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Section 1 - Chairman’s Statement

CHAIRMAN’'S STATEMENT

This is the second Annual Report presented by rmgseChairman to
the Accountancy Board and the fourth for the Acdanoy Board.
2010 has been characterized by the aftermath ofitlaacial crisis.
Many articles have been written in professionalpails, which seek to
establish the degree of responsibility that theitapibfession should
carry in the global economic meltdown experienceer dhe last couple
of years. This is particularly the case with thehinan Brothers
collapse where the professional scepticism apphiedhis audit was
guestionable. Auditors in the UK came under fie filing to show
enough scepticism in their audits of large listemnpanies and for
failing to challenge management assumptions. iBhascriticism which
strikes at the very core of the profession and whisundoubtedly be
the subiject for further discussion in the futu

The arguments for and against as to who shouldldéosuch responsibilities, in a time of crisise a
endless and it is perhaps appropriate to beansuld reconsider one of the major objectivedef t
setting up of Quality Assurance i.e. that of safeding the Public Interest. Surely, fingers dtiou
not be pointed at the audit profession but, cleagulators need to exercise closer monitoring to
avoid the undue hardships suffered by the manynvscof the world’s recession.

The Statutory Audit Directive has now been transgagto the local legislation of all member states
with the scope to better regulate the audit pridesfollowing the Parmalat and Enron scandals.
Many other third countries have set up OversightiB® to regulate the audit profession in their
country and the drive, over the recent years, wasbtain mutual recognition and reliance between
regulators across the globe. Some observers éngti@udit regulators simply react to a given srisi
and are not seen to be pro-active in their vigiklaotthe Public Interest. In many instances, gives
rise to rules and safeguards, which more often tiwresults in over regulation. Others reckon that
the whole system needs to be radically overhaulddawiew to narrowing the “expectations gap”.

Quality Assurance in Malta was launched in Febri97 and the Quality Assurance Unit almost
completed the first full cycle of its monitoringsitis to all warrant holders in the audit practiceig
2010. The unit visits auditors of Public Inter&stities on a three-year cycle — whitdt other
auditors are to be visited not less than once eseryears. Presently, these are being visitez on
every four years.

In Malta, our profession is undoubtedly one of there regulated professions. The Accountancy
Board and the Quality Assurance Oversight Commiples an important role in serving the public

interest. As Regulators, we seek to strengtheoumtability and reinforce trust and confidence in

financial reporting and corporate governance.

The transposition of the Eighth Directive resulieda change in the constitution of the Accountancy
Board itself. The members have increased fromrséweleven, with a majority of members on the

Board now being made up of non practitioners. Méimbers are on the Board on a part-time basis. |
am pleased to say that the newly constituted Badsd sees a larger number of female members.
Four of the eleven members are in fact women -etbfevhich are warrant holders.

| am also Chairman of the Quality Assurance Ovéitsigommittee (QAOC), which oversees the
Quality Assurance Unit — which is headed by Mr. 8&rCoppini, is made up of three reviewers, and
an administrative clerk. The main role of the Catter is that to give guidance to the Quality
Assurance Unit (QAU) in its role when visiting fismand warrant holders. Directive 4 to the APA
gives the QAOC wide ranging powers and responsésli- the main scope of which is to ensure the
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Section 1 - Chairman’s Statement

smooth operation of the Quality Assurance monigpgimocess. It is pertinent to point out that the
QAU extensively supports the Accountancy Boardsrback office operations, and it is indeed sad to
note that a number of attempts to recruit anotegewer proved futile.

The Board’s representation and active participatio the European Group of Auditors’ Oversight
Board (EGAOB) has helped us to keep abreast of whaagpaning within the European Union. The
Accountancy Board is represented on a number ofcenimittees of the EGAOB namely the Audit
Regulatory Committee, Accounts Regulatory Commi&e@spections Workshop sub group. These
meetings at European level ensure smooth and esfficto-operation amongst public oversight
systems within Member States and with third coestriThe Commission, through the EGAOB, led a
number of discussion meetings with FEE, ECG, CEB&Rather European Associations, which have
at heart the safeguarding of capital markets adeosepe and the rest of the world. One particular
issue, which was hotly debated at AURC and EGAORtmgs in Brussels in 2010, was that of
recognizing equivalence of audit oversight systefnthird countries. An adequacy decision was, in
fact, made public by the EU Commission recogniZi@gthird countries as being equivalent, as from
the 19 January 2011 (Australia, Canada, China,t@rakapan, Singapore, South Africa, South Korea,
Switzerland and the United States of Americdl.is therefore, now up to member states to emter i
bilateral agreements with these third countriesetulate such matters as mutual reliance on ovrsig
systems, the extent to which audit work paperstmnransferred from one jurisdiction to another,
under what conditions and with particular relevaticBata Protection and sovereignty issues.

The EU embarked on a major debate on the role awérgance of auditors in the EU. Michel
Barnier's (European Internal Market Commissionerg@déd Paper examined a wide range of issues in
the audit area including the role of the audittihe concentration of the audit market, oversight of
audit practice, SME & SMP issues, auditor’s indef@te and corporate governance and adoption of
international standards on auditing by the EU.

The Accountancy Board is also a member of the matigwsnal Forum of Independent Audit
Regulators. The Board was represented at the dtispe Workshop held in Paris in February 2010.
The plenary meeting held in September 2010 wasaiteaded.

IFIAR is an international organization of audit uégfors worldwide. IFIAR Verein is the legal emtit
— set up by a charter agreement between differemmers countries across the globe the main object
of which charter are:

1) Sharing knowledge of the audit market environtrard practical experience of independent
audit regulatory activity with a focus on inspeasoof auditors and audit firms;

2) Promoting collaboration and consistency in ratprly activity; and

3) Providing a platform for dialogue with other anjsations that have an interest in audit quality.

There are audit regulators from 37 countries, whaah affiliated to IFIAR. These are:- Abu Dhabi,
Australia, Austria, Brazil, Canada, Denmark, Dulkagypt, Finland, France, Hungary, Germany, Italy,
Ireland, Japan, Korea, Lithuania, Luxembourg, MadWlauritius, Malaysia, the Netherlands, Norway,
Slovakia, Singapore, South Africa, Spain, Sri LanBaveden, Switzerland, Turkey, Chinese Taipei,
United Kingdom & United States of America. Bulgagnd Turkey were accepted as members at the
Singapore meeting. Enquiries have also been ma@rdrce, Israel, Malaysia & Mexico.

31% March of 2008 brought with it the first mandatafigclosures. Auditors who carry out statutory
audits of public interest entities are now requitegublish on their website, within three montlis o
the calendar year, a transparency report. Whistis a breath of fresh air for the audit proi@ssn
Malta, in so far as transparency is concernedettgestill room for improvement in this area. Gehe
comments raised by the Public Oversight Board (P@BJransparency reports in the UK, also apply
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Section 1 - Chairman’s Statement

to the transparency reports uploaded on the vanmissites of firms in Malta. The POB remarked
that the review does not generally include any sseent of whether statements made in the
transparency report are factually accurate. It wk® pointed out that firms should stick to
descriptions of the firm and its policies and phoes rather than turning transparency reports into
marketing documents. The consistency, betweenreiinarting firms, of the data presented in the report
is one other area, which requires closer attention.

2010 was particularly characterized by the changdbe accounting and audit regulatory framework
brought about by the transposition of the EU SewiDirective. As noted in the detailed report, a
number of amendments were made to the existingsléggin to embrace the new requirements
brought about by the Services Directive.

The Board’s close interaction with the MFSA alloitvid check on the accuracy of declarations made
by practicing auditors in their Annual Returns.trinspired that seven warrant holders signed audit
reports in 2009 when these declared that they wetgracticing auditors in their 2009 return. It is
fair to point out that the only one or two auditéthncial statements were filed with the MFSA in
each of the above cases. These were chargethanistrative fine of €232.94. Five have alsodpai
the regulatory fee as well as resubmitted an antbAdaual Return.

Another initiative taken by the Board during 2018sao bring in line those companies or individuals
who are holding themselves out to be accountanfganide accountancy services with Article 3 (2)
of the Accountancy Profession Regulations. A nemddf entities registered with the Accountancy
Board whilst other eligible entities were still bgi chased. The Accountancy Board also
communicated with editors of the main local daigwspapers bringing to their attention that many of
their recruitment advertisements for accountantsewe blatant breach of the Law and that they
should exercise due care and diligence before ghubty such calls for application. Regretfully, we
had no responses to any of our letters.

2010 can also be seen as the year of consolidatithre barrage of legislation hitting the professio
2009. The “Legislative Clarifications Committeehigh was set up in 2009 continued to go through
some sections of the transposed Law, which prowdoktdifficult to apply in practice. These have
been identified and one hopes to have the relesegtions of the Law amended. The Commission
too has required clarifications on as to how carsactions of the Statutory Audit Directive havere
transposed. Minor proposed amendments have bggested for amendment along with those noted
by the Legislative Clarifications Committee. A n®irective 5 was in fact issued on th& Aebruary
2011 to reflect these changes.

Information about our warrant holders emanates ffomual Returns, which returns, are required to
be sent by all warrant holders. Directive 3 to ffteountancy Profession Act gives the legal backing
to this document, which must be submitted to theochatancy Board on an annual basis. These
returns provide us with a wealth of information agide us a much clearer profile of the profession.
It has been recognized that Directive 3 needs teebisited to give the Accountancy Board a more
expeditious recourse on defaulting warrant holders.

In 2010, the QAU carried out 48 monitoring visis.firms and 42 practitioners were visited in 2010.
This brings the total number of visits carried smice February 2007 to 179. We expect to carty ou
45 other visits during 2011. Of these, only a Hahdf visits still pertain to the first cycle. €ke
visits spanned from part time sole practitioner8ig 4 firms. The files reviewed were those ofdibt
companies as well as those of small family owneehgamies. Of these visits, 171 of the reports
prepared by the QAU for consideration by the Qualissurance Oversight Committee (QAOC) have
now been concluded and the visits closed down.

A lot of time and effort was again spent in 2010tbe development of a web portal, which project
will now evolve into yet another project to incorpte E Forms, a platform which Government is
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Section 1 - Chairman’s Statement

actively promoting. Consultations are presentlypiagress to find new software providers to see the
long awaited project through to completion.

The introduction of Quality Assurance in Maltauegd the interaction of all stakeholders, the ldalt
Financial Services Authority, the Profession, thaltsel Institute of Accountants, and last but nostea
— the General Public. Four years down the linean say that the three essential ingredients for
quality audits have been met. We have a robusitgudsurance structure, good education and high
ethical standards.

The accountancy and audit profession, in Malta, wbempared to other professions is relatively
young but one which has one of the biggest groaté.r It is a profession which has adapted well to
changing circumstances over the years.

The past four years, in particular, have seen ahdibanges within the Accountancy and Audit
Profession — changes to which, the professioneireral, has responded favourably. We are small
and because of our smallness, we adapt to changels more expeditiously than larger jurisdictions.
Academically our standards are of the highest &evdlhere are various routes one can take to obtain
an Accounting or Audit qualification. The Maltashitute of Accountants plays the role of educator,
along with that of the University of Malta and othrecognized foreign Accountancy bodies. The
MIA also provides the role of providing practicepport to all its members. The Accountancy Board
delegated to the MIA the role of monitoring Congau Professional Education. It is indeed
encouraging to note a number of educational irt&iitg, other than the MIA, which have set up in
Malta providing Continued Professional Educatiotivéites for the profession.

Corresponding with other network firms across tlebg, and our ability to communicate in different
languages, also contributes to the versatility wf profession. Equally important however, is that
globalization has given rise to a more pronounastirto adhere to the common high quality and ever
changing auditing and accounting standards.

We pride ourselves that we were approached by @r¢at aspiring EU applicant) to share with them
our experiences in the setting up of QA systenheirtcountry. A five-man delegation visited Malta
on the 8 & 9" April 2010. The Malta Institute of Accountantsalactively participated in this two-
day visit.

As for future challenges — the list is endlesssulfffices to say that the Green Paper which wagds

by EU Commissioner Michel Barnier on the™®ctober 2010 brings along a number of questions
concerning the robustness of the audit functionitasxists today. The consultative paper seeks
comments on a number of issues from the broadestilde base of stakeholders such as investors,
lenders, management, employees, government augisoriauditors, tax authorities, credit rating
agencies, equity analysts, regulators and SMEsmeSof the issues brought under the spotlight by
this document are:

« the perceived role of the auditors - narrowingsinfar as possible, the expectations gap —
possibly revisiting the “true and fair” conceptaundit reports;

« the governance and independence of audit firmstlagid supervision — the need for further
transparency, the provision of non audit servioesudit clients, firm rotation for PIEs , closer
focusing on the role played by audit committees etc

e concentration of the market structure — PIE audits predominantly carried by the Big 4
firms — how should this bias be addressed? Shmaédntroduce joint audits for PIES?

e the issue regarding SMEs & SMPs and whether oneldhoe discouraging the statutory
audits of SMEs by the introduction of review auditel compilation reports — reducing in so
far as possible unnecessary burdens on SMEs and.SMP
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Undoubtedly 2011 will bring a new wave of concepigaues which the audit profession has to cope
with as decisions, following this study start beingplemented. In no uncertain terms, Commissioner
Barnier declared that the status quo of the exjsdindit function is not an option and has intimated
that many of the Green Paper issues will be tadijeNovember 2011.

Whilst professional development is of critical innfamce, we believe that the need to keep oneself
abreast of global developments within the auditfiom is of equal importance. Only this will enabl
one to react positively to global changes.

Apart from global developments in the audit funetie the more immediate changes that will impact
heavily on local practitioners will undoubtedly tee application of the new clarified ISAs and the
revised Code of Ethics.

Last but not least, | welcome the new secretarthéoAccountancy Board, Mr. Martin Spiteri IEng
MIIE MBA (Leicester), who joined the Board as frothe ' February 2011. | also take this
opportunity to thank Mr Joe Croker who held thisto the past five years.

Charles Rapa
Chairman — Accountancy Board
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INTRODUCTION & OVERVIEW

As part of the Board’s obligations and as set oithiw Article 7(19 & 20) of the Accountancy
Profession Act, CAP 281, the Board is requiredubligsh annually and by not later than®3larch a
report including details of its:
= annual work programme;
activity reports;
a description of the work carried out by the dilogry committee;
a summary of the work carried out in respect ofliguassurance; and
such other things which the Board deems relevant.

On this basis, the Board is pleased to preserfotivéh such report.

This annual report is set out in the following mann

= Sections 3 to 8 give a brief overview of the composition, frequertdymeetings, review of
activities carried out during 2010 and plans fol R@ertaining to the Accountancy Board,
Disciplinary Committee, Quality Assurance Oversigiammittee, Legislative Clarifications
Committee, Investigative Committee and CPE Commitéspectively; and

= Section 9 - Profile of the audit and accountingfpesionprovides an overview of the audit
and accountancy profession in Malta and of the m&srant holders, practising certificate
holders and firm registrations issued during 2010.
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ACCOUNTANCY BOARD

3.1.COMPOSITION

During the year under review, the Accountancy Boamas composed of the following
members:

Chairman
Mr. Charles Rapa FCCA, FIA, CPA, MBA(Brunel/Henlei)IM, MCMI

Members

Mr. Peter J Baldacchino M.Phil (Lough), FCCA, FIBRA,
Dr. Bernice Buttigieg LL.D, B.A., M. Jur (EU & Compaw);
Mr. Simon Flynn FCCA, BA(Hons)Accty., FIA, CPA;

Mr. Mario P. Galea FCCA, FIA, CPA,;

Ms. Elvia George BA(Hons) Accty., FIA, CPA;

Ms. Angele Grech BA(Hons) Accty., CPA;

Mr. Godfrey Leone Ganado FIA, CPA,;

Ms. Helen Meli Attard FIA, CPA, CSA, MIM, MIT, B.AHons Acc.), M.A. (Financial
Services);

Mr. Benjamin Rizzo ACMA, FIA, CPA; and

Mr. Bernard Scicluna FCCA, FIA, FMIT, CPA

Technical Advisors
Mr. Anthony Zarb FCCA, FIA, CPA, MBA(Warwick); and
Mr. John Zarb FCCA, CPA, FIA

Secretary
Mr. Joseph Croker

Left to right: -

Mr. Godfrey Leone Ganado, Mr. Bernard Scicluna, Meter J. Baldacchino, Ms. Angele Grech, Mr.
Benjamin Rizzo, Dr. Bernice Buttigieg, Mr. Charles Raja. Mario P. Galea, Mr. Simon Flynn, Ms.
Elvia George, and Mr. Joseph Croker.

Not in photo:
Ms. Helen Meli Attard, Mr. Anthony Zarb, and Mr. doBarb.
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3.2.FREQUENCY OF MEETINGS

During the year, the Board held eleven meetings.

3.3.COMMITTEES

In accordance with Article 7(2) of the Accountari®iofession Act, the Board is empowered to
appoint Committees, of which the Chairman must beember of the Board for the carrying out
of such duties or other work as the Board may assighem.

During the year, the Accountancy Board appointed fLommittees to assist it in discharging
its functions and responsibilities:

« Disciplinary Committee;

¢ Quality Assurance Oversight Committee;

* Legislative Clarifications Committee;

* Investigation Committee; and

e CPE Committee.

The structure and activities of such Committeestmafound in Sections 4 to 8 of this report.

In addition, for the last few years monitoring afntinued professional education (CPE) has
been delegated to the Malta Institute of Accourstaat contemplated under Directive 1.

3.4. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2010

During 2010, the Board carried out a number ofvéets to fulfil its obligations under Article 7
of the Accountancy Profession Act. These are sumsetdas follows:

* Issueof CPA warrants, practising certificatesin auditing and registration of firms.

During the course of year, the Board carried ontiber of application evaluations for
CPA warrants, practising certificates in auditirgveell as accounting and audit firm
registrations.

On the basis of such evaluations the Board recordatto the Minister of Finance, the
Economy and Investment the approval of 126 CPA awas: Furthermore, 77
practising certificates in auditing were grante@ertificates awarded to these warrant
holders were conferred during June and Decembed.201

In addition, as a result of a concerted effort magehe Board in respect to corporate
entities providing accounting services, a numberaotounting firms which were
previously not registered with the Board have naerbduly registered. By the end of
2010, a total of 9 new accounting firms had beegjstered.

Furthermore, throughout 2010 a total of 20 new fudins had been registered with the
Accountancy Board, of which 18 were structuredmagéd liability companies.

For more information pertaining to the issue of Q& rants and practising certificates
in auditing, please refer to Section 9 of this r&po
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Review of application evaluation process for CPA warrants and practising certificates
in auditing applications.

As a result of amendments made to the Accountamofegsion Regulations, in line
with requirements originating from EU Directives)et Board revised the process
adopted vis-a-vis the evaluation of warrant andctsing certificate applications
received. This revised process will be effectioe &ll applications received during
2011.

Monitoring and action taken against corporate entities providing accounting services
not duly registered with the Board.

During 2010, the Board identified a number of comesa providing accounting
services which had not been registered with therddaand thus were in breach of the
Accountancy Profession Act. The Board sought legiaice in this regard and issued a
document which can be found on the Accountancy @eebsite entitled ‘Corporate
entities and individuals providing accounting seed' to clarify this matter and identify
the relevant requirements as set out in Law.

On the basis of such identification, notificaticettérs were sent out to the relevant
entities for action to be taken. Although a numbieaccounting firms have been duly
registered in 2010 and a number of others willdggstered in 2011, the Board is aware
that a number of other firms have not yet taken r@myedial action in this regard. The
Accountancy Board will take legal action againgsth companies which continue to be
in breach of statutory requirements.

Amendments made to legal regulatory framework.

Throughout the year, a number of amendments werde it legislation pertaining to
the accounting profession. These primarily resuftdlowing the transposition of the
EU Services Directive. In summary, the major cleangere as follows:

- Accountancy Profession Regulations, 261@ansposes the provisions of
Directive 2006/123/EC of the European Parliamert ahthe Council of
12 December 2006 on Services in the Internal Mgtsetrvices Directive’)
(legal notice 111 of 2010);

- Accountancy Profession (General Accounting Prinisipdor Smaller
Entities) Regulations, 2009 to extend the application of the current
transitional provision to financial reporting peai® ending between the
coming into force of the Accountancy Profession r{&al Accounting
Principals for Smaller Entities) Regulation, 2008gél notice 51 of 2009)
and 3% December 2010 (legal notice 58 of 2010);

- Accountancy Profession (Provision of Accountancyvi€es on a
Temporary and Occasional Basis) Regulations, 261@his is a new
regulation which transposes the provisions of Rivec2006/123/EC of the
European Parliament and of the Council of 12 De@r2b06 on Services
in the Internal Market (‘Services Directive’) andtl& Il of Directive
2005/36/EC of the European Parliament and of thenCibof 7 September
2005 on the Recognition of Professional Qualifmasi (‘Professional
Qualifications Directive’) (legal notice 112 of 2m)1
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- Directive 1 - Continued Professional Education, 200 now implements
changes brought about by the provisions of Direc906/123/EC of the
European Parliament and of the Council of 12 De@r2b06 on Services
in the Internal Market (‘Services Directive’);

- Directive 3 — Annual Return and Registration Fe@§09 — now
implements changes brought about by the provisioms Directive
2006/123/EC of the European Parliament and of tleeinCil of 12
December 2006 on Services in the Internal Mark8er{/ices Directive’)
and requires annual registration fees to be paiiBylanuary of each year;
and

- Directive 4 — Quality Assurance, 2089now implements changes brought
about by the provisions of Directive 2006/123/EC the European
Parliament and of the Council of 12 December 20086Services in the
Internal Market (‘Services Directive’) and requirgsctitioners signing off
audit reports and audit firms to settle the applieaquality assurance
regulatory fee by the 3'of January of each year.

Furthermore, during 2010, a number of additionanges were being discussed and
will be introduced into law during 2011.

Setting up of CPE Committee.

As a result of a number of CPE exemption requesitsgbreceived by the Board, in the
latter part of 2010 the Board set up a CPE Committamposed of Accountancy Board
members and MIA members with the remit of carrymg an assessment of CPE
related matters, including preliminary CPE exemptamalysis and CPE monitoring.
During the year and as further explained in Sed@af this report, this Committee met
twice and provided the Board with its feedback.

Discussion of relevant work experience required for the attainment of a practising
certificate in auditing.

During the year, the Board was requested to disatids a number of government

departments, whether the work experience obtaineich departments would qualify
for the attainment of a practising certificate udaing. As a result of such discussions,
the Board updated its practising certificate initwg evaluation process. It also issued
an updated FAQ dealing with this which can be fowmdthe Accountancy Board

website.

Review of transparency reports published by auditors of public interest entities.

During the year, the Board ensured that transpgresgorts were issued by auditors of
public interest entities by the end of March dezslls set out in law.

The Board vetted such documents to ensure thatrabairements set out in the
Accountancy Profession Act were duly detailed ia published transparency report.
The Board discussed the need for more discloswesnsure consistency in the
information disclosed in these reports.

-10-
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I ssuing of information disseminations.

The Board, in 2010, commenced sending out emailststowarrant holders and
practising certificate holders on a periodic basBuch emails provided information
disseminations which in brief incorporated both afled and reminders to both warrant
holders and practising certificate holders. Dutiing year, four such notifications were
issued and this initiative is expected to contimutiture.

Dealing with complaints against warrant holders.

The Board was presented with two complaints duting year. Both cases were
referred to the Investigative Committee which was g by the Board of which one
complaint is still being looked into. The Boarded in favour of the warrant holder in
the other.

No complaints were referred to the Board’s Discigfy Committee.

Attendance and participation in several meetings dealing with the creation of a
warrant holder portal.

After a number of additional meetings, it is unforate that the warrant holder portal by
year end was not in operation. A number of difties and delays were encountered
since the beginning of the project.

Attendance and participation at European Group of Auditors Oversight Board
(EGAOB), Accounting Regulatory Committee and Audit Regulatory Committee
meetings held in Brussels.

The QAU team attended 11 meetings of the EGAOBI@nhrious subgroups.

Amongst a number of topics of audit and accountimigrest discussed at these
meetings there was a particular focus on assesaintf obtaining adequacy and
equivalence with other Oversight Bodies operatimghird countries. In fact, on the

19" January 2011, the Commission adopted the firsisidecrecognizing equivalence

of the oversight systems in ten non EU countridsis decision paves the way for

reinforced co-operation between member states lind tountries which have been

declared equivalent, so that they can mutually eglyeach others’ inspections of audit
firms. It is therefore now up to member stateenter into bilateral agreements with
these third countries to regulate such matters asolthat audit working papers can be
transferred from one jurisdiction to another, undéiat conditions and with particular

relevance to data protection and sovereignty issues

The Commission is working on a proposal on thectune of EGAOB plenary and
other sub group meetings, and is suggesting contpiail the current sub groups into
one preparatory sub group which will prepare a# tfocuments for the EGAOB
plenary meetings. The Inspection Sub Group issubgroup which now meets outside
the remit of the EGAOB. Participants attend inirtlogvn capacity as national oversight
bodies and the Commission’s representative attentysas an observer. The group is
now being referred to as the European Audit InspedcEroup.

-11-
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Corresponding with the EU on matters effecting the accounting and audit profession.

During the year, the Board corresponded with theoBld number of matters pertaining
to the accounting and audit profession. In paldicihe Board provided responses to
the Green Paper which posed a number of questimmsetning the robustness of the
audit function, as it exists today. Other commatians with the EU included auditors’

liability, Proposal 14 of the Single Market Act acdoperation between competent
authorities of other EU member states and thirchtries.

In addition, the Board received queries from thei&klation to how some areas of the
Statutory Audit Directive were transposed locallJhis has resulted in the drafting of
Directive 5 which will be effective during the eapart of 2011.

Attendance and participation on a number of Malta Institute of Accountants sub-
committees.

Attendance and participation at the conference held by the International Forum of
I ndependent Audit Regulators (IFIAR).

Provision of an advisory role with Government on all issues relating to accounting
and auditing.

3.5. PLANS FOR 2011

During the current year, the Accountancy Boardridteto undertake a number of initiatives and
continue others that were underway in 2010 whiclunte:

Initiation of anew I T project for warrant holders.

Due to the delays and unsuccessful implementatican warrant holder portal, during
the early part of 2011, the Board decided to sthgsh with a new project utilising E-
Forms. It is hoped that by the end of this yeachsproject will be finalised and will
meet the requirements of the Board.

Revision of legiglation.

During 2011, the Board will continue to revise Kgtion as required. It is envisaged
that it will implement changes recommended by tHarifications Committee and
Disciplinary Committee. Such revisions will bridpout a change in the disciplinary
procedures which will be taken against defaultersvall as legally transpose matters
which had been clarified to practitioners via btitle which the Accountancy Board
issued during 2010.

Furthermore, changes to Directive 2 — Code of Ktliscbeing implemented to bring
about changes adopted by the International Ethiaedards Board for Accountants.
Additionally, Directive 5, a new directive will bedopted to transpose some additional
requirements arising from the Statutory Audit Diree.

Revision of CPE exemptions.

During 2010, the Board began to discuss CPE exemgptind the actions that should,
in future, be taken when CPE exemptions are grdotean extended period of time. It
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Section 3 — Accountancy Board

is envisaged that during 2011, the Board in collathon with the MIA which has been
delegated the monitoring of CPE, will revise theuieements for warrant holders
returning from an extended period of CPE exemption.

Implementation of revised application evaluation process for CPA warrants and
practising certificates in auditing.

During 2011, the revised application evaluationcess will be implemented on all new
applications received for CPA warrants and prawgisiertificates in auditing. In the
past warrants and practising certificates in anditvere granted on two different dates
during the year, however with the implementationtted new process, warrants and
practising certificates will be conferred throughdle year based on time frames set
out in the Accountancy Profession Regulations.

Legal action to be taken against corporate entities providing accounting services not
duly registered with the Board.

During 2011, the Board is to carry out a follow efthose corporate entities providing
accounting services and which have not been dglgtered with the Board subsequent
to being notified. This will result in legal actidbeing taken against those unregistered
companies providing such accounting services.

Continuation of the identification and registration process of companies providing
accounting services which, to date, have not been registered with the Board.

The Board will seek to ensure that providers obacting services are duly registered
with the Board.

The identification and registration of all providesf accounting services is expected to
be a laborious task. This monitoring will be cadrout an ongoing basis.
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Section 4 — Disciplinary Committee

DISCIPLINARY COMMITTEE

4.1.COMPOSITION

In accordance with the requirements set out inchatv(2) of the Accountancy Profession Act,

the Accountancy Board appointed individuals to éygresented on the Disciplinary Committee.
Article 7(16) of the Accountancy Profession Act uiggs that the Committee is composed of
five members, two of which are appointed from & dfnot less than ten persons submitted to
the Board by the Malta Institute of Accountants Ayihnd of the three remaining members at
least one person must be a warrant holder. Funibrey, the Board appointed one of the
members who held a warrant, to act as Chairman.

During 2010, the composition of the Disciplinary mdmittee was made up of the following
members:

Chairman
Mr. Godfrey Leone Ganado FIA, CPA

Members

Dr. Bernice Buttigieg LL.D, B.A., M. Jur (EU & Compaw);

Mr. Marcel Cassar MBA (Manchester/Wales), FIA, CPA;

Ms. Helen Meli Attard FIA, CPA, CSA, MIM, MIT, B.AHons Acc.), M.A. (Financial
Services); and

Mr. Martin Said FCCA, FIA, CPA.

Secretary
Ms. Karen Sultana B. Accty (Hons), MIA, CPA
4.2.FREQUENCY OF MEETINGS

The Committee held two meetings during the yeag,iordanuary and the other in May 2010.

4.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2010
4.3.1. Non compliance with Directive 3 and Directie 4

During the year, the Board sent out a number ofirder letters requesting defaulters to comply
with their statutory obligations. These remindetftdrs imposed a disciplinary fine on these
defaulters.

As illustrated in Table 4.1 warrant holders andcpising certificate holders who have still failed
to comply with their statutory obligations vis-&wubmissions of annual returns, payment of
annual registration fees as well as submission u#lity assurance regulatory fees can be
summarised as follows:
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Table 4.1 - Defaulters

Number of

Defaulters
Annual Return 2006 12
Annual Return 2007 19
Annual Return 2008 18
Annual Return 2009 87
Annual Registration Fee 2007 12
Annual Registration Fee 2008 15
Annual Registration Fee 2009 15
Annual Registration Fee Firms 2009 4
Annual Registration Fee 2010 40
Annual Registration Fee Firms 2010 12
Quality Assurance Regulatory Fee 2009 - Part-tiole gractitioners 1
Quality Assurance Regulatory Fee 2010 - Part-tiole gractitioners 5
Quality Assurance Regulatory Fee 2010 - Firm 1

4.3.2. Disciplinary fines imposed

During the year, a number of disciplinary fines eanposed in cases where the annual returns,
annual registration fees and quality assurancdatgy fees were not submitted to the Board in
spite of repeated reminders being sent. Furthemiimes were also imposed on warrant
holders and practising certificate holders who haatle incorrect declarations in their annual
returns or who were in practice but had not suleaitheir annual return.

4.3.3. Complaints

No complaints were referred to the Disciplinary Coittee.

4.4, PLANS FOR 2011
e Amendmentsto disciplinary procedures

In the coming year, it is the intention of the Bsarn conjunction with the

recommendations made by the Disciplinary Committeeevise the law to facilitate
disciplinary action which may be taken against ahmeturn, annual registration fee
and quality assurance regulatory fee defaultersch Sevision in the law will result in

more timely action being taken against defaultingrrant holders and practising
certificate holders as well as firms.
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QUALITY ASSURANCE OVERSIGHT COMMITTEE

5.1.COMPOSITION

The Quality Assurance Oversight Committee (QAOC) sa$ out in Directive 4 of the
Accountancy Profession Act is composed of five wilial members appointed for a period
determined by the Board which shall not exceecetlygars.

During 2010, the QAOC was made up of five Committeambers who were as follows:

Chairman
Mr. Charles Rapa FCCA, FIA, CPA, MBA(Brunel/HenleiIM, MCMI

Members

Mr. Peter J. Baldacchino M.Phil (Lough), FCCA, FIZRA,
Ms. Heather Briers FCA;

Mr. Alfred Lupi FCCA, BSc Econ, FIA, CPA; and

Dr. Michelle Mizzi Buontempo LL.D., M.A. (Fin. Seiv

Secretary
Mr. Marcel P. Coppini FCCA, FIA, CPA

Left to right:
Dr. Michelle Mizzi Buontempo, Mr. Peter J. BaldacahiMs. Heather Briers, Mr. Alfred Lupi, Mr.
Charles Rapa, and Mr. Marcel Coppini

5.2.FREQUENCY OF MEETINGS

The Committee held a total of five meetings dutimg year — in February, April, July, October
and December 2010.
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5.3. SUMMARY OF ACTIVITIES, VISITS AND FINDINGS DUR ING 2010

5.3.1. Quality assurance visits

Based on declarations made in the 2009 Annual Retulocally there were 170 sole
practitioners providing statutory audit services.addition up until year end there were 54

registered audit firms, of which 20 were newly stgied during 2010.

Since 2007, the Quality Assurance Unit (QAU) catroeit a total of 179 quality assurance visits
covering the majority of audit practitioners. Trgdllustrated in Chart 5.1.

Chart 5.1 — Visits carried out by the QAU
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Subsequent to the QAU'’s finalisation of a visi, iecommendations are passed onto the QAOC
for its review. During the year, the QAOC has rexed and closed down 50 visits bringing the
total visits reviewed by the QAOC to 171. Thidlligstrated in Chart 5.2 below.

Chart 5.2 — Visits reviewed by the QAOC
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At year end, there were 11 auditors/audit firmsitngl public-interest entities of which 2 audit
firms underwent QAU visits during 2010. It is red@mt to point out that all of these
auditors/audit firms had undergone a visit by 2@88 thus in 2010 the second cycle of visits
began. The number of auditors/audit firms vistigdhe QAU is shown in Chart 5.3.

-17-



Section 5 — Quality Assurance Oversight Committee

Chart 5.3 — Visits to auditors of Public-Interesities
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During 2010, the QAU reviewed two audit files offglia interest entities. To date, the QAU
has reviewed a total of 13 statutory audits of jgubterest entities as illustrated in Chart 5.4.

Chart 5.4 — Public-Interest Entity Audits Revievibydthe QAU
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There are currently 40 listed entities, 17 credstitutions (which are not listed) and 26
insurance companies (which are not listed). 85%heflisted companies are audited by the Big
4 audit firms. One Big 4 audit firm audits 35%atiflisted entities.

5.3.1.1 Conclusion of quality assurance reviews dimg 2010

During the course of 2010, the QAU carried outtaltof 48 visits. This represents a decrease
of 8 visits when compared with the prior year agicted in Chart 5.1. The QAOC reviewed 50
visits as shown in Chart 5.2 (of which nine visitere carried out by the QAU during 2009)
which are analyzed as follows:

= 17 full-time sole practitioners;

= 28 part-time sole practitioners;

= 1 firm with five or more principals;

= 1 firms with less than five but more than two pipats; and
= 3firms with less than three but more than one ppalci

At year end the QAU had reviewed a number of stayutudits of financial statements as

shown in Chart 5.5 which also compares financiateshents reviewed by the unit in prior
years.
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Chart 5.5 — Audit files reviewed by the QAU
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The drop in audit files reviewed during 2010 islexped by the high incidence of part time sole
practitioners reviewed in 2010, who generally havemaller client base than full time sole
practitioners and firms.

5.3.1.2 Overview of reports

Reports are categorized for internal purposesraiags which are determined by the instances
and magnitude of non-compliance with the relevagutations, the level of commitment and
ability of the firm/sole practitioner to correctetiproblems identified and the regulatory action,
if any, which the QAOC considers should be applied.

During the year, the QAU noted that improvementgehaeen made over the prior years. This
reduced the number of findings noted in the QAO@ores and has therefore resulted in less
confirmations being requested as well as less tiondiand impositions being imposed by the
QAOC.

As a consequence by the end of the year, the QA&XCakked practitioners/firms on 84% of
visits for just confirmations as opposed to 8292009, 76% in 2008 and 60% in 2007.

In addition, conditions including impositions suaek follow up visits, hot file reviews and
external audit compliance reviews and external diddreviews were sanctioned on 16% of
practitioners/firms visited in 2010 when comparedl8% in 2009, 24% in 2008 and 40% in
2007. This is illustrated in Chart 5.6.

Chart 5.6 — Analysis of Report Ratings
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During 2010, conditions including impositions onagiitioners/firms can be analysed as
follows:

* 50% required external audit compliance reviews @oid file reviews to be conducted,;

* 38% required follow up visits as well as requirexd file reviews to be carried out; and

* 12% required hot file reviews to be carried out.

Furthermore, if one were to analyse the compositibreports issued featuring conditions &
impositions one would note that the majority of ditions & impositions were sanctioned on
sole practitioners. As can be seen in Chart Jdrtdrom 2009, this trend has remained fairly
consistent during the last four years.

Chart 5.7 — Analysis of Report Ratings Containirapditions & Impositions

Analysis of Report Ratings Containing Conditions
& Impositions

100%0
80%
60%0
40%0
20%

0%

Percentage "
m Firms

| Sole Practitioners

2007 2008 2009 2010 Total

Year

As a result of such statistics, sole practitiorsreuld take measures to ensure that they keep
abreast with developments and requirements. lrcdh@ng year, practitioners will be required
to adhere to the requirements of the clarified 19Ad the revised Code of Ethics. The QAOC
urges practitioners and audit firms to ensure thair audit programs and independence
requirements have been revised to incorporate @samgpught about by such revisions.

Based on the findings noted during 2010, the megasarequiring attention that were noted in
QAOC reports issued which contained conditionsiembsitions can be outlined as follows:

e Code of Ethics — Provision of Non-Assurance SesviceNon-Public Interest Entities
Based on QAU reviews carried out during the yelae, provision of non-assurance
services to non-public interest entities in additio the provision of audit services
continues to indicate that further improvementaguired in this area. Although in
some cases, policies and procedures had been ddoptaldress independence risks
arising from the provision of non-assurance sess/i@dequate documentation was not
included on file to evidence such safeguards beiqgemented. In other cases, it was
noted that policies and procedures were not doctedemor were safeguards adopted
and documented.

e ISA 220 — Quality Control for Audits of Historidainancial Information
It was noted in some instances, that engagemeirepaisole practitioners were not
taking responsibility for the direction, supervisiaand performance of the audit
engagement in compliance with professional starsdardi other regulatory and legal
requirements. Conversely, in other cases whehewfh the engagement partners/sole
practitioners indicated during the review that tivesgre directly involved in the audit
engagement, no documentation evidencing such iewadnt could be found on file.
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It was also noted that, in a number of cases, tclateptance and continuance
considerations had not been documented on file.

ISA 230 — Audit Documentation

Striking the right balance vis-a-vis maintainingffieient and appropriate audit

documentation continues to pose a challenge. @set@AOC reports which contained
conditions and impositions almost all contained kmegses pertaining to

documentation. Documenting work carried out otngely basis is fundamental to a
properly carried out audit as this helps enhaneeqtiality of the audit and facilitates
the effective review and evaluation of the audidewnce obtained during the course of
the audit and the conclusions reached before ttitoais report is finalized.

ISA 240 — The Auditor's Responsibility to Consiéfeaud in an Audit of Financial
Statements

Consideration of fraud in an audit of financialtetaents is still one area of concern for
the QAOC. Such considerations are not being ecieldrand documented at both the
planning and completion stages of the audit. Wihmenauditor confirms that he has
considered the impact of fraud on the financiatesteents and is unable to conclude
whether the financial statements could be matgriaisstated, then he should consider
whether the audit report should be modified on liaisis.

ISA 250 — Consideration of Laws and Regulatiorsnirudit of Financial Statements
The lack of documentation of ones consideratiolawt and regulations is another ISA
requirement which continues to be inadequately oh@ried in the audit file. However
it was noted that in the most part, practitionargégement partners would have gained
a general understanding of the legal and regulafoagnework within which the
company operates and how the company adheres to legal and regulatory
requirements.

ISA 260 — Communication of Audit Matters with Thesarged with Governance

In a number of instances, weaknesses were notegspect to this ISA. In the most
part, sole practitioners and engagement partnedemsal communications of audit
matters arising during the courses of the audiichSdiscussions with those charged
with governance were not documented on file.

ISA 315 - Understanding the Entity and its Envireminand Assessing the Risks of
Material Misstatement

It was noted that on a number of audit files redwinadequate documentation was
included in the audit file regarding the key eletseaf the understanding obtained
pertaining to the entity and its environment toeassthe risks of material misstatement
of the financial statements; the sources of infaromafrom which the understanding

was obtained; and the risk assessment procedumetifield.

For significant risks identified, the auditor isquered to evaluate the design of the
entity’s related controls, including relevant camtactivities, and determine whether
they have been implemented. These considerati@ne not evident on most of the
reports containing conditions and impositions.

ISA 320 — Audit Materiality

As a result of a number of practitioners not utilisan ISA compliant audit program, it

was noted that as a consequence, practitionermsdfad establish materiality levels

during the audit. Auditors are required to usertbeofessional judgement to assess
audit materiality in conjunction with audit risk.afeulating audit materiality is an
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important factor in ensuring that the audit is iemrout in an efficient and effective
manner.

ISA 500 — Audit Evidence

Subsequent to the review of a number of audit filesng 2010, it was noted that audit
evidence which was sufficient and appropriate was always obtained. For this
reason, QAU reviewers were unable to determine th@nauditor drew conclusions on
which the audit report was based.

ISA 520 - Analytical Procedures

The carrying out of analytical procedures at bdth planning and final stages of the
audit is another area requiring improvement in mahthe QAOC reports issued that
contained conditions and impositions. Preliminaralytical procedures assist the
auditor in obtaining an understanding of the endityg its environment as well as may
indicate risk areas. Whereas, analytical procedoaesed out towards the end of the
audit, should collaborate audit work carried outintyithe course of the audit and if not,
highlight areas that still require attention beftire audit may be concluded.

ISA 530 — Audit Sampling and Other Means of Testing

Audit sampling was another area where weaknesses mated. Most practitioners
select specific items to carry out detailed sulistariesting, however in such cases, it
was noted that on the remaining population suffici@ppropriate audit evidence was
not obtained.

ISA 560 — Subsequent Events

In a number of instances it was noted that subsgauent considerations had not been
documented on file. As subsequent events may feignily impact the financial
statements and the auditor’'s report it is importdnatt considerations are made and
documented accordingly in the audit file in accon@a with the requirements of this
ISA.

ISA 570 - Going Concern

The ISA dealing with going concern is an area whinha number of files reviewed has
not been adequately addressed by practitionersirangl during the course of the audit.
Going concern weaknesses have been identifiedibdtie obtaining of appropriate and
adequate audit evidence as well as the documemtaficuch considerations. As a
result of such weaknesses, the QAU and QAOC haestqued whether appropriate
audit opinions have been issued in a number ofiss based on the information
found within the audit file.

ISA 580 — Management Representations

Although it was noted on most audit files reviewag the QAU that management
representations were obtained, it was noted theiegific representations addressing
fraud, laws & regulations and related parties hadbeen included in the management
representation letter.

In addition to the above mentioned requirementhgmfindings noted on visits conducted
during the year highlighted weaknesses in the fotlg areas:

Audit Programs

Although the use of an audit program is not an t8duirement, in itself the conduct of
an appropriate audit requires that all relevantd%#e properly addressed during the
course of the audit. Free form notes may be eWectout this requires that the
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practitioner/firm has an in depth knowledge of I8§uirements and is able to address
and document such requirements.

On a number of visits for which conditions and irsions were imposed, it was noted
that the audits carried out did not address a numbksAs especially those addressing
planning and completion requirements. The undeglyiause of this weakness was due
to the fact that an audit program was not usedthadthe practitioner did not have an
in depth knowledge of ISA requirements to be alglerdfrain from using an ISA
compliant audit program. In these instances, tlen@ittee requested that ISA
compliant audit programs are adopted by the practic

e Cold File Reviews & Audit Compliance Reviews
Monitoring forms part of ISQC 1 requirements and isieans enabling the practice to
identify areas for improvement. On the majoritypoactices reviewed that resulted in
conditions and impositions being imposed, it wateddhat audit compliance reviews
as well as cold file reviews had not been carrigd o

One should note that the QAOC has now issued neselijues for the carrying out of
audit compliance reviews and cold file reviews vithitan be downloaded from the
QAOC webpage found using the following limkvw.accountancyboard.gov.mt

5.3.2. Evaluation forms — feedback from practitioners

During the year, a number of evaluation forms weeived from practitioners subsequent to
the conclusion of a quality assurance visit. Ciud total of 50 visits concluded by the QAOC a
total of 38 (76%) evaluation forms were receiv@&iiring the year, the percentage of evaluation
forms received when compared with the prior yeasrelesed by 9% in spite of numerous
reminders being made.

Overall, feedback received was very positive whighencouraging. Chart 5.8 provides a
graphical illustration of the summary of results:

Chart 5.8 — Evaluation Form Summary
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5.3.3. Chartered Accountants Regulatory Board of Ireland CARB)

Since the setting up of the QAOC and the QAU, thar@red Accountants Regulatory Board
of Ireland (CARB) has played an important roleandl regulation of quality assurance over the
years. It gave assistance to the QAU in a numbareas which include training, review of a
number of QAOC reports, technical assistance a& assistance in the carrying out of Big 4
audit visits.
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During the year under review, QAU reviewers attehdee training activity which took place in
Belfast, with our CARB counterparts during January.is envisaged that this support will
continue in the coming year.

5.3.4. Team meetings

In addition to attending the team meeting held atf&st, Northern Ireland as part of the Unit’s
continuous training programme, locally three teagetimgs were organised. One was held in
March while the others were carried out in Augus ®ecember. These meetings provide an
opportunity for reviewers to discuss methodologissvell as discuss problem areas they came
across in the course of their visits. These mgstalso promote a consistent approach in the
methodologies used and the basis of reporting.

5.4. PLANS FOR 2011

During the upcoming year, the QAOC in collaboratiwith the QAU aims to achieve the
following:

« the QAU will commence the second cycle of visitsffons and sole practitioners who
do not audit public interest entities. It is emged that during the year the unit will
conduct the following visits:

o0 1 Big 4 audit firm;

6 3-4 partner firm;

5 2 partner firms;

10 full-time sole practitioners; and

23 part-time sole practitioners.

O O 0O

e attend training in Belfast, Northern Ireland
e continue training
e training of new QAU recruit

¢ IFIAR inspection workshop
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LEGISLATIVE CLARIFICATIONS COMMITTEE

6.1.COMPOSITION

This Committee throughout 2010 continued the wohicWw begun in 2009 and during the year was
made up of the following members:

Chairman
Mr. Bernard Scicluna FCCA, FIA, AMIT, CPA

Members

Mr. Marcel P. Coppini FCCA, FIA, CPA;

Ms. Angele Grech BA(Hons) Accty., CPA;

Ms. Karen Sultana B. Accty (Hons), MIA, CPA; and
Mr. Anthony Zarb FCCA, FIA, CPA, MBA(Warwick).

6.2.FREQUENCY OF MEETINGS

Throughout the year, the Legislative Clarificatid®@mmittee held three meetings.

6.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2010

During the year, the Legislative Clarifications Quitiee discussed and drafted proposed changes in
the Law as a result of the clarifications made @02, following discussions with the Board’s legal
advisor. Unfortunately until the end of the ye&ae tamendments proposed had not yet been
incorporated into Law.

As a result of the clarifications made in the doeuainssued by the Board entitled ‘Corporate erstitie
and individuals providing accounting services’ antner of companies providing accounting services,
which had not registered with the Board in the phawe now registered or have regularised their
position.

6.4. PLANS FOR 2011

It is envisaged that during 2011, the changes megdy the Committee and approved by the Board
will be reflected in the Law.

Should there be any other matters arising duririgl2the Committee will look into these matters and
based on its analysis, make suggestions to thedBwaan ongoing basis.
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INVESTIGATIVE COMMITTEE

7.1.COMPOSITION

This Committee is made up of three members andriedd on an ad hoc basis. During the year, one
Investigative Committee was appointed and was mads the following individuals:

Mr. Simon Flynn FCCA, BA(Hons)Accty., FIA, CPA;
Ms. Elvia George BA(Hons) Accty., FIA, CPA; and
Mr. Benjamin Rizzo ACMA, FIA, CPA.
7.2.FREQUENCY OF MEETINGS

Throughout the year, the Investigative Committe¢ @netwo occasions.

7.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2010

During the year, the Committee met twice to disctwee separate complaints lodged with the
Accountancy Board. As a consequence of recommiemdamade by the Investigative Committee in
respect to one complaint lodged the Board deciadédonrefer the case to the Disciplinary Committee.
The other was still being addressed by the Comaitte

7.4. PLANS FOR 2011
In the coming year, should the need arise, the datmcy Board will appoint on an ‘ad hoc’ basis

Committees to investigate complaints received leyBbard before determining whether these should
be referred to the Disciplinary Committee.
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CPE COMMITTEE

8.1.COMPOSITION

During November 2010, the Accountancy Board sethgpCPE Committee to address CPE related
matters before providing its recommendations toBbard. Such CPE matters included the approval
of CPE exemptions received as well as monitorinG®BE compliance by warrant holders.

During the year, the Accountancy Board’s CPE Coremitvas made up of the following members:
Mr. Peter J. Baldacchino M.Phil (Lough), FCCA, FIZRA,

Mr. Simon Flynn FCCA, BA(Hons)Accty., FIA, CPA;

Ms. Maria Micallef B.A. Hons Accountancy, FIA, CPA,;

and assisted by:

Ms. Catherine Mallia Bonavia B.Com (Hons.) Mgt; and
Ms. Karen Sultana B.Accty(Hons), MIA, CPA.

8.2.FREQUENCY OF MEETINGS

Since its inception in November, the CPE Commitiell two meetings, one in November and the
other in December 2010.

8.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2010

During the meetings held, the Committee discussedmber of CPE exemption applications lodged
with the Board and made an initial assessment egetexemption requests for final approval by the
Accountancy Board. Furthermore, the Committee udised the action to be taken in respect of
warrant holders who disagreed with CPE exemptigaliegtions which were refused by the Board. A
letter was sent to these warrant holders to infdrem of the courses of action available to them in
this regard.

8.4. PLANS FOR 2011

In the coming year, the Committee intends to meetaogperiodic basis to assess CPE exemption
requests received as well as discuss action toaldhe taken against CPE defaulters.
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PROFILE OF THE AUDIT & ACCOUNTANCY PROFESSION

Throughout the year, the Board has considered d&auonf applications for CPA warrants as well as
practising certificates in auditing. On the basefsevaluations of these applications the Board
recommended to the Minister of Finance, the Econamy Investment the approval of a number of
CPA warrants. Furthermore the Board approved abeurof practising certificates in auditing and
registered a number of firms.

9.1. FIRMS

During the year, the number of firms registerechwiite Board increased over that in the prior year,
due to actions taken by the Board to ensure thatocate entities providing accounting services are
registered as accounting firms. In addition, tWahe big four audit firms registered with the Baar
towards year end registered a total of 16 auditdirAs a result of this exercise, the number ofigir
rose from a total of 34 in 2009 to a total of Bhese figures are analysed as follows:

Chart 9.1 — Number of firms registered with the dwottancy Board
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Although the number of firms has significantly ieased over the prior year, the number of principals
appointed in these registered firms varies fromm fio firm. On a general basis, however the majorit
of firms registered with the Accountancy Board hagkatively few principals. As can be seen in
Chart 9.2, the majority of audit firms have 2 pipats. On the other hand, the majority of accoumti
firms are made up of a sole principal — refer ta€8.3.

Chart 9.2 — Accounting and audit firms — analydipncipals
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Chart 9.3 — Accounting firms — analysis of prindgpa
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Furthermore, as a result of the transposition ef U Statutory Audit Directive, a number of audit
firms have now been structured in a manner sudtthlediability of its owners is directly or indicdy
limited. At year end, the Board’s registered adulins (2010: 54; 2009: 34) were constituted as
follows:

Chart 9.4 — Audit firm constitution
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As can be seen in Chart 9.4, in 2009 97% of aurditsf were civil partnerships however during 2010
this percentage fell to 67%. Again this significamvement was a result of a number of audit firm
registrations made by one of the big 4 firms dutimglatter part of 2010.

9.2. WARRANT HOLDERS AND HOLDERS OF A PRACTISING CERTIFICATE IN
AUDITING

Throughout the year, applications were received Hoth warrants and practising certificates in
auditing.

By the end of 2010, the Board regulated 1,704 warnalders including 978 holders of a practising
certificate in auditing. During the year underiesv, the Accountancy Board approved 126 warrants
and 77 practising certificates in auditing to 148ividuals during 2 ceremonies, one held in Juree an
the other in December.

Based on the declarations made in the 2009 AnnetlrRs, Charts 9.5 and 9.6 illustrate warrant
holders and holders of practising certificates ewyplent status analysed by work sector.
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Chart 9.5 — CPA work sector
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Chart 9.6 — Practising certificate holder work ssrct

Practising Certificate Holder Work Sector

O Sole practitioner

B Employed in industry in a 20%
non accounting/finance 0O Other
position 17%
3%

m Compliance principal
3%

O Employed in industry in

an accounting/auditing 0O Audit partner

position 5%
24% .
B Employed with an 0O Non-audit partner
audit/accounting firm 3%
25%

O Sole practitioner m Compliance principal
0O Audit partner 0O Non-audit partner
B Employed with an audit/accounting firm O Employed in industry in an accounting/auditing piosi
B Employed in industry in a non accounting/financeigion O Other

As depicted in Chart 9.7, in regard to CPA wartamiders, during 2010 there were 15 full-time sole
practitioners and 23 part-time sole practitionerBurthermore, in regard to practising certificate
holders in total there were 80 full-time sole pitemters and 120 part-time sole practitioners which
slightly increased over the prior year.

Chart 9.7 — Analysis of sole practitioners praatigiin Malta
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Furthermore, practising certificate holders fallisgbject to Quality Assurance Reviews can be
analyzed as follows: 73 full-time sole practitiosie®7 part-time sole practitioners; and 54 firms as
shown in Chart 9.8.

Chart 9.8 — Sole practitioners & audit firms sulijéz a quality assurance review
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Note: It is of importance to note that the above@imation is based on data compiled from the 2009
Annual Returns submitted and that in some instant@® than one work category was selected. The
‘other’ category includes individuals employed witlsovernment, working in education and others

who are not in employment.
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