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Case Report : Deficiencies in Audit Quality Control

July 2011

Certified Public Accountants and Auditing Oversight Board



Introduction

Since its establishment in April 2004, the Certified Public Accountants and
Auditing Oversight Board (CPAAOB) has been conducting inspections of Japanese
audit firms from the viewpoint of enhancing the quality of audit in Japan and securing
public interests.

In the course of those inspections, the CPAAOB identified various deficiencies
in audit firms concerning their audit engagement performance as well as their quality
control system, in the areas of, for instance, (i) leadership responsibilities for quality
control, (ii) independence, (iii) audit files, (iv) engagement quality control review and
(v) monitoring of quality control systems. To make those deficiencies publicly
available, the CPAAOB has been issuing, since 2008, a Japanese version of the “Case
Report: Deficiencies in Audit Quality Control” every year.

For this English version of “Case Report: Deficiencies in Audit Quality
Control,” we chose from the cases mentioned in our latest (2011) Japanese version those
deficiencies, which are, in our analysis, assumed to be not peculiar to Japanese firms but
to have some relevancy to foreign audit firms. In Part I of this English version, we
introduce the deficiency cases concerning the firms’ quality control system, and, in Part
11, the deficiency cases concerning audit engagement performance.

We believe this English version of the report is beneficial for foreign audit
firms, especially those having filed the notification required under the Certified Public
Accountants Act of Japan with the Financial Services Agency, in making their
continuous efforts to enhance the audit quality.

Chairperson of the CPAAOB
Yoshimasa Tomosugi



PartI Quality Control System
Management of Quality Control System

L. The CEO and the partner in charge of quality control did not issue instructions
to maintain the appropriateness of the quality control system of the firm.
They did not consider, from the viewpoint of reasonably securing the audit
quality, how to allocate audit staff to each engagement and thus sufficient
personnel was not allocated to each engagement. In addition, they assumed
almost none of their obligations to issue necessary instructions concerning
quality control or to supervise audit staff’s performance, which were imposed
under the relevant audit standards. Neither engagement quality control review
nor ongoing evaluation of the quality control system was performed in an
effective manner.

2 The main office of the firm did not properly monitor whether or not the local
offices appropriately assumed the firm’s internal procedures concerning the
acceptance and continuance of audit engagements. The main office did not
request the local offices to report the results of the ongoing evaluation of the
quality control system conducted by them either.

Leadership Responsibilities for Quality Control

. The CEO of the firm did not provide the partner in charge of quality control
with specific instruction as to how the quality control system of the firm should
be established and managed. In addition, the CEO did not appropriately
supervise how the partner in charge of quality control assumed his
responsibilities.

4, The operational responsibilities for the firm’s system of quality control were
assumed solely by the partner in charge of quality control and the firm did not
allocate sufficient personnel to fulfill those responsibilities. The board of
partners, which had the ultimate responsibility for the firm’s system of quality
control, did not appropriately supervise how the partner in charge of quality

control assumed his/her responsibilities.

5. The firm did not clearly define the scope of responsibility to be assumed by
each of the board of partners, the CEO, and the partner in charge of quality



control, in connection with the firm’s quality control system. None of them
performed proper oversight over the system. Those deficiencies led to defects
in certain areas, such as the development of the firm’s compliance system,
information security, monitoring system, the establishment and notification of
internal rules, and the retention of audit files.

Establishment of Internal Policies and Procedures

The internal rules of the firm did not reflect the recent amendments of related
laws and regulations.

The most recent audit manual of the firm did not provide for the procedures
dealing with the new accounting standard for measurement of inventories,
which had to be implemented in relation to the fiscal years beginning on or
after April 1, 2008.

The firm failed to distribute the firm’s audit manual to some of the audit staff.
In addition, the firm did not recognize such failure until revealed in the course
of the on-site inspection.

The internal rules of the firm provided that, when a new employee joined the
firm or when the firm’s policies and procedures concerning its quality control
system were amended, the partner in charge of quality control should explain
those policies and procedures to the audit staff;, however, the partner did not
explain those policies and procedures to them in a timely manner.

Compliance with Professional Standards

10.

11.

A firm auditing the consolidated financial statements of a company
concurrently provided the company with the service of “compiling the
company’s financial statements,” by way of calculating the figures to be shown
in the consolidated financial statements on the basis of the documents
submitted from the company and providing those figures to it.

The CEO of the firm did not recognize that the consulting company, which was
under the CEO’s control through his ownership of the company’s shares, fell
into the category of the firm’s “affiliated entity.” Therefore the CEO did not
notice that the fact that the firm audited a company and the affiliated company



12.

concurrently performed compiling of the financial statements of the same
violated the regulations restricting concurrent provision of audit and non-audit

services.

The firm had no procedures to confirm whether or not the service provided by
the firm violated the regulations restricting concurrent provision of the audit
service and the non-audit service to a single client. Rather, the firm
completely relied on each partner’s judgment as to whether the service
provided by him/her violated the above regulations.

Information Security

13.

14.

15.

The firm failed to establish policies and procedures regarding information
security.

As for the PCs rented by the firm to its audit staff, the firm did not establish
policies and procedures concerning the password for them nor monitor whether
or not the staff properly set up and amend the password in a timely manner.
In addition, the firm failed to establish policies and procedures for the security
of data saved on each PC and did not monitor whether or not the staff properly
saved the data in a secured manner.

In relation to the PCs owned by the temporarily-employed staff and used by
them for the firm’s engagements, the firm did not implement appropriate
measures for security password management or anti-virus protection.

Quality Control Review by the Japanese Institute of Certified Public Accountants
(JICPA)

L6.

19

The firm confirmed in writing that it would perform sufficient and appropriate
measures to remedy deficiencies identified in the course of JICPA’s quality
control review, such as communicating the identified deficiencies to the audit
staff, strengthening monitoring over the quality control system and so on,
however, the firm did not develop a detailed plan for implementing the
remedial action or appropriately communicate the identified deficiencies to its
staff.

The firm did not develop a detailed remedial action plan with regard to



18.

deficiencies identified in the course of JICPA’s quality control review. The
firm did not implement appropriate measures to confirm whether or not the

remedy was appropriately in progress.

The firm did not substantially analyze the root causes of the deficiencies
identified in the course of JICPA’s quality control review and thus failed to

develop remedial actions reflecting the root causes.

Independence

15

20.

1.

1.5

23.

24.

In confirming the independence of the partners and staff, the firm did not
confirm their independence in relation to subsidiaries and other affiliated

entities of the audited companies.

The firm failed to confirm the independence of audit assistants, who engaged in
the input of the audited company’s financial figures in the audit files.

In changing the assignment of a temporarily-employed audit staff, the firm did
not confirm his/her independence in relation to the company newly assigned to
him/her.

The engagement partner failed to confirm, with respect to each member of the
engagement team, whether or not any event that might create threats to their
independence had occurred after the annual confirmation of their

independence.

The firm did not establish the procedures for confirming the independence of a
person who joined the audit team subsequent to its initial formation, and thus

failed to confirm his/her independence in relation to the engagement.

In confirming the independence of audit staff in relation to a new engagement
by email, the firm mentioned only the name of the prospective client and failed
to mention the names of those affiliated with the prospective client.

Human Resources

25,

The firm failed to establish policies regarding how the quality of engagement
performed by partners and staff was taken into consideration in their evaluation



26.

as well as the determination of their remuneration and promotion.

The firm’s evaluation of the partners and staff was not performed in accordance
with the firm’s internal rules.

Acceptance and Continuance of Audit Engagements

27.

28.

29.

The firm provided audit services to certain companies and schools without
performing risk assessments, obtaining internal resolutions required under the
firm’s rules or executing written agreements.

While the firm identified certain problems in the course of considering whether
to continue an existing engagement and finally decided to continue the
engagement irrespective of existence of the problems, it failed to document
how the problems were resolved.

Under the firm’s rules, when accepting a new client, a partner was required to
submit to the board of partners a report describing the outline of business and
the financial status of the new client and thereafter obtain the board’s approval.
However, some of the engagement agreements were executed without
obtaining the board’s approval. In some cases completed versions of the
reports were not submitted to the board in the process of obtaining the board’s

approval.

Audit Files

30.

3.

32.

Although it was apparent from the audit files that the audit team had not
appropriately conducted some of the necessary audit procedures, the reviewer
issued no instructions to the team after the review of the files.

No descriptions were made in the audit files as to who conducted the relevant
audit procedures or when and by whom the audit files were reviewed.

In relation to the retention of audit files, the following deficiencies were found:

a) The firm had no detailed procedures for completing the assembly of final
engagement files or keeping safe custody of the files;

b) The firm failed to record the numbers, retention periods and other type of
information relating to the retained files;
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c) The firm failed to record in the register some of the files retained by it; and
d) The firm did not keep record of the disposal of files.

In relation to the custody of audit files, the following deficiencies were found:

a) During the on-site audit period, the audit team kept audit files in the
lockers in the audited company without holding their keys under the team’s
control;

b) Audit files were retained by its partner in the cabinets at his/her office for
personal business; and

¢) The audit files were retained in unlocked cabinets.

Engagement Quality Control Review (EQCR)

34.

35.

36.

24

38.

39.

40.

41,

A person involved in an audit engagement as an assistant subsequently acted as

an engagement quality control reviewer of the same.

The internal rules of the firm provided that an engagement quality control
review had to be conducted by the firm’s review committee. However, for
each engagement, the review was conducted without having a discussion
among the committee members.

The firm had no policies or procedures for the review of an audit plan.

The firm did not review the audit plan regarding the client’s financial
statements or its internal control, either.

The audit plan and the audit report were reviewed on the same occasion.

The firm’s internal rules required an audit team to have an EQCR partner
review any matter related to the change of audit principle or going concern;
however, a team issued an audit report, although the reviewer was yet to review
the description relating to a change of software sales recognition or going-

concern conditions.

The engagement partner issued the audit report before the EQCR partner’s
review was completed.

The firm did not record in an appropriate manner that the review procedure had



42,

43,

44,

been completed before the audit report was issued.

An engagement quality control reviewer failed to fill in the section titled
“Results of Review” in the EQCR document.

The drafts of a financial statement and an audit report, which the EQCR partner
claimed to have reviewed, were appropriately saved in the EQCR files and thus
were unidentifiable.

The engagement partner issued the audit report before the matters indicated by
the EQCR partner were completely resolved.

Ongoing Evaluation of Quality Control System

45.

46.

In relation to the ongoing evaluation of the quality control system, the firm did
not establish specific procedures, document the results of the evaluation, or
report to the CEO (or equivalent) the deficiencies identified as a result of the
evaluation.

The firm did not perform ongoing evaluation of the process and decisions made
in connection with the continuance of audit engagements.

Periodic Inspection of Completed Audit Engagements

47.

48.

49.

50.

With respect to periodic inspection of completed audit engagements, the firm
did not specifically determine the timing of inspection, the inspection cycle or
any other specific procedures.

The firm failed to communicate to the relevant engagement partner and the
CEO deficiencies identified as a result of the periodic inspection.

In the course of periodic inspection, the person in charge only confirmed what
procedures the audit team had conducted on a verbal basis and did not review

any relevant audit files.
In relation to the deficiencies identified as a result of the periodic inspection,

the firm did not assess the effects of those deficiencies or consider what
remedial actions should be taken in relation to the relevant engagement or



individual.

Joint Audit

51. While the auditor claimed that he confirmed the quality control system of the
joint auditor was managed in a manner sufficient to secure the quality of the

joint audit, the auditor failed to document the above conclusion and the
process for reaching it.



Part II Audit Engagement Performance

Audit Planning

1. The audit team calculated the audit materiality amount only based on their
experience as auditors and did not consider materiality in terms of accounts or

transactions.

2. The audit team changed the audit materiality but did not consider the necessity
of change to an audit plan including the extent of procedures subject to audit
sampling.

3. Audit procedures related to understanding the audit client’s internal control

were limited to inquiries with client management and statutory auditors and the
audit team did not perform procedures such as observation, or review covering

the assessment of internal control design.

4. The audit team failed to identify significant fraud risks at the entity level,
significant fraud risks at the financial statement level, and risks that require
special audit consideration. From this perspective the team failed to plan the

audit procedures corresponding to those risks.

5 The audit team did not perform any procedures to assess the IT general control
of the significant subsidiary.

6. Although the audit team could not use the results of their previous assessment
of internal control designs, they did not consider the effect of the new
accounting system that the client had implemented at the beginning of its
financial year. They did not ascertain whether the accounts balances were
appropriately carried forward to the beginning balances either.

7. While the audit team recognized the deficiencies related to the control of
privileged ID for the client’s accounting system, they failed to perform audit
procedures corresponding to the deficiency.

8. In relation to an assessment of the Client’s IT general control, the audit team
concluded that there was no change and that the control level was good as a
result of only inquiry procedures by relying upon the prior year’s control

10
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assessment; it did not perform other procedures in addition to observation and
review of related documentation.

In relation to the client’s general control over the IT-based information system,
the audit team failed to consider the accuracy of their calculation results made
by the material spread sheet and user-developed program related to financial
reporting. While they noted there was no design of control, they failed to
perform alternative procedures for that.

In relation to the valuation of delinquent accounts receivable and inventories,
the audit team insisted that they considered the accuracy and completeness of
the information generated from the Client’s IT system, but they failed to
document the consideration process and conclusion in their working papers.

Audit Procedures regarding Control Risk of Subcontracted Services

11.

12.

13.

The audit client subcontracts the computation-related procedures of its payroll
process to a third party contractor. However, the audit team failed to consider
the effect of its internal controls on the client’s financial statements.

The audit team used the outside contractor’s auditor’s report in order to ascertain
the contractor’s design and the effectiveness of its internal control. However,
the audit team failed to check whether there had been any changes to its internal
control from the audit report date to the audit client financial year end.

The audit client outsources maintenance services of their IT system. However,
the audit team did not obtain a copy of service contract or a detailed
arrangement letter. The team failed to ascertain the effectiveness of the

internal control of this outsourced service, too.

Fraud-related Procedures

14.

The audit team did not perform the audit procedures to identify and understand
the significant misstatement risk due to fraud, such as inquiring with the client
management and statutory auditors regarding their understanding about those
risks and their identification of actual fraud.

11



15.

16.

While the auditor’s manual indicates a rebuttable assumption that there is a
fraud risk with revenue recognition it also describes instances where the auditor
need not identify fraud risk with the revenue recognition. For that reason the
audit team failed to document their decision that they did not identify fraud risk
with the client’s revenue recognition and rationale behind it in their audit
working papers.

In relation to the audit procedures corresponding to the risk of management
override, the audit team failed to check the completeness of journal-entry data
which had been booked on the general ledger.

Risk-related Audit Procedures

17.

As procedures for assessing the effectiveness of daily and multiple controls
relating to the revenue and the purchase processes, the audit team selected all
sample items from transactions in the 4th quarter. Thus they failed to obtain
audit evidence in order to assess the effectiveness of daily and multiple controls
throughout the year.

Audit for Estimates

18.

19.

20.

In relation to inventory valuation procedures, the audit team tested the data that
the audit client prepared for the items whose net realizable value are lower than
their book value and ascertained whether those valuation losses were
appropriately booked or not. They failed to check the completeness of the
data or to perform a further substantive test on a sample basis.

In relation to audit procedures for retirement benefit allowance, which the audit
client calculated by using package software, the audit team failed to perform
those procedures to ascertain the reliability of the software and perform a
substantive test, such as vouching or calculation verification on a sample basis,
in order to check the accuracy of the year-end allowance balance.

In relation to the long-term rate of return of pension assets, the client has not
changed it since its adoption of a new accounting standard in terms of pension
accounting. In these circumstances the audit team failed to consider the
rationale of unchanged rate of return by checking the effect of actual returns for

12



21.

22,

23

prior years to corresponding incomes, for example.

Although the leased assets balance exceeded the audit materiality, the team
failed to consider the necessity of leased assets’ impairment.

In relation to the grouping of assets so as to recognize the impairment loss of
the client’s fixed assets, the audit team obtained the client prepared materials
but failed to ascertain the appropriateness of them. The team did not consider
whether the client should recognize impairment loss or not on a consolidated

group basis.

In relation to the audit of consolidated subsidiaries’ accounts receivable with
significant balance, the audit team failed to check whether there is any doubtful
accounts or ascertain the appropriateness of reserve for doubtful receivables.

Consideration for Derecognition of Financial Asset

24.

In relation to the transaction where the audit client transferred its accounts
receivable to a third party, the audit team did not obtain the copy of the transfer
agreement and failed to consider whether the transaction met the criteria for
derecognition of a financial asset. Although the audit team did not have legal
expertise, the team failed to obtain an opinion letter from an eligible legal

specialist.

Revenue Recognition

25.

The audit client engaged in subleasing of the real estate properties as its main
business. The audit team performed only the vouching procedure for the
revenue of the client and they did not perform further substantive procedures,
such as the inspection of leased properties, or analytical procedures to pursuit
the relevance between the revenue and the cost because the team did not
assume fraud risk with the client’s revenue recognition.

Confirmation Procedures

26.

The audit team noted that there are problems with the collection of accounts
receivable confirmations. For example, a large number of confirmations are not
received from customers in accordance with set conditions. The team also

13

— 100 —



27

28.

29.

recognized that there was a case of fraud caused by one of the client’s
employees two months before the year-end. Irrespective of the above
recognition, the audit team used the month-end date 3 months before the

year-end as the confirmation balance.

The audit team circulated the confirmation of accounts receivable balance as of
January 31, 2009 for most of the customers but as of January 20, 2009, for a
part of the customers considering their monthly cut off date. However, in
relation to the roll-forward procedures, they only checked the period from
February 1, 2009, to March 31, 2009 (year end) but not for the period between
January 21, 2009, and January 31, 2009.

In relation to the confirmation of completed constructions receivable, the audit
team let the audit client deliver them and failed to control the processes for
sending and receiving confirmations. The team did not consider the reliability
of customer responses, either.

In relation to confirmation procedures, although the audit team received certain
responses with no specific amounts filled in the form, they did not recirculate
the confirmations in question or perform any alternative procedures, either.

Substantive Analytical Procedures

30.

In relation to the substantive analytical procedures, the audit team failed to
either develop an expectation at a sufficient level of precision or consider the
amount of difference from an expectation that can be accepted without further

investigation.

Substantive Procedures

31

32

While the audit client sold its material subsidiary company’s shares at a price
significantly higher than its net asset value, the audit team did not perform any
procedures to check the appropriateness of the selling price or the recognized

gain from the sale.

In relation to real estate properties with significant balance held as inventory by
the client, the audit team failed to ascertain their existence and right of use by
conducting substantive procedures, such as physical inspections and the review

14
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of the certified copy of register.

Audit of Consolidated Financial Statements

33.

Although the audit team planned to visit certain subsidiaries, review their
financial statements, and perform confirmation procedures, they did not
prepare relevant audit programs. They actually did not perform the planned
confirmation procedures but failed to document the changes to the audit plan in
their working papers.

Related Party Transactions

34.

35

In relation to the audit procedures of related party transactions, the audit team

failed to perform the following procedures:

a) Review of the investigation forms which the audit client requested and
obtained from directors and their close family members regarding
transactions between them;

b) Inquiry with the CEOs on the alliance and joint venture relationships with
other entities; and

c) Review of the register of shareholders to identify key shareholders.

The team did not consider the client’s internal control in terms of approval or

records of the related party transactions, either.

Communication with Audit Committee

36.

Although the audit team insisted that they communicated with the audit
committee about the matters which the team noted as important from the
perspective of the audit committee’s performing its duties, the team failed to
document such communication in the audit working papers.

Subsequent Events

7.

The audit team planned to rely on other auditors’ work for certain subsidiaries.
However, they collected the reports in respect of subsequent events from other
auditors after the audit report date without performing any alternative
procedures before that date.

15
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Financial Statement Disclosures

38.

In relation to notes to the financial statements in respect of leases, investment
securities, retirement benefits and deferred taxes, the audit team only compared
the figures in the notes to the summary sheets prepared by the client and failed
to verify the appropriateness of the client-prepared sheet.

Management Representation

39.

The audit team only obtained a pdf copy file of the management representation
letter from the audit client, not the original, when they submitted the auditor’s
report to the client.

Other Auditors’ Work

40.

41.

In relation to the audits of overseas’ subsidiaries, the audit team relied on other
auditors’ work. However, the team failed to ascertain whether or not the other
auditors performed their audits in accordance with auditing standards that are
virtually the same as the standards applied in Japan. They did not figure out
the audit materiality amounts, either.

The audit team relied on other auditors’ work for overseas subsidiaries and only
checked the material impairment loss recognized in their financial statements,
failing to consider the necessity of additional procedures, including the request
for details-supporting documents from the auditors or inquiries with them.

Use of Specialists

42.

43.

In relation to the calculation of allowances for retirement benefits, the audit
team utilized the actuary reports issued by the trust bank which the client
outsourced. However, the team failed to consider its competency as an
actuary specialist.

The audit team obtained and checked the opinion letter issued by an
independent real estate valuation specialist whom the client used for its
properties held as inventory. The team used the letter as audit evidence but
failed to consider the capacity and the objectivity of the specialist.

16

— 103 —



Final Analysis

44, The audit team did not perform a final analysis of the financial statements as a

whole at the last stage of their audit.
Assessment of Client Control over Litigation Risks

45. In relation to the client’s control over litigation risks, the audit team failed to
ascertain whether the client had an adequate department and whether there was
a sufficient process to manage risks related to litigations and claims.

Going Concern

46. The audit team concluded that there is no significant uncertainty related to the
client’s going concern assumption as a result of their analytical procedures of
the management-prepared business plan. However, the plan was prepared by
the director in charge of accounting and was not duly approved by a party with
proper authority, such as the board of directors.
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Provisional translation

September 14, 2009

Financial Services Agency

Certified Public Accountants and Auditing Oversight Board

A Framework for Inspection/Supervision of Foreign Audit Firms, etc.

|[. Basic Frameworkl

With respect to information gathering and inspections regarding foreign audit firms, etc.
(hereafter referred to as “firms” (Note 1)), the Financial Services Agency (hereafter
referred to as the “FSA”) and the Certified Public Accountants and Auditing Oversight
Board (hereafter referred to as the “CPAAOB”) will, in principle, rely on such actions
by the competent authorities of the firms’ home jurisdictions (hereafter referred to as
“foreign competent authorities”), instead of seeking to obtain information from or
conducting inspections on firms themselves, provided that (a) audit and public oversight
systems in the firms’ home jurisdictions are equivalent to those of Japan (Note2), (b)
necessary information can be provided from the foreign competent authorities through
appropriate arrangements of information exchange, and (c) reciprocity is ensured. It is a
prerequisite for entering into an arrangement of information exchange that the staffs of
the foreign competent authorities are subject to professional confidentiality obligations
and are prohibited from using the information beyond predetermined purposes.

In cases where any of the above conditions cannot be met and thus the framework of
mutual reliance cannot work, the FSA/CPAAOB will seek to obtain information from or
conduct inspections on firms on their own. Also, even if all the conditions are met, in
cases where the above arrangements of information exchange cannot be fully fulfilled,
including when information cannot be obtained from the foreign competent authorities
in a sustained manner, or necessary information, such as those closely related to the
judgment of a specific administrative action, cannot be provided despite the

arrangements, such information may be directly gathered from firms.

(Note 1) A person who has notified the authority according to Article 34-35 (1) of the Certified Public
Accountants Act (hereafter referred to as the “CPA Act™)
(Note 2) Equivalence of the audit and public oversight systems will be assessed in a comprehensive

manner, based on principle-based criteria which will be published separately.
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Provisional translation

September 14, 2009

Financial Services Agency

Certified Public Accountants and Auditing Oversight Board

III. Operation of lnspectionlSupervision|

The FSA/CPAAOB will require firms to submit information and inspect/supervise firms
basically following the lines outlined below. In implementing this framework, however,
the FSA/CPAAOB will give due consideration to specific circumstances surrounding
each jurisdiction, including its legal system.

1. Information Submission|

The CPAAOB will require following firms to report or submit respective information
based upon the CPA Act once every three years in principle, in addition to the
mformation submitted through notification documents (Note 3). The CPAAOB will, in
principle, notify foreign competent authorities prior to taking such actions.

(1) All firms: overview of the firms, their businesses, and results of inspection/audit
quality review conducted by foreign administrative agencies or similar organizations
(Note 4).

(2) Firms which provide services corresponding to audit and attestation services for the
issuers of securities listed in financial instruments exchanges in Japan: in addition to
information in IL.1(1), overview of the issues related to the above services and
information on the firms’ operation control systems, including rules for quality
control systems

(Note 3) A notification document stipulated in Article 34-36 (1) of the CPA Act, including a notification
of changes stipulated in Article 34-37(1), and attachments stipulated in Article 34-36(2) of the Act
(Note 4) Foreign administrative agencies or similar organizations stipulated in Article 5 (1) of the Cabinet

Office Ordinance regarding Notification Requirements for Foreign Audit Firms, etc.

If firms do not provide the required reports or relevant documents without any
legitimate reasons, the FSA will issue business improvement instructions, upon
notifying, in principle, the foreign competent authorities in advance. Instead of issuing
such instructions, however, the FSA may request the foreign competent authorities to

take necessary actions against the firms.

Furthermore, the CPAAOB will request the firms to submit the above information on a
voluntary basis when deemed necessary and appropriate.
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Financial Services Agency

Certified Public Accountants and Auditing Oversight Board

2. Selection of Firms To Be Inspected|

The CPAAOB will analyze the information submitted following the process mentioned
in IL.1 together with other information and make assessment on the need for further
examination on aspects including whether firms properly conduct services
corresponding to audit and attestation services, and whether their operation control
systems are functioning effectively. Inspections will be conducted to the firms selected

as the result of such assessment.

Furthermore, when deemed necessary and appropriate in light of the public interest or
investor protection, such as in cases where firms have allegedly made fraudulent or
inappropriate attestation, the CPAAOB may conduct inspections of the firms without
going through the process described in II.1. The CPAAOB will, in principle, notify the

foreign competent authorities prior to taking such actions.

|3. Implementation of [nspection|

The CPAAOB will, in principle, notify the foreign competent authorities when it intends
to conduct inspections, before it notifies the firms. Also, the CPAAOB will make utmost
efforts to coordinate with the foreign competent authorities so that they will be able to

conduct inspections simultaneously.

With regard to specific audit engagements, the CPAAOB will limit the scope of
mmspection to those related to the financial statements (Note 5) required for disclosure
under the provisions of the Financial Instruments and Exchange Act in Japan. With
respect to operation control systems, the CPAAOB will strive to pursue efficiency of

inspections and lessen the burden on firms.

(Note 5) Financial statements to be disclosed under the Financial Instruments and Exchange Act by the

issuers of securities stipulated in Article 30 of the Cabinet Order for Enforcement of the CPA Act.

erruvision of Inspection Report and Follow—upl

The CPAAOB will communicate inspection results to inspected firms by providing
inspection reports in Japanese, together with provisional English translation for

reference,
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Following the inspection, the FSA will basically require the inspected firms to submit
business improvement plans concerning issues pointed out in the inspection reports.
Nonetheless, in the cases where inspections are conducted in cooperation with foreign
competent authorities and collection of the firms’ improvement plans by such
authorities are considered to be more effective in light of public interest or investor
protection by Japanese authorities, the FSA may request the foreign competent
authorities to assume the task.

Furthermore, based on the above-mentioned improvement plans, the FSA will monitor
the progress and give instructions to the firms when necessary and appropriate
(hereafter referred to as “follow-up”). In the cases where follow-up actions taken by the
foreign competent authorities are considered to be more effective in light of public
interest or investor protection by Japanese authorities, the FSA may request the foreign
competent authorities to assume the task.

The CPAAOB will directly examine the state of improvement in following inspections,

if conducted.

|5. Administrative Actionsl

In the cases where firms’ services corresponding to audit and attestation services in
Japan are found to be significantly inappropriate, including based on recommendations
by the CPAAOB, the FSA will basically issue business improvement instruction to the
firms. Furthermore, in the cases where firms do not respond to the FSA’s requirement to
submit improvement plans without any legitimate reasons, or in the cases where poor-
or non-implementation of improvement plans are revealed via inspections, etc., the FSA
will issue business improvement instruction to the firms as well. The FSA will, in
principle, notify the foreign competent authorities prior to taking any of such actions.

In the above cases, the FSA may request the foreign competent authorities to take
actions to ensure the firms’ operational improvement instead of directly issuing business
improvement instructions, when it is considered to be more effective in light of public

interest or investor protection by Japanese authorities.

When the firms fail to follow the instructions that they have received, the FSA may
publicize such failure and the contents of the instructions. Once such publications are
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made, the firms’ assurance corresponding to audit and attestation will not be considered
valid in the Japanese market under the Financial Instruments and Exchange Act until the
FSA publicizes that the matters pertaining to the instructions have been rectified.
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Basic Guidelines on Information Requirements and Inspection on
Foreign Audit Firms etc. by the Certified Public Accountants and
Auditing Oversight Board

I Mutual Reliance on Information Requirements and Inspection

With respect to information requirements and inspections regarding a foreign audit firm, etc.
(hereinafter referred to as a “Firm™ (Note 1)), the Certified Public Accountants and Auditing
Oversight Board (hereinafter referred to as the “CPAAOB”) will, in principle, rely on such actions
taken by the competent authorities of the Firms’ home jurisdictions (hereinafter referred to as
“Foreign Competent Authorities™), and will not seek to obtain information from or conduct
inspections on Firms themselves, provided that (i) audit and public oversight systems in the Firms’
home jurisdictions are equivalent to those of Japan, (ii) necessary information can be obtained from
the Foreign Competent Authorities through appropriate arrangements of information exchange, and
(iii) reciprocity is ensured. It is a prerequisite for entering into an arrangement of information
exchange that the staffs of the Foreign Competent Authorities are subject to professional
confidentiality obligations and are prohibited from using the information beyond predetermined
Ipurposes.

In cases where any of the above conditions cannot be met and thus the framework of mutual
reliance cannot work, the CPAAOB will seek to obtain information from or conduct inspections on
Firms on their own. Also, even if all the above conditions are met, in cases where the above
arrangements of information exchange cannot be fully performed, including when information
cannot be obtained from a Foreign Competent Authority in a sustained manner, or when, despite the
arrangements, the provision of such information as the CPAAOB deems necessary cannot be

ensured, such information may be directly collected from the Firm.

(Note 1) A person who makes notification stipulated in Article 34-35 (1) of the Certified Public Accountants Act

(hereinafter referred to as the ** Act™)

II Purpose of Information Requirements and Inspection, etc.

These Guidelines set forth the basic procedures, etc. for the implementation of information

requirements and inspection.
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1. Purpose

The purpose of information requirements and inspection by the CPAAOB is to verify and
confirm whether the Firm’s services corresponding to audit and attestation services as prescribed in
Article 2(1) of the Act (hereinafter referred to as the “Audit and Attestation Services”) are
conducted properly, with the objective of securing and improving, for the sake of public interests,
the quality of audit concemning financial documents of foreign companies, etc., as prescribed in
Article 34-35(1) of the Act (herecinafter referred to as the “Foreign Company Financial

Documents™).

2. Legal Basis
The authority to implement information requirements and inspection is granted to the
CPAAOB,
(i) with respect to information requirements from Firms, by Article 49-3-2(1) of the Act, and
(ii) with respect to inspection on Firms and at places related to the Audit and Attestation Services
conducted by Firms, by Article 49-3-2(2) of the Act.

3. Cooperation with Foreign Competent Authorities

With a view to ensuring appropriate and smooth implementation of information requirements
and inspection of Firms, the CPAAOB shall endeavor to strengthen the cooperative relationship
with Foreign Competent Authorities, by sending an appropriate notice to the relevant Foreign

Competent Authority or taking any other appropriate measure.

III Information Requirements

1. Overview of Information Requirements
(1) Regular Requirement
In principle, the CPAAOB will require, once every three years and after sending an advance
notice to the relevant Foreign Competent Authority, a Firm to submit the documents (hereinafter
referred to as “the Documents™), which describe:

(i) in relation to all of the Firms, (a) general information concerning the Firm, (b) general
information concerning operation, etc. of the Firm and (c) the date and results of the most
recent inspection/review conducted by administrative agencies, etc. (Note 2), as specifically
set forth in Section VIIT A., and

(ii) in relation to the Firms which provide Audit and Attestation Services to the issuers of
securities which are listed on a financial instruments exchange in Japan, in addition to the

information mentioned in (i) above, (a) information concerning Audit and Attestation
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Services for companies, etc. listed on a financial instruments exchange in Japan and (b)
information concerning operation control system (including manuals regarding quality

control system), as specifically set forth in Section VTII B.

(Note 2) A foreign administrative agency or similar organization as stipulated in Article 5(1) of the Cabinet Office

Ordinance regarding Notification Requirements for Foreign Audit Firms, etc.

(2) Non-regular Requirement

In addition to regular requirement, the CPAAOB will require, when it deems necessary and
appropriate, a Firm to submit such information as the CPAAOB considers necessary. In this
case, the CPAAOB will, in principle, send an advance notice to the relevant Foreign Competent

Authority.

2. Notice to Firm

In requesting the submission of information, the CPAAOB shall send to a Firm a written
notice which states that the Firm is required to submit information stipulated in “1. Overview of
Information Requirements”. The original of this notice shall be in Japanese, with an English

translation attached for reference.

‘3. Language

In principle, the Firm is required to prepare and submit the Documents in Japanese, although
the Documents can be prepared in English.

In the case where a Firm has existing material that covers the information stipulated in “1.
Overview of Information Requirements”, the Firm may submit, in relation to the relevant
information, such existing material in place of the Documents, when the CPAAOB so permits. In
this case, to the extent that the CPAAOB deems necessary after reviewing the submitted material,
the Firm will be required to submit a Japanese or English translation of any part of the material
specified by the CPAAOB.

4. Submission of the Statement
If a Firm finds it impossible, due to restraints by the governing law, etc. of the jurisdiction
where the Firm’s principal office is located, to submit the Documents that include the information
required by the CPAAOB, the Firm shall submit, instead of submitting the relevant Documents, a
statement (hereinafter referred to as the “Statement™) which includes the following:
(i) the fact that the Firm cannot submit the required information due to restraints by the
governing law, etc. of the jurisdiction where the Firm’s principal office is located, and the

content of such governing law, etc.,
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(ii) a legal opinion by an attorney which opines that those described in (i) above are true and
accurate, and
(iii) in case that under the governing law, etc. of the jurisdiction the Firm needs to obtain
permission, consent or approval (hereinafter referred to as the “permission, etc.”) in order to
submit such information and that the Firm is unable to submit the required information due
to the Firm’s failure in obtaining the permission, etc., a statement which describes:
(a) measures taken by the Firm for obtaining the permission, etc. and
(b) the reason why the permission, etc. was not obtained even after the above measures

were taken.

If a Firm fails to submit the Documents without submitting the Statement, the CPAAOB will

report the fact to the Financial Service Agency (hereinafter referred to as the “FSA™).

5. Delivery of the Documents and the Statement
The Documents and the Statement shall be addressed to and physically delivered to the
CPAAOB.

IV Inspection

1. Scope and Manner of Inspection
(1) Scope of Inspection
The CPAAOB will conduct inspection, in relation to matters related to its Audit and

Attestation Services, on a Firm and at the place related to its Audit and Attestation Services.

(2) Manner of Inspection
The CPAAOB will conduct its inspection:
(i) by examining books, records and other materials related to the Firm’s Audit and Attestation
Services,
(ii) by verifying and confirming whether the Firm’s Audit and Attestation Services are in
compliance with the laws, regulations and standards, mainly, such as,

(a) the Act, the Cabinet Office Ordinance regarding Notification Requirements for Foreign
Audit Firms, etc. and any other laws and regulations related to the Audit and
Attestation Services conducted by the Firm,

(b) auditing standards followed by the Firm in providing the Audit and Attestation Services,
such as ISA and ISQCI1, and

(c) accounting standards followed by a foreign company, etc., as stipulated in Article
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4(1)(ii1) of the Cabinet Office Ordinance regarding Notification Requirements for
Foreign Audit Firms (hereinafter referred to as a “Foreign Company”), such as IFRS,

in preparing its financial documents.

(3) Points to be Considered
In conducting inspection, the CPAAOB will endeavor to implement an efficient and
effective inspection by collecting information on the Firms to be inspected as well as having
good communication with them.
The CPAAOB shall not exercise its authority for inspection for the purpose of conducting

criminal investigation (Note 3).

(Note 3) Refer to Articles 49-3(4) and 49-3-2(3) of the Act.

2. Selection of the Firm to be Inspected

The CPAAOB will analyze the information obtained through the process mentioned in “III
Information Requirements” as well as information otherwise collected. When, as a result of this
analysis, the CPAAOB considers it necessary to conduct inspection to verify whether a Firm’s
Audit and Attestation Services are conducted properly, and whether its operation control systems
are well established or are functioning effectively, the CPAAOB will select the Firm for inspection.

Notwithstanding the above, when the CPAAOB deems it necessary and appropriate to inspect
a Firm in light of public interests or investor protection (for instance, when the CPAAOB comes to
notice that a Firm has allegedly made fraudulent or inappropriate attestation), the CPAAOB may
conduct inspection on the Firm without going through the process described in “IIl Information

Requirements”.

3. Advance Notice of Inspection

The CPAAOB will, in principle, make an advance notice of commencement of the on-site
inspection at least two months prior to the commencement to a person responsible, ie. a
representative of the Firm or a person of the Firm with the authority/responsibility for responding to
the inspection, of the Firm to be inspected (hereinafter referred to as a “Person Responsible™).

The notice will be made by sending to the Person Responsible a document, the original in
Japanese with an English translation, stating the date when the on-site inspection is planned to
commence and the “cut-off date” of inspection, etc. (The “cut-off date” is the date set forth for
limiting the scope of inspection and is normally the business day immediately preceding the date
when the advance notice is made.) The CPAAOB will also make a telephone call to the Person
Responsible and coordinate with him/her the date for “Explanation of Notable Matters of

Inspection” described in paragraph 4.(2) below.
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Before the CPAAOB makes an advance notice to the Firm, it will, in principle, make to the
Foreign Competent Authority a notice that it plans to conduct the inspection. In the case where it
turns out that the Foreign Competent Authority also intends to conduct inspection of the same Firm,
the CPAAOB will make utmost efforts to coordinate with the Foreign Competent Authority so that

the inspection by the two authorities will be simultaneously implemented.

4. Points to be Considered regarding Inspection
(1) Scope of Inspection
With respect to audit engagement with a specific client, the scope of inspection is limited to
those related to its Foreign Company Financial Documents. With respect to operation control
systems, the inspection scope covers firm-wide control systems. In conducting inspection, the

CPAAOB will pursue efficiency of inspection and endeavor to lessen burden of the Firm.

(2) Explanation of Notable Matters of Inspection

Before the commencing date of the on-site inspection, the Chief Inspector shall explain to
the Person Responsible by a telephone conference or any other means the following:

(1) legal ground and purpose of inspection,

(ii) procedures of inspection, and

(iii) any other matters deemed necessary.

(3) Language
In inspection, Japanese shall be used, while English may also be used for reviewing the
status of the Audit and Attestation Service, and the design and operation of the quality control

systems, when the Chief Inspector so permits.

(4) Inquiry after Advance Notice of Inspection

After issuing an advance notice, the Chief Inspector may send to the Firm, even before the
commencement of the on-site inspection, an inquiry in writing concerning the contents of the
Documents and any other materials submitted by the Firm, when he/she deems it necessary. The

original of the inquiry shall be in Japanese with an English translation attached to it.
(5) Presentation of Inspection Order etc.
The Chief Inspector will show to the Person Responsible the Inspection Order and his/her

identification as an inspector.

(6) Interview with Officers and Employees of the Firm

The inspector shall verify whether the Firm is in compliance with laws, regulations,

— 131 —



standards as well as the Firm’s policies and procedures concerning quality control by examining
books, records and other materials and interviewing officers and employees of the Firm,
including partners and staff members engaged in the audit.

When the Firm makes a request that an interviewee be accompanied by another person, the
inspector may allow such accompaniment if the inspector recognizes that the reason is justifiable

and that such accompaniment will not interfere with the inspection.

(7) Interview with Top Management of the Firm
The Chief Inspector shall conduct an interview with the top management of the Firm

regarding the overall business status and high-level policy concerning quality control of the Firm.

(8) Adequate Care to Working Hours of the Firm

The inspector shall take adequate care so that the business operation of the Firm will not be
interfered with.

The on-site inspection shall be implemented, in principle, during business hours of the Firm.
In conducting the on-site inspection before or after the Firm’s business hours, consent shall be

obtained from the Firm.

(9) Implementation of Efficient and Effective Inspection
In order to achieve efficient and effective inspection, the Chief Inspector shall communicate
with the Firm regarding the progress of the inspection, the Firm’s responsiveness to the

inspection, etc. in the course of the on-site inspection, when he/she finds it necessary.

(10) Recognition of Facts and Developments

The inspector shall examine books, records and other materials so that he/she can
appropriately indentify the issues to be addressed by the Firm (hereinafter referred to as the
“Issues™) and, after reporting the identified Issues to the Chief Inspector, obtain the Firm’s
recognition on the Issues from the Person Responsible.

In this instance, the inspector may provide the Person Responsible with a document
describing inquiries and/or facts surrounding the Issues, the original in Japanese with a
translation in English, and request the Person Responsible to express in writing the Firm’s

response/recognition, when the inspector finds it necessary.

5. Request for Inspection Materials
(1) Effective Use of Existing Materials
The inspector shall endeavor to lessen the burden of the Firm by making use of, in principle,

existing materials of the Firm. Before requesting the submission of materials other than those

— 132 —



then existing, the inspector shall make sufficient assessment of the necessity for making such a
request.
When the Firm requests submission of materials in electronic media, the inspector may

allow the Firm to do so, unless such submission interferes with the inspection.

(2) Efficient Requests for Materials

In making requests for submission of materials, the inspector shall explain appropriately the
reason for making such requests.

When the inspector needs to examine original documents at the inspection site, such as
books, records or work-related notes (hereinafter referred to as the “Originals™), he/she shall

submit to the Firm a written receipt and keep the materials in an appropriate manner.

(3) Restoration of Originals

When the Firm makes a request for temporary take-out or restoration of the Original in the
course of the on-site inspection, stating that the Original is necessary for its business operation,
the inspector will allow such temporary take-out or restoration from the inspection site, unless it
interferes with the inspection.

The inspector shall return the Originals to the Firm by the end of inspection.

6. Termination of On-site Inspection
The Chief Inspector shall confirm with the Person Responsible of the Firm any discrepancies
in understanding of the facts detected in the course of the on-site inspection before completing the

on-site inspection.

7. Exchange of Views on the Issues Identified in Inspection

Once the Issues identified in the course of on-site inspection are organized, the Chief Inspector
will send to the Person Responsible a document describing the Issues, etc. in the Japanese original
with an English translation. The Firm may make formal comments on the Issues, etc. described in
the document by sending a written statement to the Secretary-General of Executive Bureau of the
CPAAOB within the period. The CPAAOB will set forth the period necessary for the Firm to
review the document. The statement, in principle, has to be prepared in Japanese, although a
statement prepared in English is also acceptable. The comments, etc. thus submitted shall be
reported to the Board of the CPAAOB.

8. Notification of Inspection Results
Notification of the inspection results shall be made by delivering to the Person Responsible a

document describing the inspection results (hereinafter referred to as an “Inspection Result
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Notification”). The document shall be prepared in the name of the Chairman of the CPAAOB in
Japanese with an English translation attached for reference.
When the Inspection Result Notification is delivered, the CPAAOB will obtain a written

acknowledgement of its receipt from the Person Responsible.

V Handling of Inspection Results

1. Handling of Inspection Results

(1) The CPAAOB shall keep the confidentiality of the Inspection Result Notification.

(2) As for the inspection results and inspection-related information (Note 4), the Chief Inspector
shall, by the commencing date of the on-site inspection, explain to the Person Responsible that
the Firm is prohibited from disclosing them to a third party without obtaining prior consent
from the CPAAOB, and by then obtain the firm’s acknowledgement of the prohibition.

In relation to the prior consent for disclosure to a third party, the Chief Inspector shall explain:
(i) that the Firm has to submit a written request, in English, describing the recipient of
information, the contents of information to be disclosed and the reason for such disclosure;
(ii) that the Firm has to obtain the acknowledgement by the expected recipient that it will not

disclose the delivered information to further third party; and
(iii) that the Firm has to include in the written request mentioned in (i) above the statement that

the recipient’s acknowledgement has been duly obtained.

(Note 4) Inspection-related information means any contents of communication, including questions, indications and

requests by inspectors, between (i) inspectors and (ii) officers, employees, partners and staff of the Firm.

2. Publication of Recommendation, etc.

(1) For the sake of public interests and investor protection, once the CPAAOB makes
recommendations to FSA concerning administrative actions or any other measures to be taken
in order to assure proper operations of the Audit and Attestation Services conducted by the
Firms, based on the provision of Article 41-2 of the Act, the CPAAOB will, in principle,
publicize the recommendations.

Notwithstanding the foregoing, when the CPRAAOB recognizes after taking into consideration
its possible effects on public interests or investor protection that the publication is inappropriate,
the CPAAOB will abstain from publicizing the recommendation or take any other appropriate
measure.

(2) In addition to (1) above, in the case where contribution to securement/enhancement of audit

quality is recognized, the CPAAOB will publicize summaries of the relevant implemented
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inspections in such manner that the inspected Firms and the Foreign Companies will not be

identified.

VI Confidentiality of Obtained Information

The CPAAOB shall appropriately manage the information obtained through information
requirement or inspection or from Foreign Competent Authorities (hereinafter referred to as the
“Obtained Information”) in a manner complying with Japanese laws and regulations (including the
Act on the Protection of Personal Information Held by Administrative Organs) and general rules
related to management of administrative documents, etc. In so doing, special care shall be paid so
that:

(1) The CPAAOB shall not divulge any confidential Obtained Information to a third party;

(ii) The CPAAOB shall not use the Obtained Information for any purposes other than those
originally intended, except for the case where such information is used for a purpose
approved by the relevant law; and

(i) In particular, utmost attention shall be paid to the security of the confidential Obtained

Information.

VII Effective Date
This Guideline will come into effect as of January 14, 2010,

VIII Items Subject to Information Requirements (See attached)

10
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VIII Items Subject to Information Requirements

A. Information to be obtained from all Firms
I. General information concerning the Firm

1. Outline of the business of the Firm
(1) Outline of the independent audit and auditor oversight system of the Firm’s jurisdiction
(This can be substituted by mentioning the public website where the relevant information is
provided.)
(2) Business purpose and history of the Firm
(3) Legal form and ownership of the Firm
(4) Governance structure of the Firm

(5) Organization chart of the Firm

2. Information concerning partners and staff
(1) Information concerning partners and staff
Number of partners and staff and increase/decrease from the preceding fiscal year

(2) Name, title and professional history of the partners with a management role in the Firm

3. Information concerning the office(s)
Only the information concerning the following offices shall be submitted:
(i) a national office in charge of operation management and quality control, and
(ii) office(s) in charge of audit of a foreign company, etc., as stipulated in Article 4(1)(iii)
of the Cabinet Office Ordinance regarding Notification Requirements for Foreign
Audit Firms, etc. (hereinafter referred to as a “Foreign Company”’).
Also, the following information shall be submitted for each of the offices.
(1) Name and address of the office(s)
(2) Number of partners and staff
(3) Total number of the companies audited by the office with separate number of Foreign

Companies

4. Information concerning the affiliated entities

Name, address and business of each affiliated entity and name of its representative officer

5. Information concerning the revenues

(1) Revenue from Audit and Attestation Services and non-Audit and Attestation Services for

11

— 136 —



the preceding three fiscal years
(2) In the case where the revenue for each of the offices mentioned in I. 3 above is available,

such revenue, categorized by that from Audit and Attestation Services and that from

non-Audit and Attestation Services

Information concerning the companies audited by the Firm (limited to Foreign

Companies)
(1) Name, fiscal year-end, amount of share capital of the Foreign Company

(2) Name of engagement partner

(3) Name of co-auditor (if any)
(4) Information concerning the engagement including information on whether it is newly

accepted or recently terminated

12

— 137 —



II. General information concerning operation, etc. of the Firm

1. Information concerning services and operation
(1) Information concerning services
(1) Number of clients of Audit and Attestation Services and non-Audit and Attestation
Services (including number of Foreign Companies) and increase/decrease from the
preceding fiscal year
(i1) Information concerning the service line which the Firm newly commenced in the
preceding three years
(2) Information concerning operation
(i) Measures taken in order to ensure operational appropriateness (including key
management policies and measures employed for management and legal compliance)
(ii) Policies concerning quality control and measures taken to enforce such policies
(including (a) Leadership responsibilities for quality within the firm, (b) Professional
ethics and independence, (c) Acceptance and continuance of client relationships and
specific engagements, (d) Employment, education, training, evaluation and assignment,
(e) Engagement performance (including performance of engagement quality control

review) and (f) Monitoring of quality control system)

2. Information concerning business alliances
(1) Information concerning business alliances in the field of the audit services with another
professional accountant or audit firm
(2) If the Firm is a member of a network, outline of the network and the basic arrangement

between the Firm and the network

3. Outline of lawsuits (if any)
With respect to lawsuits brought against the Firm and/or partners in relation to its Audit
and Attestation Services,

(1) the number of such lawsuits ended in the preceding three years and the total amount of
monetary obligation the Firm and/or partners was/were imposed with by a court order, etc.
in relation to those lawsuits, and

(2) the number of such lawsuits currently pending with a court and the total amount of

monetary obligation the Firm and/or partners is/are claimed to owe.

4. Outline of the criminal penalty or administrative sanctions (if any)
Outline of the criminal penalty or administrative sanctions imposed upon the Firm and/or

partners in relation to its Audit and Attestation Services in the preceding three years.

13
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III. Date and results of the most recent inspection/review conducted by
administrative agencies, etc.

Recommendation for remediation, etc. issued based upon the results of the

inspection/review, the plan for remediation and progress of execution of the remediation plan

14
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B. Information to be obtained from the Firms that audit companies, etc. listed on
a financial instruments exchange in Japan

I. Information concerning Audit and Attestation Services for companies, etc. listed
on a financial instruments exchange in Japan

The following information shall be submitted for each of the listed companies.

1. General information concerning engagement team members
(1) Information concerning engagement team
(i) Name of engagement partner and the periods during which the partner has been
successively involved in the audits of the same audit client
(ii) Number of partners and professional staff (excluding engagement partner) and the name
of such partner (if any) who was an engagement partner of the audit of the same audit
client in the past
(ii1) Change of engagement firm, partners, etc.
(2) Information concerning the engagement
(i) Amount of fees received from the company in relation to the Audit and Attestation
Services and the non-Audit and Attestation Services
(ii) Withdrawal from the engagement (if any)
(3) Information concerning quality control
(1) Name of the professional accountant and/or section of the Firm responsible for quality
control

(ii) Name of the reviewing partner

2. Information concerning performance of the engagement
Number of persons who performed the engagement (categorized by (i) engagement
partner, (ii) other professional accountant and (iii) other staff) and time (days or hours) spent

on the engagement per category.

II. Information concerning operation control system (including manuals
regarding quality control system)

1. Names of manuals and guidelines relating to the quality control system (together
with the date of the latest amendment) and copies of the manuals and guidelines

2. Name(s) of audit manual(s) (together with the date of the latest amendment) and a
copy/copies of it/them

15
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3. Results of quality review conducted by network
Review report, items pointed out as a result of review, measures taken for remediation,

the plan for remediation and progress of execution of the remediation plan

16
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FINANCIAL SERVICES AGENCY CPA Ao Certified Public Accountants and

Government of Japan Auditing Oversight Board

Mr. James R. Doty

Chairman

Public Company Accounting Oversight Board
1666 K street, NW

Washington D.C., 20006

United States

October 6, 2011

EXCHANGE OF LETTERS BETWEEN THE FINANCIAL SERVICES AGENCY
AND CERTIFIED PUBLIC ACCOUNTANTS AND AUDITING OVERSIGHT
BOARD OF JAPAN AND THE PUBLIC COMPANY ACCOUNTING OVERSIGHT
BOARD OF THE UNITED STATES

Dear Mr. Doty:

The Financial Services Agency (“JFSA”) and Certified Public Accountants and Auditing
Oversight Board (“CPAAOB”) in Japan and the Public Company Accounting Oversight
Board (“PCAOB”) in the United States confirm as follows.

I. Purpose of Exchange of Letters

A. The JFSA/CPAAOB in Japan and the PCAOB in the United States each seek

to improve the accuracy and reliability of audit reports so as to protect
investors and to help promote public trust in the audit process and investor
confidence in their respective capital markets. Given the global nature of
capital markets, the JFSA/CPAAOB and the PCAOB recognize the need for
cooperation in matters related to the oversight of auditors subject to the
regulatory jurisdictions of both the JFSA/CPAAOB and the PCAOB.

. The purpose of this letter (“Letter”) is to facilitate cooperation between the

Authorities to the extent permitted by their respective national laws in the
oversight, inspections and investigations of auditors subject to the regulatory
jurisdictions of both the JFSA/CPAAOB and the PCAOB.

. This Letter does not create any binding legal obligations or supersede

domestic laws. This Letter does not give rise to a legal right on the part of the
JFSA/CPAAOB, the PCAOB or any other governmental or non-governmental
entity or any private person to challenge, directly or indirectly, the degree or
manner of cooperation by the JFSA/CPAAOB or the PCAOB.
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D. This Letter does not prohibit the JFSA/CPAAOB or the PCAOB from taking

II. Definitions

measures with regard to the oversight of auditors that are different from or in
addition to the measures set forth in this Letter. In particular, the Authorities
are aware that if information and/or documents are not provided either by the
requested Authority or the relevant auditor(s), and the requesting Authority
determines that it cannot satisfy its regulatory obligations without the
requested information and/or documents, the requesting Authority may take
certain actions as allowed by its domestic laws, rules and regulations against
the relevant auditor(s) for refusing to provide the requested information.

“Auditor” means a public accounting firm, individual public accountant or a
person associated with a public accounting firm that is subject to the regulatory
jurisdiction of both the JFSA/CPAAOB and the PCAOB.

“Authority” or “Authorities” means the JFSA/CPAAOB and/or the PCAOB.

III. Purpose of Cooperation

The JFSA/CPAAOB and the PCAOB believe that it is in their common interest to
cooperate in the oversight, including inspections and investigations, of auditors
that fall within the regulatory jurisdiction of both Authorities to the extent that
such cooperation is compatible with the Authorities’ respective laws and/or
regulations, their important interests and their reasonably available resources.
Cooperation is intended to permit the Authorities to meet their respective
statutory oversight mandates.

IV. Scope of Cooperation

A.

Cooperation may include one Authority sharing with the other Authority
information and/or documents, including non-public information and/or
documents, relating to auditors that fall within the regulatory jurisdiction
of both Authorities.

Cooperation may include one Authority assisting, to the extent possible,
the other Authority in an inspection or an investigation by performing
activities that may include but are not limited to facilitating access to
information; reviewing audit work papers and other documents;
interviewing firm personnel; reviewing an auditor’s quality control system
and/or performing other testing of the audit, supervisory and quality
control procedures of an auditor.

Cooperation in the context of an inspection or investigation does not cover

a request for assistance or information to the extent that it involves an
Authority obtaining on behalf of the other Authority information and/or
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documents to which the requesting Authority is not entitled under its own
laws or regulations.

D. The scope of cooperation may vary over time and with each inspection or
investigation.

E. Cooperation in the context of an inspection also may include the exchange
of information with respect to each Authority’s respective inspection
programs.

F. The Authorities may at the request of either Authority consult on issues

related to the matters covered by this Letter, and otherwise exchange
views and share experiences and knowledge gained in the discharge of
their respective duties to the extent consistent with their respective laws
and regulations.

V. Exchange of Non-Public Information

A. Upon request, an Authority may, in its discretion, provide to the other
Authority non-public information and/or documents relating to auditors
subject to the regulatory jurisdiction of both Authorities. For any exchange of
such information and/or documents, the Authorities confirm that:

L Requests for such information and/or documents will be made in
writing (including e-mail) and addressed to the requested Authority
and will explain the context in which the request is being made and
an indication of the date by which the information and/or
documents is/are needed;

2. Each request for such information and/or documents will be
assessed on a case by case basis by the requested Authority to
determine whether the information and/or documents can be
provided pursuant to this Letter and applicable law. In any case
where the request cannot be met in full within the desired time
period, the requested Authority will inform the requesting
Authority accordingly and will consider whether other relevant
information or assistance can be given. If denying a request in part
or in full, the requested Authority will inform the requesting
Authority of the reasons for its denial;

3. Any non-public information and/or documents provided will be
used by the requesting Authority only as permitted or required by
their respective authorizing statutes — which include the Certified
Public Accountants Act in Japan and the Sarbanes-Oxley Act of
2002, as amended, in the United States — and any rules or
regulations promulgated thereunder;
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4, Except as provided in section VI of this Letter, the requesting
Authority, and all current and former members of its governing
body, employees and other associated persons, will maintain as
confidential the non-public information and/or documents received
from the other Authority;

5. Except as provided in sections VI (A) and (B) of this Letter, only
individuals and entities that are independent' of the auditing
profession will have access to the non-public information and/or
documents provided;

6. The requesting Authority has established and will maintain such
safeguards as are necessary and appropriate to protect the
confidentiality of the information and/or documents, including
storing the information and/or documents in a secure location
when not in use;

T The requesting Authority has provided to the other Authority a
description of its applicable information systems and controls and
a description of the laws and regulations of the government of the
requesting Authority that are relevant to information access;

8. The requesting Authority will inform the other Authority if the
safeguards, information systems, controls, laws or regulations
referenced in paragraphs 6 and 7 above change in a way that would
weaken the protection for the information and/or documents
provided by the other Authority; and

9. The requesting Authority will, before complying with any legally
enforceable demand it has received for such information and/or
documents, notify the other Authority of the demand and make
reasonable efforts to afford the other Authority an opportunity to
articulate any legal exemptions, privileges, or objections.

VI. Exceptions to Confidentiality

A. An Authority may issue public inspection reports as permitted or required by
the law of that Authority’s jurisdiction, including reports that identify the firm
inspected and the inspection results. Before an Authority issues a public
inspection report which includes non-public information and/or documents
provided by the other Authority under this Letter with respect to an auditor
that is located in the other Authority’s jurisdiction and subject to the other

! Independent of the auditing profession means that the individual or entity is not a practicing auditor,
affiliated with an audit firm, or a member of the governing body or staff of a professional organization.
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Authority’s jurisdiction, the Authority which intends to make such publication
will notify the other Authority in advance of such publication.

B. An Authority may publicly announce disciplinary proceedings and/or
sanctions imposed upon auditors as permitted or required by the law of that
Authority’s jurisdiction.  Before publicly announcing any disciplinary
proceedings and/or sanctions imposed on an auditor that is located in the other
Authority’s jurisdiction and subject to the other Authority’s jurisdiction, the
Authority will give advance notice of the publication to the other Authority.

C. An Authority may share non-public information and/or documents obtained
from the other Authority under this Letter with certain law enforcement or
regulatory authorities in its jurisdiction as follows. The PCAOB may share
such information and/or documents only with those entities identified in
section 105(b)(5)(B) of the Sarbanes-Oxley Act of 2002, as amended, which
states that these entities should maintain such information as confidential and
privileged. In case the PCAOB intends to transfer information and/or
documents provided by the JFSA/CPAAOB in connection with cooperation
under this Letter to a third party (except the U.S. Securities and Exchange
Commission) as permissible under this section VI, the PCAOB will notify the
other Authority in advance of such transfer. The JFSA/CPAAOB will not
share such information and/or documents with any third party.

D. If the PCAOB intends to share non-public information and/or documents
obtained from the FSA/CPAAOB under this Letter with another entity (except
the U.S. Securities and Exchange Commission) pursuant to paragraph C of
this Section VI, the PCAOB will give the FSA/CPAAOB reasonable advance
notice of its intent and request the consent of the FSA/CPAAOB.

E. The FSA/CPAAOB will give consent to the onward sharing of information
and/or documents if applicable law does not preclude them from providing
consent. If the FSA/CPAAOB does not provide consent within a reasonable
time, not to exceed ten days, the PCAOB will consult with the FSA/CPAAOB
and consider that Authority’s objections before sharing such information
and/or documents.

VIIL. On-site Visits of Auditors
Where one Authority intends to conduct an on-site visit to auditors located in the
other Authority’s jurisdiction, such process should be conducted based on the
terms and conditions set forth in the Annex to this Letter.

VIII. Duration

This Letter may be withdrawn for any reason by either Authority by written
notice to the other Authority. If this Letter is withdrawn by either Authority, the
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Authorities will continue to maintain as confidential, consistent with sections V
and VI, any information and/or documents shared pursuant to this Letter.

K o %éﬂ&ép

Ryutaro Hatanaka
Commissioner

Financial Services Agency
Government of Japan
3-2-1 Kasumigaseki
Chiyoda-ku, Tokyo

Japan 100-8967
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A ¥ FIE

Yoshimasa Tomosugi

Chairman

Certified Public Accountants and
Auditing Oversight Board

3-2-1 Kasumigaseki
Chiyoda-ku, Tokyo

Japan 100-8905
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Government of Japan Auditing Oversight Board

y’ FINANCIAL SERVICESAGENCY  CPAA()R  Certified Public Accountants and

Mr. Brian Hunt

Chief Executive Officer

Canadian Public Accountability Board
150 York Street Suite 200

Toronto, Ontario, Canada, M5H 3S5

March 23, 2012

Subject: Exchange of Letters on information exchange and cooperation in the area of auditor
oversight between the Financial Services Agency of Japan/Certified Public Accountants and
Auditing Oversight Board and the Canadian Public Accountability Board

It is recognized that co-operation between the Financial Services Agency of Japan
(FSA)/Certified Public Accountants and Auditing Oversight Board (CPAAOB) and the
Canadian Public Accountability Board (CPAB) (“the authorities”) in the area of auditor
oversight would be mutually beneficial, in light of each authority’s mandate to improve the
quality, accuracy and reliability of the audit of public companies through audit regulation and
auditor oversight so as to protect investors, help strengthen public trust in the audit process and
increase investor confidence in their respective capital markets. It is especially acknowledged
that enhancing the exchange of information between the authorities is important in view of the
global nature of financial markets and increasing cross-border activities in securities

transactions.

In this context, this letter confirms the interest of the authorities in cooperating in the oversight
of audit firms whose principal office is located in one authority’s jurisdiction and which audits
the financial statements of a company with securities issued or traded on markets in the other
authority’s jurisdiction (hereafter referred to as “foreign audit firms” from the latter authority’s
point of view), including exchanging information and/or documents with one another in a
mutually beneficial manner, to the extent such cooperation is compatible with the each
authority’s respective laws and/or regulations. It is understood that this letter is a statement of
intent of the authorities and does not create any legally binding obligations upon the authorities.
Furthermore, this letter does not prohibit either authority from taking measures other than or in

addition to those described herein with regard to the oversight of foreign audit firms.
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Scope and modalities of cooperation

Exchange of information and/or documents

The authorities intend to cooperate on matters relating to auditor oversight, including through
the exchange of oversight information and/or documents, including non-public information
and/or documents, such as: i) outcome of inspections and investigations, including information
on firm-wide procedures, of foreign audit firms; or ii) audit working papers or other documents
held by a foreign audit firm so long as such papers relate to the audits of companies which are
incorporated in, have issued securities in, or form part of a group issuing statutory consolidated

accounts in the requesting authorities’ jurisdiction.

The exchange of information and/or documents between the authorities will only take place to
the extent such an exchange is compatible and in accordance with their respective laws and
regulations. Each authority will use its best efforts to provide a prompt and adequate response to
an information request from the other authority; and a receiving authority will notify a
requesting authority if there is likely to be a significant delay in responding to the request and

the reason for this delay.

Possible forms of information exchange in respect of auditor oversight may include the

following:

» An authority will inform the other authority respectively of the status of
registration/notification of foreign audit firms;

» An authority will provide the other authority, on request or in its discretion where it
considers it appropriate or useful to the other authority, with information it holds on
relevant foreign audit firms. A request for information will include a general description of
the purpose of the request as well as the documents or information sought by the requesting
authority; and

»  The authorities will use their best efforts to notify one another, prior to or immediately after
taking any material oversight measures or disciplinary actions, in respect of relevant
foreign audit firms that are registered/notified or seek registration/notification in the other’s

jurisdiction.
On-site visits

The authorities will notify each other of the intention to engage in an on-site visit of a relevant

foreign audit firm. The visiting authority will conduct visits in the foreign audit firm’s home
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jurisdiction with the consent of the foreign audit firm. Furthermore, the authorities will make
efforts to coordinate with one another so that the authority of the foreign audit firms’ home
Jurisdiction, upon consultation with the foreign audit firm, will be able to accompany the staff of
the visiting authority during the visit. The authorities will discuss, as necessary, issues that

emerge from such on-site visits.

The authorities also express their mutual willingness to hold a dialogue or exchange views
about matters of common interest and concern as appropriate, with a view to deepening mutual

understanding between the authorities.

The authorities recognize the importance and desirability of the exchange of information.

However, a request for information exchange may be denied:

»  Where the request would require the authorities to act in a manner that would violate their
domestic laws and regulations;

» Where the request would adversely affect the sovereignty, security, public order, public
interest or investor protection of the requested jurisdiction; or

»  Where judicial proceedings have already been initiated in respect of the same actions and

against the same persons before the authorities of the requested jurisdiction.

Treatment of information exchanged

Any oversight information obtained will be used only for supervisory purposes, including any
necessary action taken by the requesting authority against a relevant foreign audit firm or other
audit firm. Information received will not be used in criminal proceedings carried out by a court
or judge, including use as evidence in criminal court. In the case that such use is required by law,
an additional request must be made in accordance with procedures prescribed in the relevant law

for international mutual assistance in a criminal investigation.

The authorities will keep confidential information received under this letter. Specifically, Article
100 of the National Public Service Act in Japan and the Canadian Public Accountability Board’s
Code of Ethics and the Canadian Public Accountability Board Act (Onfario) respectively bind
employees and the former employees of the authorities to official secrecy or restrict the
disclosure of information provided in the exercise of the function of audit regulation and

oversight.
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The authorities will not disclose information received under this letter, except in response to a
legally enforceable demand. If the authority is legally required to disclose the confidential
information received from the other authority, the disclosing authority will consult with the
other authority before disclosing it. If the other authority objects to the disclosure, the disclosing

authority will make best efforts in resisting the disclosure of the information at issue.
The terms and conditions stated in this letter do not apply to publicly available information.
We believe that cooperation with the modalities set out in this letter will lead to a mutually

beneficial relationship between the FSA/CPAAOB and the CPAB.

Yours sincerely,

T

Yot fixgy R ATE

Ryutaro Hatanaka Yoshimasa Tomosugi
Commissioner Chairman
Financial Services Agency Certified Public Accountants and
Government of Japan Auditing Oversight Board
3-2-1 Kasumigaseki 3-2-1 Kasumigaseki
Chiyoda-ku, Tokyo Chiyoda-ku, Tokyo
Japan 100-8967 Japan 100-8905
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A A A % %
FRE 18 20, 796 9,617 3,108 14.9 32.3
(16, 311) (5,132) (1, 372) (8.4) (26.7)
FRE 19 20, 926 9, 026 4,041 19.3 44.8
(18, 220) (6, 320) (2, 695) (14.8) (42. 6)
R 20 21, 168 8, 463 3,625 17.1 42. 8
(19, 736) (7,034) (3,024) (15.3) (43.0)
FRE 21 21, 255 6,173 2,229 10.5 36. 1
(20, 433) (5,361) (1, 916) 9.4) (35.7)
FRE 22 25, 648 5,512 2,041 8.0 37.0
(25, 147) (5,011) (1,923) (7.6) (38.4)
Yk 23 23,151 4,632 1,511 6.5 32.6
(22, 773) (4, 254) (1, 447) (6.4) (34.0)
it 132, 944 43, 423 16, 555 12.5 38. 1
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A A N % %

FRE 7 10, 414 3,027 722 6.9 23.9
THE 8 10, 183 3,017 672 6.6 22.3
VR 9 10, 033 3,147 673 6.7 21.4
Tk 10 10, 006 3, 395 672 6.7 19.8
Pk 11 10, 265 3, 320 786 7.7 23.7
Pk 12 11, 058 3,381 838 7.6 24.8
Ek 13 12,073 3,336 961 8.0 28.8
Rk 14 13,389 3,414 1, 148 8.6 33.6
SERk 15 14,978 3, 404 1,262 8.4 37.1
Rk 16 16, 310 3,278 1,378 8.4 42.0
TR 17 15, 322 3, 548 1, 308 8.5 36.9
iy 134, 031 36, 267 10, 420 7.8 28.7
GE1) 78 2 KR AN B SR O LA & 72 > T2 TR 7 AR LU DR DL

(£ 2) BIFN2AED 6 FRLTAE £ TOREE
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207% Ak 197 14 8 4.1 57. 1 0.5
205% LA F25 R AT 8, 063 1, 452 767 9.5 52. 8 50. 8
257% LA _E305% ATl 7,120 1, 646 495 7.0 30. 1 32.8
307k LA _E 35 p AT 3, 890 775 170 4.4 21.9 11.3
357k LA A0 AT 1,890 384 45 2.4 11.7 3.0
2078 LA L4578 i 910 174 15 1.6 8.6 1.0
455% LA F505 A 488 83 6 1.2 7.2 0.4
507% LA _E55R% ATl 285 49 1 0.4 2.0 0.1
557% LA _E60RE AT 132 21 1 0.8 4.8 0.1
607% LA _E 65 R AT 107 18 3 2.8 16.7 0.2
655 LA |- 69 16 0 0.0 0.0 0.0
& &t 23, 151 4, 632 1,511 6.5 32.6 100. 0
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K F bt £ F 241 32 16 6.6 50. 0 1.1
S~

f_ ; ? ;g Ef 453 79 39 8.6 49. 4 2.6

ji(%jk ﬁ' . )* 12, 084 2,309 749 6.2 32.4 49. 6

ji(,*;j\_ éi@ f 5,351 834 469 8.8 56. 2 31.0

oK o 2,083 258 84 4.0 32.6 5.6

z ) fth 542 81 30 5.5 37.0 2.0

& FF 23,151 4,632 1,511 6.5 32.6 100. 0
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N % = 450 51 3 0.7 5.9 0.2
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;‘f;ézggi% ,Jr 5, 187 1,471 497 9.6 33.8 32.9
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=a > ity 315 69 10 3.2 14.5 0.7
& Gt 23,151 4,632 1,511 6.5 32.6 100. 0
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& 426 85 24 5.6 28.2 1.6
H ik 612 113 25 4.1 22.1 1.7
] W 14, 094 2, 841 928 6.6 32.7 61.4
it 75 284 74 30 10.6 40. 5 2.0
H (i 1,428 282 109 7.6 38.7 7.2
ir 8 4, 555 975 325 7.1 33.3 21.5
o 347 53 16 4.6 30. 2 1.1
| 2717 50 15 5.4 30. 0 1.0
Ju | 191 21 3 1.6 14.3 0.2
& fi] 865 130 36 4.2 27.7 2.4
i i 72 8 0 0.0 0.0 0.0
A &h 23, 151 4,632 1,511 6.5 32.6 100.0
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