholders.



