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»Understand what a Professional Accounting Organization (PAO)
IS and how it can strengthen the profession

»Understand how professional accountants and auditors
contribute to an improved business climate

»Understand options for how the profession can be organized In
Moldova to optimize strength and sustainability



» Moldova Is developing and strengthening policy aimed at improving
the quality of financial reporting by all sectors of the economy

» To effect sustained change in the financial reporting system three

Interrelated components must be improved:

» Financial reporting and auditing frameworks
» Implementation capacity (i.e. capacity to comply)
» Enforcement capacity

» Real improvement in the financial reporting system will be limited In
the absence of a strong, well managed and sustainable accounting
and auditing professional body



» Are professional bodies in Moldova fragmenting the profession
or providing healthy competition?

» The types of activities necessary to improve the profession In
the various areas discussed, best done by a unified PAO or
not?

» mproved integration of the profession into the overall economy
In Moldova, effectively done by separate bodies or better
unified?



The only constant is change........
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» “Professional Accounting Organizations (PAOS) are
membership bodies comprised of individual professional
accountants, auditors, and/or accounting technicians who
perform a variety of roles in the accountancy field and adhere to
high-quality standards of practice”

(September 2014 Professional Accountancy Development
Committee Fact Sheet)



Profession =Professional Accountants + PAOs

Professional Accountants prOS_________________________

Become qualified

Enter profession:

-Public practice (compliance services and business
advisory)

-Employed or contracted in Business (and other

sectors)
-Become academics

Agree to comply with a Code of Ethicsand other
requirements

Provide services and maintain competence

Education programs
Assess competence

Authorize individuals/firms to practice in public
Raise awareness of the value of qualification

Issue a Code of Ethics

Undertake quality assurance activities

Provide continuing education

Enforcement of Code of Ethics and other professional
requirements



A strong and sustainable profession is well integrated domestically

Regulatory
Agencies

Professional
Accounting
Organization

Commerce Universities
and Industry and Students

Members
(Professionals)




» Relationships/Memberships of note that may help:

» International Federation of Accountants

» Regional Accountancy Bodies (i.e. Accountancy Europe, European
Federation of Accountants and Auditors for SMES)

» Leading Accounting PAOs (ICAEW, ICAS etc. etc.)
» International Standard Setters for Financial Reporting and Audit
» Forums for Independent Audit Regulation



»PAOs can join an international *
community through
membership of the
International Federation of
Accountants (IFAC)

»Membership criteria outlined
In the Bylaws of IFAC

Member status shall be open to Professional Accountancy Organizations (“PAQ”s) that meet the
following criteria:

a.

the PAO is acknowledged, either by legal decree or by general consensus, as being a
national PAO in good standing in the jurisdiction in which it operates. In case of
acknowledgement of the foregoing by general consensus, evidence shall exist that such PAO
has the support of the public and other key stakeholders;

the PAO supports the mission of IFAC;

the PAO fulfills the requirements specified in the Statements of Membership Obligations
(“SMQ’”s) approved by the Board, and demonstrates evidence of compliance as required by
the Member Compliance Program;

the PAO demonstrates capacity to actively participate in the Member Compliance Program;
the PAOQ is financially and operationally viable, and has an appropriate governance structure;

the PAO has an internal operating structure that provides for the support and regulation of its
members;

the PAO has the financial capacity to make the Member contributions determined in
accordance with the basis of assessment approved by the Council, and makes such
contributions; and

the PAO abides by the relevant provisions of the Constitution and Bylaws.



» The World Bank believes trong effecie PAOs

PAOs have an important role
to play in developing quality
financial information that
enhances the public trust and
creates a business climate
conducive to sustained
economic growth

act in the public interest and are integral to the delivery of public value globally as proponents
of good corporate governance and appliers of consistent global standards;

develop and produce capable and competent accountancy professionals through education,
certification, and continuing professional development programs;

promote strong professional and ethical standards through adoption and implementation

of international standards and best practices—PAQs set the bar for behavior and practice of
accountancy professionals, thereby enhancing public trust in the quality of their work;

further the quality of financial reporting through review, investigation, and discipline of
professionals—well-functioning systems not only strengthen professional behavior but also
educate and reinforce best practices, thus improving the guality of information and advancing
the profession; and

act as a resource to government, requlators, and other stakeholders at the individual country
and regional levels, with sound public policy guidance and advice on accountancy related
topics.

(September 2014 Professional Accountancy Organization Development Committee Fact
Sheet)



An international framework supports PAOs as productive partners in

regulation

»PAOs that work toward
compliance with IFAC'’s
Statements of Membership
Obligations (SMOs) and focus
on developing their capacity
provide Governments with
more regulatory options

The Board of the Irtemationy Fesraon of
Accauntorts

Statements of Membership
Obligations (SMOs) 1-7
(Revised)
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» Essentially outline the key functions of PAOs

» There are 7
» SMO 1. Quality Assurance

» SMO 2: International Education Standards for Professional Accountants and
Other Pronouncements Issued by the IAESB

» SMO 3: International Standards and Other Pronouncements Issued by the
IAASB

» SMO 4: IESBA Code of Ethics for Professional Accountants

» SMO 5: International Public Sector Accounting Standards and Other
Pronouncements Issued by the IPSASB

» SMO 6: Investigation and Discipline

» SMO 7: International Financial reporting Standards and Other
Pronouncements issued by the IASB



»PAQO obligations depend on responsibilities under national legal
system

»Obligation Is to Implement requirements of SMOs when
responsible or use best endeavors to encourage
Implementation by responsible party and assist In
Implementation.



» The profession in a market economy

» Market recognition of a credential that embodies quality and value
differential and attractiveness as a career path

» Governance and Strategy
» Consolidation and Scale

» The regulation of the profession
» Audit oversight: The role of the PAO in the European context



» Professionalism and public interest is the foundation: but don'’t loose sight
of the key fundamentals in the profession’s “business model” that support
sustainability

» The qualification and designation
» What opportunities exist to strengthen the “brand” of the profession in Moldova?

» Youth program
» How do you work with under-graduates to engage them in the profession?

» Pathways to membership
» Opportunities for accounting technician?

» Specializations

» Are there “special interest groups” in the profession that may pay for increased
recognition as a specialist?



The profession in a market economy: Key points on good governance

Represented by Council
Entitled to attend and vote at AGM

Council

President

Empowered to call a SGM

Elected by members, mayinclude appointmentsto
retain accountability asa publicinterest body
Should represent a range of membership

Should not be too large, members have fixed terms
but staged exits to ensure continuity

Approve the strategic plan, policiesand budget

Selected by members or the Council to head
Council

Represents the profession, should be aware of
current issues and developments

Works closely with and oversees CEO/management

work
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The profession in a market economy: Key points on good governance
(cont....)

Committee Structure

Good for member engagement and accessing
resources at low cost
Can be time consuming (preparation) and costly (e.g.
travel)
Can be a significant effort to gain consensus
It is important that the CEO establishes that service
to a committeeis a privilege and not a right
Initial committees likely to include:

* Admission and Membership

* Education, Training and Certification

* Technical

* Investigations and Discipline
Downstream committees mayinclude:

e Audit committee

* Nominations committee

* Remuneration committee

e Qualityassurance committee




The profession in a market economy: Governance (CAPA Maturity Model)

Governance - Adhering to principles of good governance, including, where applicable, oversight mechanisms by which the PAO is directed,
monitored and controlled.

Constitution or charter MNo formal constitution or Informal governance Established govsrnancs Effective and complsts Comprehensive frameaworis,
charter documentation documentation, example , governance documentation including ongoing review and
constitution, by-laws, policies self-assassment
and procedurss
Leadership or corporate Mo sestablished Violuntary lsadership with Established council or board Separation of governance and Clear understanding of the
governance lsadership or limited corporate management roles and distinction betwesn voluntser
governance structurs governance administration Key stakeholders invohwed accountabilities and secretaniat roles
Leadership continuity and Effective review, performance
SuUCCESSIon planning considered monitoring and performance
) . development in place
Established and effective
secratariat Independent, public members
imvohved in boards and
committees
Member invohaement Mo membership Limited member involvement | Members involved in Extensive committes structure Board and committee
structurs or beyond voluntary leadership | representation, with formal with formal Terms of Refersnce performancs review structurs
imvolverment nomination, reappointment and in place
election procedurss
Members contribute to strategic
development
Reporting No annual reporting Limited reporting, Formal reporting, including Detailed financial and non- Formal audit and risk
including financials audited financial statements financial performance rsporting committes strucCturs
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» Final thoughts on Governance

» Development and governance of the strategic plan is one of the most
critical aspects of building and sustaining a strong accounting and
auditing profession

» Look out for conflicts of interest in those undertaking a governance role

» There are many resources available, for example look at IFAC's
“Establishing and Developing a Professional Accounting Body (2009)



»Highlights of Australasia’s new strategy:

» Self-regulation no longer as centric; education, advocacy and services
Nnow more centric

» More investment in advocacy and thought leadership as it supports
better market understanding of the brand

» Big investment in education platforms as the ‘learning experience’
changes

» Providing relevant membership services where members are located
» Entry pathways and specializations to improve scale



» New Zealand a trans-national merger

» Membership: One body of 33,000 combined with one of 74,000 to create a new body
with 107,000 professional accountants

» Designation: No change, remained CA
» Qualification: No change, already collaborating on the CA Program

» Canada a “unification”

» Membership: 4 bodies of +/- 42,500 to one body of 200,000+ professional
accountants

» Designation: Changed to CPA from CA/CMA/CGA
» Qualification: New certification program

» What's driving these?
» Pre-eminence, Relevance and Reach

» Competition vs consolidation



The EU Acquis Communautaire: Establishing the pillars of public oversight

2752014 = Official Journal of the Evropean Union L 15877

REGULATION (EU) No 537/2014 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 16 April 2014
on specific requirements [!gaxd.mgslzmmy audit nf% interest entities and repealing This document is meant parsly a5 3 documentation tool and fhe institutions do mot assume any Eability for its contents
Commission Decision 2005,

200610043 — EN — 16.06.2014 —003.001 — 1

{Text with EEA relevance]
»B  DIRECTIVE 200643EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 17 May 2006

‘on statutory awdits of annwal accounts and consolidated accounts, amending Council Directives
78/660/EEC and 33349/EEC and repealing Council Directive 84/253EEC

Having repard o the Treaty on the Functioning of ¢he European Union, and in particular Areicle 114 chereof, (Text with EEA relevance)
(0T L 157, 9.6.2006, p. 87)

‘THE FURGFEAN PARLIAMENT AND THE COUNCIL OF THE EUROPEAN UNION.

Having ragard o the proposal from he Furopean Commission,

Amended by
Afeer wansmission of the drak legislasive ace 10 the nasional parliaments,
Official Tournal
o  paze date

Having regard o the opinion of the European Economic and Socizl Commicse (1),

®MI  Directive 2008/30:EC of the Evropesn Dariisment and of the Council of L &1 53 2032008

T 11 March 2008

®M?  Diractive 201334/EU of the European Pariiament and of the Council of L 182 19 2062013
Acting in accordance with the ordinary legislzrive procedure (), = e

®M3  Directive 2014/36/EU of the Ewropean Parliament and of the Comncil of L 158 196 2752014

16 April 2014

Whereas:

{1} Ssasurory auditors and audi firms are ensrusted by law to conduce ssarurory audiss of public-inserect enicies with
2 view 0 enhancing he degree of confidznce of the public in the annual and canolidared finzncial searemenes of
such enciies. The publiceincersss fumceion of sussusery sudis mean: dhat 3 Brosd communiay of people and mcie
Gons sely on the quality of 3 swrerory audiors or an audis Ay work. Goed audic quality comributes o the
orderly funciioning of markess by enhancing che incegricy and eficiency of financizl sements Thus, sty
sudivors fulfl 3 parsicalarly imporsans sociel ra

(2} Union legislasion requires that the Ainancial seatements, comprising annual Anancial sacements or consolidated
financial zassments, of credic inzitutions, msurance et , issuers of securisies admined <o wading on 3
regulared payment instirutions, undertakings for collsctive invessment i ansferable securies [UCITS).
electronic money instirutions and akemative investment funds be audiced by one or more persons encided to
carry ous such audics in accordance with Union law, namely: Article 1(1) of Council Direcarve 86/635/EEC 4,
Anidle 1(1) of Council Direceive 91]674/EEC {4, Article 4(4) of Directive 2004/109[EC of the European Parlia-
mene and of the Council {3, Areicle 15(2) of Directive 2007/64/EC of the European Farliament and of the
Counil (%, Aricle 73 of Dirscrive 200965 [EC of the Evropean Parlizment and of the Council (. Article 3(1) of

() giclanzeedniie 6l
) Toson of dhe Europesn Tramens of 3 Apel 2014 sty publichecd i she Oficial Jona]and oo of the Councl of 14 Ayl

['J( nannmszﬂ[ﬁ!ifEE(n‘chzmbuI'l!ﬁnnillz:muﬂmuanizmudidaldmmuufbmhmdmﬁsﬁmmalhﬁi
miens (@)L 172311219882, 1)

19 Coun e 91474]EEC of 19 December 1991 on the annual accountz and consolidated accounts of incurance undertaking:

OIL374 3113 1991 5 7).

17 Direceive mmoqrrcumg Furapean Farliament and of the Cauncil of 15 Decermber 2004 on the harmonization of ransparency
n a information erz whaze cecuriies are admireed 1o trading on 2 rezulated marker and amending

about izzu
Dotcae 200114 1390, 31122004, p. 35)
5 ) (ufl e Earopean Pariament .

1) Dirseive 3007 and of the Cm.mdD{|3Nmmkl}w7mpamuﬁmmmﬁnlmnﬂm
rectives mm( 2002/65/EC, 2005/60/EC and 200614 e Dinetive 97/SIEC (O] L J1e. 51230075, 1)

17 Directive mogfssJ the Europen Fariam: s oln 1'3 2008 on the coardination ions 3
adminiztrative pmm ngs[w:uuu:me invezment i le zecuritie: [UCITS) cuuw: 1711 JM

532
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Delegation of oversight tasks to PAOs: Summary

Approval and
registration of
statutory auditors
and audit irms

Adoption
of relevant
standards

Continuing
education
Quality assurance

Investigative and
administrative
disciplinary
system

may be delegated

may be delegated

may be delegated

may be delegated

may be delegated

T L

may be delegated

may be delegated

may be delegated

may NOT be
delegated

NMember States are
provided with an
option to delegate
the tasks related
to sanctions and
measures, but

only to a bodvy
independent from
the profession®.

(Federation of European Accountants Briefing Paper June 2014: Public Oversight of the Audit Profession: Enhancing credibility and

supporting cooperation)
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The regulation of the profession: What are the benefits to Government of
a strong PAO in audit regulation?

»Provides regulatory
options

» The costs and
benefits vary
across the

regulatory spectrum

No regulation
Entities needing a non-
issuer statutory audit
decide who is
appropriately qualified

to conduct the audit.

Co-regulation
Professional accounting
bodies authorise members to
do non-issuer statutory audits.
Independent oversight of the
professional body by a
regulator.

i ,
V—;unji"—\-\r\ﬁ_/

REGULATORY SPECTRUM

*

Direct regulation
A regulator directly
authorises auditors to
do non-issuer statutory
audits and oversees
them.

No regulation

(Regulatory impactStatement: Restricted areas of statutory auditwork. New Zealand Ministry of Business, Innovation and Employment)
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»Benefits are optimized when underpinned by a solid relationship
between the Oversight Body and the PAO, but the costs are
exacerbated when the relationship does not function

»Balances the cost of regulation
»For PAOs: Comes with reputation risk



Approval and registration of statutory auditors and audit firms

Key requirements (i.e. what Member States need to do) Potential for PAO involvement

Establish requirements, consistent with the Directive, to be Consultation
authorized as a statutory auditor or audit firm, the conditions

that may apply to the authorization and the term of the

approval. (Assigned in law or delegated to the Oversight Body

to set regulations)

Where PAOs to be involved: Establish legal mechanisms to PAO seeks accreditation
provide for PAO involvement

If using an accreditation approach: Establish the accreditation

process expressly in law, delegation to the oversight body to

set minimum requirements to achieve accreditation

Qualifying auditors and audit firms are authorized to perform  Assess auditors and audit firms and authorize (both PIEs and

statutory audits Non-PIEs) through an assignment in law as an accredited
body
Establish a public register Maintain a register of its authorized members and notify

changes to the registrar 27



»Accredited PAOs have
functions and powers
expressed directly in primary
legislation

»Oversight Body afforded
power (i.e. primary law) to
accredit PAOs based on
achievement of minimum
standards defined In
secondary legislation




Approval and registration of statutory auditors and audit firms
(continued...)

»Minimum standards should
cover:

» PAO governance and
organization structure

» Qualifications of regulatory
personnel

» Resourcing

» Standing with IFAC and
national regulatory bodies

» Audit regulatory policies and
systems

29



» Accreditation with conditions
covering, for example:

» Ongoing satisfaction of minimum
standards

» Notification to Oversight Body on
the occurrence of certain events

» The Oversight Body supervises
the accredited PAO and reports
on their performance annually to
the public




Setting standards for avditors and audit firms to meet

Key requirements (What Member States need to do) | Potential for PAO involvement

Statutory auditorsand audit firms are required to Traditionally, in many countries PAOs have set

comply with professional and ethical, internal quality = standards for their members

control and auditingand assurance standards set by

the relevantstandard setting Boards of IFAC The generally accepted view now is that PAOs should
not set standardsfor their members because they lack
independence from their membership

PAOs should be consulted in the standard setting
process (i.e. as with other stakeholdersand the public)
and should keep their members updated on changes
and provide implementation guidance and training
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Key requirements (What Member States need to do)

Require statutory auditorsto take part in appropriate
programs of Continuing Education and provide that if
they fail to, they may be sanctioned

Establish the Continuing Education requirements to be
met and the consequences of not meeting them

Potential for PAO involvement

PAOs generally require their members to perform a
certain amount of continuing professional
developmentannually. Typically, they are a provider
of education services to their members

The Oversight Body should set quantum (i.e. as part of
the conditions of authorization asa statutory auditor),
but assign in primary legislation the power for
accredited bodies to require statutory auditorsto
complete specific educationincludingpassing an
exam, practical trainingand experience and courses of
study as part of their function to monitor members
they have authorized

Monitor compliance of member in completing
minimum requirements and addressing where
member has achieved unsatisfactory results for a
required course



Quality assurance inspections of statutory auvditors and audit firms

Key requirements (What Member | Potential for PAO involvement Potential for PAO involvement
States need to do) (Non-PIEs) (PIEs)

Build a Quality Assurance team that PAOs could be responsible for the Provide quality assurance services

satisfies the requirements of the gualityassurance of non-PIEsand, under contract provided it does not
Regulationand the Directive therefore, could build the quality amount to delegationandis
assurance team otherwise consistent with the

functions an Oversight Body is
expressly required to perform

Build a Quality Assurance work PAOs could be responsible for the Provide quality assurance services
program and undertake planning gualityassurance of non-PIEsand, under contract provided it does not
therefore, could build the work amount to delegationandis

program and undertake planning otherwise consistent with the
functionsan Oversight Body is
expressly required to perform

Perform review/inspection work PAOs could be responsible for the None. PAOs can’t perform
gualityassurance of non-PIEsand, inspectionsof PIE audits
therefore, could perform reviews



Quality assurance inspections of statutory auditors and audit firms
(continved....)

Key requirements (What Member | Potential for PAO involvement Potential for PAO involvement

States are required to do) (Non-PIEs) (PIEs)

Report conclusionsand PAOs could be responsible for the Provide quality assurance services

recommendations of guality assurance of non-PIEs and under contract provided it does not

reviews/inspections could, therefore, report to firms amount to delegationandis
directly on the outcomes of otherwise consistent with the
reviews performed functions an Oversight Body is

expressly required to perform

Publish the results of quality PAOs could be responsible for the Provide quality assurance services
assurance work on an annual basis qualityassurance of non-PIEsand, under contract providedit does not
therefore, could publish annually amount to delegationandis
the results of the qualityassurance otherwise consistent with the
work functionsan Oversight Body is
expressly required to perform
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»Assignment In law of non-
PIEs quality review tasks
accredited bodies are
responsible for

»Minimum standards and
conditions of accreditation to
be met on an ongoing basis

»Oversight Body has ultimate
responsibility for the oversight
of quality assurance systems




Quality assurance inspections of statutory auditors and audit firms

(continved.....)

Accessing sufficient and appropriate resources to undertake quality assurance work is a key issue. It is important that its
design meets the requirements, but also it is very important that resource levels permit the system to operate effectively. The
need to access resources existent in the profession can be “dialed-up” or “dialed-down” and will likely be determined by where
experience and skill currently reside. The following may be options, particularly for PIE work (i.e. where delegation is not

possible):

Back-office -Draft Inspection Manuals
-Processing contracting of inspectors
-Develop draft inspection program
-Coordinate inspections with firms
-Coordinate inspection reporting

-Draft annual reporting

Advisory Group to the Oversight Body -Advice on implementation of policies
and procedures

-Advice on inspection reporting

Experts -Undertake inspection work

Competent Authority to approve all
work done under contract.

Not be involved in any decision making

Paragraph 5 of Article 26 of Regulation
No 537/2014 (i.e. qualifications of

inspectors). 0



Ensure effective systems of investigation to detect where
statutoryauditors and audit firms have breached legal
requirements in performing their audits exist

Potential for PAO involvement

Can delegate investigation to PAO for non-PIEs audits as
long as Oversight Body retains ultimate responsibility.
This could be effected through the legal means for
establishing the accreditation system (i.e. functions and
powers of accredited bodies to include inspections).

Can’t delegate investigations to PAOs for PIE audits from
quality assurance or mattersreferred from other
authorities. However, a statutoryauditor or audit firm
may still be investigated by a PAO (i.e. for other purposes)
and a level of formal collaboration (e.g. through
conditions of accreditation and reporting of breaches
under Article 32e of the Regulation) and informal
collaboration could be discussed and coordinated.

NB. In all cases the Oversight Body has to have the
requisite powers to investigate.
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Imposing sanctions for non-compliance

Key requirements Potential for PAO involvement

Impose effective, proportionate and dissuasive sanctions to
correct and prevent breaches by auditorsand audit firms of
legal requirements

Can be delegated to PAOs for non-PIEs as long as Oversight
Body retains ultimate responsibility. This could be effected
through the legal means for establishingthe accreditation
system (i.e. functions and powers of accredited bodies
provide for imposing sanctions)

Through an exception in the Regulation, it is possible for the
Oversight Body to prosecute legal breaches pertainingto a
PIE audit through a PAQ’s Disciplinary Tribunal (howsoever
named) provided required criteria are met. This requires
the express delegation from the Oversight Body to the PAO
(i.e. not assigned in law)
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