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Chairman’s Statement

CHAIRMAN'’S STATEMENT

During 2008, the Accountancy Board went through eattensive
exercise to transpose the Statutory Audit Directiféhe EU into the
legislation governing the accounting and the angditprofession in
Malta. Act IX of 2008 which brought about theaciges made to the
Companies Act 1995 as well as the Accountancy Bsada Act and its
subsidiary legislation was approved by Parliamenthe 16July 2008.
This bill was published on the 4\ugust 2008 and the effective date
of this new legislation is the*®1October 2008 as notified in the
Government Gazette of the®™®ctober 2008. Furthermore, two legal
notices were published on the 16 January 2009.reTée still two the
four APA directives (which have been repealed) Wwhieed to be
approved and published before we can say that thBictive has
been fully transposed into our legislation. The lmaltion of these
documents is imminent.

The date set for the transposition of tHe[Hrective by the EU was the 28 June 2008. Thenmai
reason for the delay in the transposition of tagidlation was the 2008 General Elections whiclk too
place on the '8 March of the year under review. The new legistathad in fact gone through the

second reading in Parliament in February - afteickylregrettably, Parliament was dissolved only to
meet again under a new legislature on the 12 M&B 2T his meant that the Bill had to go through the
whole parliamentary process again which meant aydsl some sixteen weeks!

There was a considerable consultation process battyee Board, the MIA and the Malta Financial
Services Authority. Indeed some issues, partibuthe one relating to the legal form of audit &es,
were subject to particularly long debate and cdatioh. This, in essence, now recognizes thattaudi
entities can take the legal form of corporate @it

The Directives to the Accountancy Profession Aat &g subsidiary legislation have also been heavily
modified. The revised Directive 4 — the Directmfiich governs Quality Assurance in Malta was
published in the Government Gazette on theAdgust 2007. This again will be repealed by wéy o
legal notice and this will incorporate changes iawabout by the transposition into our legislatién
the 8" EU Directive.

| take this opportunity to thank all those who havesome way or another made this massive change
in legislation possible. A special thanks goes he tegal advisors to the Accountancy Board —
Camilleri Preziosi and Associates who have beeamnun®ental in the realization of this onerous task.

Our representation and active participation in Eheopean Group of Auditors’ Oversight Board

(EGAOB) has helped us to keep abreast of what ppéring within the European Union. The

Accountancy Board is represented on a number oteaimittees of the EGAOB namely the Quality

Assurance sub committee, the Audit Regulatory Cditemi & International Standards on Auditing

sub groups. These meetings at European levelkerssnooth and efficient co-operation amongst
public oversight systems within Member States aitti third countries. The Commission, through

the EGAOB, led a number of discussion meetings WHfi, ECG and other European Associations
on quality assurance issues. Quality assurangagnce with other third countries including the

USA, Canada and Australia is one example of suchtings. The EU decision concerning the
transitional period of third country auditors andia entities was issued on the 29 July 2008.

The new recommendations on quality assurance &butsty auditors and audit firms auditing listed
companies, is another topic which has been hothatdel at European level. In a communication
issued during June of 2007, the EU Commission nmeicedg the need to simplify the business
environment for companies in the areas of compawy &ccounting and auditing.

-1-



Chairman’s Statement

Last year the Malta Institute of Accountants toblk ftnitiative in the publication of its technical
release on General Accounting Principles for Smaélgities (GAPSE) in Malta. This document was
originally launched at a press conference on thBddember 2007. There was an exposure period of
60 days, during which period, members of the pulttie profession and other constituted bodies were
asked to give their comments on the proposed clsalnigright about by the technical release. The
comments received were carefully considered by mm@ittee, set up for this purpose, and a long
process of consultation ensued. One hotly deliafgd pertained to the setting of thresholds which
fall within the scope of these new regulations.isTdave rise to significant redrafting of the do&unn
which should be now in its final stages. Once appdp the Technical Release will become another
APA Directive.

| am pleased to say that to date 1,382 (97%) oR20€¥ annual returns sent out to warrant holders in
December of 2007 were received. These returndgeais with a wealth of information and give us a
much clearer profile of the profession. Since setting up of the first Disciplinary Committee
meeting in December of last year two meetings Haaen held. Both focused on the suspension of
warrant holders who have failed to submit their @hd 2007 Annual returns. Other proceedings
against defaulting warrant holders are also beargsiclered. We are now at a very advanced stage of
this process and very shortly we should have aipuidtice of defaulters being published in the
Government Gazette.

In 2008, the Quality Assurance Unit (QAU) carrieat &2 monitoring visits.  This brings the total
number of visit carried out to date to 74. Theisés spanned from part time sole practitionerBigp

4 firms. The files reviewed were those of listednpanies as well as those of small family companies.
During 2008, 65 of the reports prepared by the QiatJconsideration by the Quality Assurance
Oversight Committee (QAOC) have now been conclualedi the visits closed down. This document
summarises the outcome of these reviews.

The QAOC introduced, as from this year, a Visit lgation Questionnaire which is being enclosed for
completion by the practice, along with the clositayvn letter. The responses to this questioanai
will enable us to take note of practitioners’ viekegarding the administration, planning and conduct
of the Quality Review Visit. Consequently, thisliwielp us assess and improve our audit quality
assurance methodologies. The positive feedbackhwirchad from these responses has surpassed our
expectations. This encourages us tremendously.

One must state that, cognizance has been takemebyQAOC of the learning process and due
allowance was given to practices visited at thdierastage of the quality assurance process.
Reviewers themselves learned a lot from the proasdseven tailored some of their methodologies
and visit documentation to suit the local environine Needless to say, however, the learning psces
needs to be expedited and all existing set upsicpkarly smaller practices, should strive to raiseir
standards now rather than later. One cannot buthasge the fact that our reviewers are the
regulators and not the educators. The QAU willpaging a brief visit to firms and practitioners
visited over the last thirty months to be able &tablish the extent to which the QAOC'’s
recommendations for improvements have been taken up

On a negative note, the Accountancy Board stillsdnet have an interactive warrant portal and
interactive web site. Regrettably, valuable tinas Ibeen lost in this regard. After a good eighteen
months of consultation with MITC and the appointaftware developer, the original IT project,
which was one specific to the Accountancy Boards wlaanged to include other professions. This
new project started in June of this year. Thig,viitially, focus on the development of an eleciic
register of all warrant holders which will also@il the downloading and submission of warrant
applications, Annual Returns as well as the payroémegistration fees, regulatory fees and anyrothe
services. Phase 2 of the project, which will be engpecific to our own requirements, will deal with
the extraction of reports from our database by why back office tool for use by the Quality
Assurance Unit.



Chairman’s Statement

It is opportune to point out that the Credit Crurteisis and recession, which hit both sides of the
Atlantic in 2008, brought banking organisations amithier financial institutions to their knees.
Governments of various countries bailed out a nurobdinancial institutions to bring back stability
within and outside their own territory. This wilhdoubtedly call for more vigilance and transpayenc
It is my firm believe that, particularly in situatis like these, Quality Assurance serves a vital
economic purpose by playing an important role imvieg the public interest to strengthen
accountability and reinforce trust and confidenténancial reporting and corporate governance.

As chairman of the Accountancy Board, when | loaklbon what has been achieved in the last 30
months, | cannot but, believe that the future asiguell for the Accountancy and Audit Profession in
Malta. We are indeed small, but all eager to Idam our own experiences.

One should never forget or under estimate thatdleethat the Accountancy Profession plays. T#his i
no longer confined to the territory of our countmyt is open to the world at large. Globalizati@s h

given rise to a more pronounced need to adhersnmnmn high quality auditing and accounting
standards. We as accountants and auditors siraplyot isolate ourselves from the rest of the world

L Lo KL

Joseph Zammit Tabona
Chairman — Accountancy Board



Introduction & Overview

INTRODUCTION & OVERVIEW

This booklet is structured under the following sats:

Sections 1, 2 and 3 give a brief overview of the composition, frequenafy meetings,
summary of activities carried out during 2008 andnp for 2009 pertaining to the
Accountancy Board, Disciplinary Committee and QualAssurance Oversight Committee
respectively; and

Section 4 - Profile of the audit and accountingfpssionprovides an overview of the audit
and accountancy profession in Malta and of the wawants and practicing certificates issued
during 2008.



Section 1 — Accountancy Board

ACCOUNTANCY BOARD

1.1.COMPOSITION

During 2008 the Accountancy Board was made up wérs®oard members, namely:
Chairman—  Mr. Joseph Zammit Tabona FCA, FIA, CPA, AMIT.KM

Members —  Prof. Daniel Darmanin MSc, FIA, CPA, Dip. Ed(Lgnd
Mr. Mario P. Galea FCCA, CPA, FIA;
Mrs. Helen Meli Attard FIA, CPA, CSA, MIM, B.A.(H®) Acc, M.A. Financial
Services;
Mr. Bernard Scicluna FCCA, FIA, AMIT, CPA;
Mr. Anthony Zarb FCCA, FIA, CPA, MBA(Warwick); an
Mr. John Zarb FCCA, CPA, FIA

Secretary -  Mr. Joseph Croker

*Prof. Daniel Darmanin resigned from the AccountaBoard with effect from 31 March 2008 on his
reaching retirement age.

Left to right: - Mr. John Zarb, Mr.
Bernard Scicluna, Prof. Daniel
Darmanin, Mr. Mario P. Galea,
Mr. Joseph Zammit Tabona, Mr.
Marcel Coppini, Ms. Helen Meli
Attard, Mr. Anthony Zarb

Change in Accountancy Board Composition

With effect from 1st October 2008, a legal noticatedl 24 October 2008 and published in the
Government Gazette has effected a change to theasition of the Accountancy Board, which has
increased from seven to eleven members. As perdhised Accountancy Profession Act, the
composition of the eleven members is to consigh@ffollowing:

(@) a chairman of recognised standing and expegignthe accountancy profession and
who is a non-practitioner;

(b) a non-practitioner nominated by the UniversitpMalta from among a list of not less
than two persons nominated by the said universitymfamong the teaching staff of
the Faculty or Faculties in which teaching of aeskarch in the field of accountancy
is organised,

(©) a senior official of the Ministry responsilite finance who is a non-practitioner;

(d) two members recommended by a recognised atameynbody from among a list of
not less than four members nominated by the saigt;bo

(e) three members who are practising accountadtiny a warrant; and

() three other members who are non-practitioners.
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Section 1 — Accountancy Board

The members of the newly constituted AccountancarBdhave been agreed to by the Cabinet of
Ministers. However, as there is to be a changéhé Chairman, due to our present Chairman’s
acceptance of the post of High Commissioner ofnéed Kingdom, the Minister of Finance, the
Economy and Investment has had to go back to Calinagree on the appointment of a new
Chairman as well as identify another member oBbard in representation of the non practitioners.

1.2.FREQUENCY OF MEETINGS
During 2008, the Board met on nine occasions ial.tot
1.3.COMMITTEES

As per Article 7(2), the Board is empowered to app@ommittees, of which the Chairman must be a
member for the carrying out of such duties or otherk as the Board may assign to them.

To this effect during 2008, the Accountancy Boaad lwo such Committees to assist it in discharging
its functions and responsibilities:

e Disciplinary Committee; and

e Quality Assurance Oversight Committee.

The structure and activities of such Committeeshmmafound in Sections 2 and 3 of this document.

In addition, the Accountancy Board has delegateanionitoring of continued professional education
(CPE), under the remit of the legislative requirateeas set out in Directive 1 to the Malta Insétoft
Accountants.

1.4. RELATIONSHIP OF KEY PLAYERS

The following is a pictorial representation of fls@ctions and relationship of the following entitie




Section 1 — Accountancy Board

The abbreviations above have the following meaning:

MFEI - Ministry of Finance, the Economy and Investih
AB - Accountancy Board

EGAOB - European Group of Auditors’ Oversight Badie
QAOC - Quality Assurance Oversight Committee

QAU- Quality Assurance Unit

DC - Disciplinary Committee

MIA - Malta Institute of Accountants

1.5. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2008

During the year, the Board has been involved iumlver of activities, which are summarised
below:

* Attendance and participation in numerous meetingggard to the transposition of the
EU Directive on Statutory Audits of Annual Accouatsd Consolidated Accounts. The
transposition of this Directive into local legistat took effect on % October 2008.

» Issue of warrants and practicing certificates iditng.
* Dealing with complaints against warrant holders.

« Attendance and participation in several meetingdidg with the creation of a warrant
holder portal. This portal will facilitate the dimation of practicing certificates and
CPA warrants. Furthermore, warrant holders willaide to complete and submit their
Annual Returns and pay their Annual RegistratiorescFand Quality Assurance
Regulatory Fees on line. Through this portal tleerant holder register will be on line
and continually updated. It is envisaged that fastal will be operational in the
coming year.

« Maintaining a close working relationship with thealt Institute of Accountants in a
number of areas including:
o Continued professional education including par@itgn in a number of
seminars; and
o0 Practice support especially in areas such as gusgurance.

e Attendance and participation in numerous meetimgsegard to the introduction of
GAPSE which was done in collaboration with the Matfistitute of Accountants. This
accounting framework is to be adopted during 200®mective 5 to the Accountancy
Profession Act.

« Attendance and participation at eight EGAOB, sixéunting Regulatory Committee
and three Audit Regulatory Committee meetings relrussels.

* Provision of an advisory role with Government ohisdues relating to accounting and
auditing. During 2008 a number of meetings werlg e discuss issues such as the
credit crisis and required changes to IAS 39.

e Attendance and participation in meeting held retatio the transposition of the EU
Services Directive.



Section 1 — Accountancy Board

1.6. PLANS FOR 2009
During 2009, the Accountancy Board plans to catysonumber of projects. These include:

* The finalisation of the web portal project. Thiject has been divided into two sub-
projects. The initial phase whereby warrant appicns and annual returns can be
completed on line should be completed in the fiest of the year. Whereas, the second
part of this project, which concerns report genenaaind submission analysis should be
completed in the second half of the year.

e The introduction of measures addressed at comg@iavith changes brought about
through the transposition of the EU Directive oatStory Audits of Annual Accounts
and Consolidated Accounts.

« Continued participation in meetings concerning3kevices Directive.

« Identify and register all companies providing acting and audit services which to
date have not registered themselves with the Board

Furthermore, during early 2009, the legal noticeading the changes made to Directives 1-
Continued Professional Education, Directive 2 — €ofl Ethics, Directive 3 — Annual Return
and Registration Fees, Directive 4 — Quality Assuoeaas well as the Accountancy Profession
(Accounting and Auditing Standards) Regulations Birgctive 5 pertaining to GAPSE came
into effect.



Section 2 — Disciplinary Committee

DISCIPLINARY COMMITTEE
2.1.COMPOSITION

In accordance with the requirements set out inchat? of the Accountancy Profession Act, the

Accountancy Board has appointed the individual®dorepresented on this Committee. The
Accountancy Profession Act requires that the Cotemits composed of five members, two of

which are appointed from a list of not less thangersons submitted to the Board by the Malta
Institute of Accountants (MIA) and of the three @ning members at least one person must be
a warrant holder. Furthermore, the Board appoioteslof the members who held a warrant, to
act as Chairman.

During 2008, the Disciplinary Committee was compubseé the same five members as that of
the prior year who were as follows:

Chairman—  Mr. Joseph Zammit Tabona FCA, FIA, CPA, AMIT.KM
Members —  Mr. John Borg FCCA, FIA, CPA,;

Mr. Edward Camilleri FCCA, FIA, CPA, FMIT;

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

Mr. Charles Rapa FCCA, FIA, CPA, MBA (Brunel)

Secretary -  Ms. Karen Sultana B. Accty (Hons), AIA, CPA

2.2.FREQUENCY OF MEETINGS

During the year, the Committee held two meeting® loeld in July and the other in November
which meetings were attended by all committee mesbe

2.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2008
2.3.1. Non compliance with Directive 3 and Directie 4
During July 2008, the Committee discussed a nundfewarrant holders and practicing

certificate holders who were in default of the Agotancy Profession Act and its Directives.
The number of defaulters has been analysed in Tablas follows:

Table 2.1

Number of

Defaulters
Annual Return 2006 40
Annual Return 2007 117
Annual Registration Fee 2007 32
Annual Registration Fee 2008 110
Quality Assurance Regulatory Fee 2008 - Full-timke practitioners 6
Quality Assurance Regulatory Fee 2008 - Part-tiole gractitioners 8
Quality Assurance Regulatory Fee 2008 - Firm 1




Section 2 — Disciplinary Committee

It was agreed that letters would be sent to thefautters. The Committee decided that
defaulters would have their warrant suspended ritinaed non compliance subsisted past 31
October 2008.

As a result of the letters sent out in Septembethia regard, the number of defaulters as
presented in Table 2.2 was reduced to the following

Table 2.2

Number of

Defaulters
Annual Return 2006 26
Annual Return 2007 44
Annual Registration Fee 2007 21
Annual Registration Fee 2008 35
Quality Assurance Regulatory Fee 2008 - Full-timke gractitioners 0
Quality Assurance Regulatory Fee 2008 - Part-tiole practitioners 1
Quality Assurance Regulatory Fee 2008 - Firms 0

Based on the non-compliance noted in Table 2.2 gbib\has been agreed that based on the
recommendations made by the Disciplinary Committeethe Accountancy Board these
warrants are to be suspended until such time as ¢baform to the requirements of local
legislation.

2.3.2. Complaints

Complaints were lodged with the Accountancy Boaydimst two warrant holders during 2008.
These were investigated by the Disciplinary Conemitt One case has been resolved whilst the
other is still awaiting a decision.

2.4. PLANS FOR 2009

During the upcoming year, the Committee will con@nto deal with cases of professional
misconduct and other disciplinary proceedings ispeet of certified public accountants

including cases leading to the suspension or wativel of any warrant or practising certificate
issued under this Act.

-10-



Section 3 — Quality Assurance Oversight Committee

QUALITY ASSURANCE OVERSIGHT COMMITTEE
3.1.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 2008, the QAOC was made up of five Committeambers who were as follows:
Chairman—  Mr. Joseph Zammit Tabona FCA, FIA, CPA, AMIT.KM
Members —  Mr. Peter J. Baldacchino M.Phil., FCCA, FIA, CS2PA, K.Phil *;

Ms. Heather Briers FCA;

Prof. Daniel Darmanin MSc, FIA, CPA, Dip. Ed(Lord)

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

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

Secretary -  Mr. Marcel Coppini FCCA, FIA, CPA

*Prof. Daniel Darmanin resigned from the AccountaBoard with effect from 31 March 2008
on his reaching retirement age. Mr. Peter J. Raldmo M. Phil., FCCA, FIA, CSA, CPA,
K.Phil. was appointed by the Minister of Finandge Economy and Investment in his stead
being a non-practitioner nominated from the Uniitgrsf Malta.

Left to right: - Mr.
Peter J. Baldacchino,
Mr. Alfred Lupi, Ms.
Heather Briers, Mr.
Joseph Zammit
Tabona, Mr. Marcel
Coppini and Dr.
Michelle Mizzi
Buontempo

3.2.FREQUENCY OF MEETINGS
The Committee holds regular meetings (typicallyrgwe/o months). During 2008, the QAOC

conducted a total of seven meetings. The numbemeétings attended by individual
Committee members is set out in Table 3.1 below.

-11-



Section 3 — Quality Assurance Oversight Committee

Table 3.1
Attendence
Mr. Joseph Zammit Tabona FCA, FIA, CPA, AMIT. KM 7
Mr. Peter J. Baldacchino M.Phil., FCCA, FIA, CSARRL, K.Phil. 1
Ms. Heather Briers FCA 3**
Prof. Daniel Darmanin MSc, FIA, CPA, Dip. Ed(Lond) 0
Mr. Alfred Lupi FCCA, BSc Econ, FIA, CPA 7
Dr. Michelle Mizzi Buontempo LL.D., M.A. (Fin Serv) 6

**During 2008, it had been agreed that as the nunabeeports presented to the QAOC for
their consideration had increased significantlynfrthat of the prior year that additional QAOC
meetings would be held to expedite reports whichrewated as satisfactory. Three such
meetings were held during the year. Furthermorgjai¢ also agreed that Ms. Heather Briers
would pass on her comments without her need toipilysattend such meetings.

3.3. SUMMARY OF ACTIVITIES CARRIED OUT DURING 2008
3.3.1. Quality Assurance Visits

The following is a brief overview of the visits ci&d out during the year and the main findings
noted during the course of the reviews.

3.3.1.1 Conclusion of quality assurance reviews dimg 2008

During 2008, the Quality Assurance Unit carried BRtvisits. Of these visits the QAOC had
concluded 50 visits (of which seven were visitsdimted during 2007) which are analyzed as
follows:

23 full-time sole practitioners;

16 part-time sole practitioners;

2 firms with five or more principals;

2 firms with less than five but more than two proads; and
7 firms with less than three but more than one ppalci

Based on the above visits, 116 audit files weréereed by the QAU reviewers. Of this amount
three reviews were of public interest entities.

-12-
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The following is an analysis of the files reviewesaked on the industry segment:

Graph 3.1

Files Reviewed
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As depicted above, the majority of reviews related@¢ompanies dealing in retail activities and
the provision of services.

3.3.1.2 Overview of reports

3.3.1.2.1 Report ratings

Reports for internal purposes are categorized AatB, C and D ratings which are determined
by the instances and magnitude of non-compliandk thie relevant regulations, the level of
commitment and ability of the firm/sole practitiorte correct the problems identified and the
regulatory action, if any, which QAOC considers wdobe applied. The criteria for report
ratings are as follows:

REPORTS RATED AS ‘SATISFACTORY’

No breaches were recorded and thus no regulatéignas required, or alternatively relatively

minor issues are raised and the QAOC is satisfiedazh of the following:

. the proposed actions set out in the firm's/solectfii@ner’s closing meeting notes
adequately address all the issues i.e. they afispéimely, complete and when taken
together with the factors below are likely to bieefive;

. the firm/sole practitioner has the ability (compete and resources) to take the action
within the stated timescale; and
. the firm/sole practitioner has the commitment tetthe action.

No follow up action is required based on the undeding that the firm/sole practitioner will
act upon its undertakings. A letter informing ftiven/sole practitioner of this outcome will
accompany the report sent to the firm/sole practd.

REPORTS RATED AS ‘SATISFACTORY BUT NEEDS IMPROVEMEN T’

Issues or breaches were noted and the firm/sotdifiwaer has undertaken to take actions that
address the issues raised. In view of the actimhsnteered, there is no need for QAOC to
impose any conditions or restrictions, but thera reeed for further confirmation/follow up e.g.
there may be some doubt about the actions to bentaér the firm's/sole practitioner’s
competence, resources or commitment.

- 13-



Section 3 — Quality Assurance Oversight Committee

A ‘Needs improvement’ report must not be used tpase any conditions or restrictions upon a
firm/sole practitioner. For the avoidance of dqube request to submit evidence of an action
agreed to by the firm/sole practitioner, e.g. tdaob external cold reviews or to establish a
training programme, is not an imposition of a cdindi

As further confirmations are required the repoit i accompanied by a letter requesting the
appropriate confirmations.

REPORTS RATED AS ‘REQUIRING ATTENTION’

Breaches or issues were noted which require taohsidered by QAOC. The regulatory action
will be determined by the seriousness of the bresicthe quality of the closing meeting notes,
the assessment of the firm's/sole practitionermmetence, resources and commitment to
correct matters together with any imminent mateatienges.

In the case of more serious failings, the QAOC wordquire the imposition of conditions
and/or restrictions on the firm/sole practitionef-or example, this could be due to the
firm’s/sole practitioner’s confirmations not fullgddressing serious issues and could include
requiring the firm/sole practitioner to obtain exi@ compliance reviews.

REPORTS RESULTING IN AN ‘SERIOUS FAILINGS’ ASSESSME NT

The use of ‘Serious failings’ assessments will ésricted to the most serious situations, where
loss of registration is proposed. Alternativel\hem the QAOC considers that it is possible for
the problems to be corrected, depending on the'dismle practitioner’'s representations, a
‘Serious failing’ assessment requires the QAOC tnsaer whether the firm’s/sole
practitioner’s warrant may not be continued, orhdiawn. In the latter instance, the firm/sole
practitioner is notified that the Committee is “mad to withdraw” and is requested to make
representations as to why this course of actionlshaot be followed..

‘Serious failings’ assessments are given priontg are fast-tracked to the Head of Review and
the Chairman of QAOC. In turn these will be passedto the Accountancy Board for
regulatory action, by the Disciplinary Board. Awijthdrawals or suspensions of warrants are to
be approved by the Minister of Finance, the Econamy Investment.

- 14-
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3.3.1.2.2 Report ratings given to firms reviewed

Of the 50 quality assurance reports issued by tA©Q during 2008 the following report
ratings were given:

Table 3.2

Satisfactory 1 2
Satisfactory but needs improvement 37 74
Requiring attention 11 22
Serious failings 1 2
50 100

As one can see the majority of reports issued Vzsfactory reports. This indicates that
generally speaking, the audit files reviewed camgdiaudit work of a good standard. Although
a scope for improvement was noted in most sucheweyi the QAOC considers this as the
typical outcome of most reviews. Moreover the firreviewed have undertaken to address
those issues and no impositions or restrictiongwaposed.

The Committee is pleased to note that overall tnditaquality of practitioners visited by the
QAU has improved from the prior year due to théofwing factors:

¢ Awareness of changing regulatory / technical resaents;

e Use of ISA compliant audit programmes;

¢ Compliance with CPE requirements;

¢ Implementation of ISQC 1 procedures and policies} a

« Knowledge that the practice at some stage willdygewed by the QAU.

The following table provides a pictorial represéioia of the report ratings given during the two
years the QAOC has been in operation:

Graph 3.2
Comparing 2008 with 2007
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3.3.1.3 General overview of main weakness encoungerduring visits

Although the weaknesses identified during visitsyvéhe following are a summary of the most
common weaknesses noted during the course of wdar$ed out during 2008 in accordance
with how these weaknesses are presented in the QAQEt issued to the practitioner/firm.

I ndependence and Ethics

(a) Long association with audit clients

It is common for engagement partners to be involwéd their audit clients for a number of
years. Although such long involvement is not phdieid, the Code of Ethics requires that the
significance of the familiarity threat must be exaked. |If the threat is other than clearly
insignificant, safeguards should be consideredegrpdied to reduce the threat to an acceptable
level. Furthermore these safeguards must be doueche In the case of engagement partners
of listed companies the rotation issue must alsaduzessed.

On a number of visits, where the reviewers deteedhithat the engagement partner was
involved with the audit client for a number of ygathe firm’s policies had not been formally
documented in its quality control procedures anticgs. Additionally, the firm had not
documented its assessment of its familiarity thireats audit file including the implementation
of appropriate safeguards. We recommended timas fassess the familiarity threat surrounding
long involvement and take the necessary actiomnsore that the appropriate safeguards are in
place and documented.

(b) Provision of non-audit services

As also stipulated by the EU Statutory Audit Direet the Code of Ethics permits the provision
of non-audit services and sets out the safegubedsatfirm needs to put in place, to counter any
potential threats to independence and reduce tleerant acceptable level. A firm must
document these safeguards.

File Findings

As the independent auditor's report states thatathdit was conducted in accordance with
International Standards on Auditing the firm musiswe compliance with all ISAs. The
utilization of a standardized audit program willsare that the ISA requirements will be
addressed. It was noted that non-compliance #ksltended to be in areas such as planning
and completion, where in some cases no work had taeied out. However the review of the
fieldwork stage of the audit process has also deésrumber of concerns.

The most common weaknesses noted during the cotitbe QAU visits have been identified
and commented on as follows:

(a) Planning

(i) Assessing audit risk and fraud (ISA 315, 33049)

For a number of audit files reviewed, a numberefialencies were noted in the documentation
on file demonstrating that the requirements ofabdit risk and fraud had not been adequately
addressed. Furthermore, the majority of theseeveviregarded audits where a substantive
approach was adopted without any consideratiorhefinpact of controls or the processes
required to determine the most appropriate audlitaach.

-16-



Section 3 — Quality Assurance Oversight Committee

(i) Consideration of laws and regulations (ISA 250

Although management is responsible for its comgkawith laws and regulations pertaining to
its company’s industry, ISA 250 requires that widesigning and performing audit procedures
and in evaluating and reporting the results therdbé auditor should recognize that
noncompliance by the entity with laws and regulationay materially affect the financial
statements. Therefore, when the auditor is planm@in audit, he/she should gain a general
understanding of the legal and regulatory framewmktaining to the particular company and
how that company is adhering to such framework.

During the course of QAU reviews, a number of ptacters were not documenting such
considerations.

(i) Audit materiality (ISA 320)

Audit materiality is a key aspect of carrying outefficient and effective audit. Practitioners are
reminded that the objective of an audit of finahstatements is to enable the auditor to express
an opinion whether the financial statements arparesl, in all material respects, in accordance
with an applicable financial reporting frameworkin establishing a materiality level the
practitioner is to use his professional judgemetiring a number of visits, it was noted that
this assessment was not made.

(iv) Preliminary analytical review (ISA 520)

During the planning of the audit, the auditor iquiged to use preliminary analytical procedures
as part of his/her risk assessment proceduredjeagpplication of analytical procedures can
prove to be a powerful tool as through its usepaly detect risk areas to which the auditor was
previously unaware.

It was noted that such preliminary analytical rexden a number of instances were not applied.
Practitioners have been requested to carry out snalysis.

(v) Going concern (ISA 570)

ISA 570 requires that when the auditor plans arfbpas audit procedures and evaluates the
results of these procedures, the auditor shoulgiden if the going concern assumption is
appropriate. At the planning stage of the auditemvthe auditor is gaining an understanding of
the entity, the auditor should consider if there @vents or conditions which may cast
significant doubt on the company'’s ability to cowi as a going concern.

In a number of situations, it was noted that altopractitioners would state that they have
assessed going concern, no documentation coulduel fon file of such assessment. Thus it is
recommended that such considerations are documentgie.

(b) Fieldwork

(vi) Audit documentation (ISA 230)

As stated in ISA 230, preparing sufficient and appiate audit documentation on a timely basis
helps to enhance the quality of the audit andifatdls the effective review and evaluation of the
audit evidence obtained and conclusions reachedrdehe auditor's report is finalized.
Documentation prepared at the time the work isqoeréd is likely to be more accurate than
documentation prepared subsequently.

Furthermore, ISA 230 states that audit documentagves a number of purposes, including:
assisting the audit team to plan and perform thditaassisting members of the audit team
responsible for supervision to direct and superthigeaudit work, and to discharge their review
responsibilities in accordance with ISA 220 (Regi)séQuality Control for Audits of Historical
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Financial Information;” enabling the audit team lie accountable for its work; retaining a
record of matters of continuing significance toufet audits; enabling an experienced auditor to
conduct quality control reviews and inspectionsaatordance with 1ISQC 1, “Quality Control
for Firms that Perform Audits and Reviews of Higtal Financial Information, and Other
Assurance and Related Services Engagements;” aiudirg an experienced auditor to conduct
external inspections in accordance with applicéddal, regulatory or other requirements.

Many of the issues raised in our QAOC reports eelab the clarity or sufficiency of audit
documentation.

(vii) Audit sampling and other means of testingA1530)

During the course of the Unit's reviews it was mbthat in the majority of cases, substantive
testing is being used as a means of obtaining epealeAdditionally, it was noted that in many
cases no documentation was being included ond#atifying the method of testing nor how
the auditor has ensured that he has obtained ieuffiappropriate evidence.

An auditor is required to determine the appropriagans of selecting items for testing. This
can either result in all items being selected iftgsbf 100% of the population); selecting
specific items or audit sampling. Furthermores theans of testing selected should enable
sufficient appropriate audit evidence to meet tligecives of the audit procedures to be
obtained.

It is recommended that auditors review their curprncedures in line with the requirements of
this standard to ensure that sufficient appropréatdit evidence is being obtained during the
course of the audit.

(c) Completion

(viii) Consideration of fraud (ISA 240)

As stated in ISA 240, the auditor should considéretiver analytical procedures that are
performed at or near the end of the audit when ifagran overall conclusion as to whether the
financial statements as a whole, are consisterit thié auditor's knowledge of the business
indicate a previously unrecognized risk of matemigdstatement due to fraud. When the auditor
identifies a misstatement, the auditor should aersivhether such a misstatement may be
indicative of fraud and if there is such an indimaf the auditor should consider the implications
of the misstatement in relation to other aspectghef audit, particularly the reliability of
management representations.

When the auditor confirms that, or is unable toabode whether, the financial statements are
materially misstated as a result of fraud, the tandshould consider the implications for the
audit and whether the audit report should be medlifi

The auditor should obtain written representatiorsnf management specifically addressing
fraud and should instances of fraud be noted ttlsésmild be brought to the attention of
management.

(ix) Consideration of laws and regulations (ISA 250

During the course of the audit, the auditor shcwdde obtained evidence whether or not the
company is adhering to laws and regulations afigctt. The auditor should also make
reference to minutes, lawyers’ letters, etc to mheitee any potential area of concern. If any such
instances are noted that may have a material ingrathie audit, these should be communicated
to management. Furthermore, practitioners are raairthat the letter of representation should
include reference to laws and regulations.
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As a result of the findings of audit testing cadri@ut during the fieldwork stage of the audit,
these may have implications on the audit repoueds

(X) Communication of audit matters with those cleargvith governance (ISA 260)

ISA 260 requires that the auditor should commueicatidit matters of governance interest
arising from the audit of financial statements wtilose charged with governance of an entity.
These audit matters include audit adjustments, lwaneatr not recorded by the entity that have,
or could have, a material effect on the entity’saficial statements; material uncertainties
related to events and conditions that may castifgignt doubt on the entity’s ability to

continue as a going concern; disagreements wittagemnent about matters that, individually or
in aggregate, could be significant to the entitifencial statements or the auditor’s report.
These communications include consideration of wdretihe matter has, or has not, been
resolved and the significance of the matter; ameeted modifications to the auditor’s report.

It is important to note that the auditor can eitbe@mmunicate in writing through a management
letter or else orally. If communication is madelly, the auditor should document in the
working papers the matters discussed and any respaaceived from management.

During the course of the year, it was noted thditats more frequently discuss matters arising
from the audit verbally with the client. Howevet, was furthermore noted that these
discussions were not being recorded on the audit ft is recommended that minutes of these
discussions are documented on file.

(xi) Subsequent events (ISA 560)

It was noted during the course of the visits cdroat, that in a number of instances the auditor
had not documented his/her consideration of sulesgqevents. This is an important
consideration as subsequent events may have aitatiqgh on the auditor’s report.

It is recommended that the auditor documents soasideration in line with the requirements
identified in ISA 560.

(xii) Going concern (ISA 570)

At the completion stage of the audit, an assessofeging concern should be made based on
the audit evidence obtained during the course efaildit. The auditor should determine if, in
the auditor’s judgment, a material uncertainty exislated to events or conditions that alone or
in aggregate, may cast significant doubt on th#&yenability to continue as a going concern.

During the course of a number of visits it was dothat consideration was not being
documented on the audit file. It is therefore rentended, that going concern issues are
addressed by practices.

Statutory/l FRS Compliance

Within this section of the report, there is a widage of different omissions in audited financial
statements, which have been noted during the eairthe reviews carried out during 2008. It
is strongly recommended that practitioners/firm&kenase of an up to date Financial Statement
Disclosure Checklist or pro forma set of finanattements.

Furthermore, it was also noted that in a numbesitfations the contents of the Directors’

Report were not prepared in accordance with theireaents of the Sixth Schedule of the
Companies Act.
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Audit Report

The audit report section of the QAOC report dedth Wwreaches noted in respect to ISA 700 —
Independent Auditor's Report and ISA 701 — Modificas to the Independent Auditor’'s
Report. The main breaches noted in this area, lynedsulted due to the fact that out of date
wording was being used and that departures in tldéa report wording was being made by
practitioners/firms.

Quality Control

In the previous year, one of the most significagftailencies noted during the Quality Assurance
Reviews was that a substantial number of pracgtionlid not have a quality control document
which incorporated the requirements of ISQC1. Bwir2008, it has been encouraging to note
that the majority of practitioners visited now haweplemented a quality control document,
which addresses the majority of the ISQC1 requirdme Two principal areas where
weaknesses are still being encountered relate to:

« the setting of criteria for engagement quality colnteviews. An engagement quality
control review must be carried out prior to thengig of the audit report and must be
carried out by another qualified auditor, who Hesappropriate experience to carry out
such function.

* the carrying out of cold file reviews. The majgritf visits carried out during 2008,
resulted in breaches in respect to cold file regieas these were not being carried out.
ISQC 1 requires that engagements selected for dtispeinclude at least one
engagement for each engagement partner over aecti@p cycle, which ordinarily
spans no more than three years. 1SQC1 furthermeopaires that those inspecting the
engagements are not involved in performing the gegent or engagement quality
control review.

Whole Firm Matters

The whole firm matters section of the QAOC repodorporates non compliance with the other
requirements, not already identified in one of freceding sections, emanating from the
Accountancy Profession Act and Directives. Thearmmrmmon breaches noted during the year
pertained to matters such as:

« the inappropriate designatory letter written omi@md matter;

e inadequate professional indemnity insurance coegrag

* non compliance with Continued Professional Educatamjuirements;

¢ non-submission or late submission of the AnnuatRetand

* non-payment or late payment of Annual Registrafi@e and/or Quality Assurance

Regulatory Fee.

3.3.2. Evaluation Forms

During 2008, the QAOC has felt the need to obtagdback from practitioners/firms who have

undergone a visit. Thus during the early part 008 the process was begun, through the
adoption of an Evaluation Form, whereby upward liee#t was obtained. A total number of

thirty-four evaluation forms were received backnfrpractitioners visited throughout the course
of the year.
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Feedback given was structured under the followieadmgs in the Evaluation Form:
e Initial communication
e Administering the Review
* The Review and the Reviewers
e Guidance and Technical Support
*  Website
¢ Overall Assessment

Overall the feedback received was positive. Ithis Quality Assurance Unit's intention to
address considerations raised by practitionerdedisiluring the course of 2009. Graph 3.3
below depicts a summary of results:

Graph 3.3
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3.3.3. Chartered Accountants Regulatory Board of Ireland CARB)

During the year, the Chartered Accountants Regladoard of Ireland (CARB) has assisted

the QAU in training needs, review of particular QBQ@eports, technical assistance as well as
the carrying out of two Big 4 audit visits. Durittige year, the QAU reviewers attended two
separate training activities carried out in Belfagth our CARB counterparts, one in June and
the other in September. It is envisaged thatshpport will continue in the upcoming year.

3.3.4. Team Meetings

Apart from the team meetings held in Belfast, Nerthireland, locally the Quality Assurance
Unit carried out 2 internal team meetings held leetw the quality assurance reviewers to
discuss issues arising during the visits as welkr@sure consistency on visits carried out by
different reviewers.

3.4. PLANS FOR 2009
During 2009, the Quality Assurance Oversight Corteriplans to achieve the following:

e the Quality Assurance Unit is to carry out 66 madaoda visits of firms and
practitioners. These will include visits to:
o0 1 Big 4 audit firm;
0 8 2-4 partner firms;
o 25 full-time sole practitioners; and
0 32 part-time sole practitioners.
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attend training in Belfast, Northern Ireland
co-ordinate another Quality Assurance Workshop
undergoing of training by one of the reviewersBag 4 visits

recruit one person as reviewer to replace one epaxd reviewer who left the QAU
on the & October 2008. The number of reviewers at the nmbrisethree.
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PROFILE OF THE AUDIT & ACCOUNTING PROFESSION

The Accountancy Profession Act, Cap 281 set outctiteria required for warrants and practicing
certificates to be given. Since the enactmenthisf Act, Malta’s accounting and auditing profession
has a total number of 651 warrant holders and 88flelns of practicing certificates in auditing.
During 2008, the Accountancy Board approved 1l6ravas and 55 practicing certificates to 126
individuals in auditing during 2 ceremonies, on&he June and the other in December.

The Accountancy Board during 2008, approved both reggistration of three audit firms and the
dissolution of another firm, bringing the total igred accounting and audit firms to a total of 37
Graph 4.1 depicts the number of firms with eithe2 principals, 3-4 principals and 5 or more
principals. From the graph, as was the case ii7,200e can note that the majority of firms are made

up of 1-2 principals.

Graph 4.1
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During the year, a number of changes have beemght@bout to the composition of firms registered
with the Board apart from the dissolution and fatiova of additional partnerships. During the year,
the partner structures of a number of firms havenbghanged and 3 partnerships have changed their
names. Graph 4.2 highlights the main changesaritin’s structure that arose between 2008 and the

prior year.

Graph 4.2
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Based on the declarations made in the Annual Retugnaphs 4.3 and 4.4 depict where warrant
holders and holders of practicing certificateseargloyed. As was the case in 2007, one can nate th
the majority of warrant holders are employed inustdy in an accounting or auditing position.

Additionally, the percentage of practicing certifie holders who are employed in industry in an
accounting or auditing position is considerablyslésan the percentage of CPA warrant holders. In
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addition, the amount of practicing certificate herlslwho are sole practitioners is significantlyheg
when compared with CPA warrant holders.

In regard to CPA warrant holders there are 16tfoik sole practitioners and 20  part-time  sole
practitioners. Furthermore, practicing certificatdders falling subject to Quality Assurance Rexe
can be analyzed as follows: 70 full-time sole pticters; 102 part-time sole practitioners; and 37
firms.

From the annual returns submitted, it was noteti 1B& of warrant and practicing certificate holders
have encountered difficulties in fulfilling theiroGtinued Professional Education (CPE) requirement.
Although this is slightly less than the prior ydhrs level is of serious concern to the profession.
Thus, over the coming years, particular emphadisbiplaced on this area and to achieve this aim,
the Accountancy Board has entrusted the monit@fr@PE to the Malta Institute of Accountants.

Graph 4.3
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Graph 4.4
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It is of importance to note that the above inforiorais based on data compiled from the 2007 Annual
Returns submitted and that in some instances rharedne work category was selected. Additionally,
the other category includes individuals employethiniGovernment, working in education and others
who are not in employment.
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