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Foreword

| am pleased to present the twelfth booklet under the Members' Information and Education Series
(MIES-12) on the subject of “ Statementsof M ember ship Obligations’.

The International Federation of Accountants (IFAC), of which the Institute is a member, issued
Statements of Membership Obligations (SMOs) in 2004 and revised thesein 2006. The SMOs establish
requirements for members and associates to promote, incorporate, and assist in implementing
international standardsissued by IFAC and the International Accounting Standards Board (1ASB).
The SMOs al so establish requirementsfor quality assurance, investigation and disciplinary activities.

These SMOswill help IFAC to assessthreecritical areas; the extent towhichits 155 member organizations
areimplementing | FAC standards and International Financial Reporting Standards (I FRSs); whether
member bodies have the structures in place to ensure that its members are complying with these
standards; and whether member bodies have appropriate investigative and disciplinary processesin
placefor their members.

Where IFAC member bodies do not have responsibility for these areas, they will be required to
describe how they use their best endeavors to encourage those entrusted with such functions to
implement the provisions of the SMOs.

The seven SMOs are on the following topics:

SMO-1  Quality Assurance

SMO-2  Auditing Standardsand other International Auditing and Assurance Standards Board
(IAASB) pronouncements

SMO-3  Ethics Standards

SMO-4  Education Standards

SMO-5  Public Sector Accounting Standards

SMO-6  Investigation and Discipline

SMO-7  International Financial Reporting Standards

Member bodieswill be required to report on the extent to which they are complying with the SMOsin
each of the areas mentioned above. In areas where they are not complying, member bodies will be
asked to develop action plan outlining how and when they plan to meet their compliance
responsihilities.

Weare publishing this booklet, containing the above mentioned SMOs 1-7 issued by the IFAC Board,
for members' information and would request all membersto help the Institute in complying with the
above SMOs.

| amthankful to Mr. Muhammad Asif Igbdl, Director, Professiona Standards Complianceand Eval uation
for hiseffortsin compiling the booklet and the editorial team at ICAPfor their assistance and support
in publishing it.

Nasm Hyder
President

June 10, 2007
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PREFACE TO THE
STATEMENTS OF MEMBERSHIP OBLIGATIONS

Introduction

Statements of Membership Obligations (SMOs or Statements) provide clear benchmarks to current
and potential IFAC members to assist them in ensuring high quality performance by professional
accountants. The Statements cover an IFAC member body’ s obligationsto support thework of IFAC,
thework of the International Accounting StandardsBoard (IASB), and obligationsregarding quality
assurance and investigation and discipline.

The SMOswere approved by the IFAC Board for issuein March 2004 and ratified by the IFAC Council
in November 2004. Changesto the original SMOs are summarized in the Revisions section bel ow.

Applicability

The SMOsform the basis of the |FAC Member Body Compliance Program. Member bodiesarerequired
to perform ongoing self-assessments of their compliance with each of the SM Osincluding an assessment
of actual standardsin placein comparison to the relevant IFAC and | ASB standards. Associates are
also required to participate in the Compliance Program and compl ete self-assessments to demonstrate
their continuing progress toward membership.

Self-assessments are also required to be compl eted by IFAC member body and associate applicantsto
demongtrate their ability to comply with the SMOs. In applying these Statementsto existing associates
or new applicants, IFAC will recognize the stage of devel opment, availability of resource, and scope
of activities of each associate or applicant and its members.

Best Endeavors

These Statements require member bodies to use their best endeavors to meet the obligations. A
member body will have been considered to have used “best endeavors’ if it could not reasonably do
more than it has done and is doing to meet the particul ar membership obligation.

Despite the genera application of SMOs to member bodies and self-assessments also required of
associates, IFAC will takeinto account the relevance of individual SM O obligationsto each member
body and associate in ng itslevel of compliance. This recognizes the fact that some member
bodies and their members operate in different sectors of the profession and some SMOs may hot
apply tothemintheir entirety.

In exceptiona circumstances, amember body or associate may depart from the obligations contained
inthese Statements, if doing so will fulfill its public interest duties more effectively. The member body
or associate should be prepared to justify the departure. A member body or associate that fails to
follow the obligations of these Statements, or justify satisfactorily why it has departed from them, may
be suspended or removed from membership.

When assessing compliance with the SMOs, IFAC will consider projectsand initiatives underway at
the standard setting level that could impact the structure or content of the applicable standards. Due
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recognition will be given to the potential impact on national standard setting activitiesaswell asthe
associated timeframe required to accommodate changes in the structure and content of standards.
Member bodies and associates will not be assessed as non-compliant as long as there is an agreed
action plan and timetable for achieving compliance and progress against the plan can be demonstrated.

It isimportant to understand that it is possible for member bodies and associates to comply with the
obligations of an SMO, even if government, regul ators or other appointed authorities carry out some
or al of thefunctions specified in that SMO. In such circumstances, the obligation of |FAC member
bodies and associatesisto usetheir best endeavorsto encourage those entrusted with those functions
to implement them in accordance with the provisions of these Statements and to assist them in
implementing those functions when appropriate.

Bold and Grey L ettering

The SMOs have been written using bold lettering to describe amember body’ s obligations and grey
lettering to describe explanatory and other related material. This meansthat in order to understand
and apply the obligations (identified in bold type), it is necessary to consider the whole text of the
SMO, including the explanatory and other material contained inthe SMO.

SMO Contents
SMO 1-Quality Assurance
Subject Matter

SMO 1 isto be applied by member bodies of IFAC to quality assurance review programs for their
members performing certain audit engagementsof financia statements. It applieswhether the member
bodies carry out such programs on their own behalf, on behalf of the profession, or on behalf of
governments, regulators or other agencies, or whether the programs are carried out by another body.

Quality Control Sandards

SMO 1 requires member bodies to establish and publish quality control standards and guidance
requiring firmsto implement asystem of quality control in accordance with the International Standard
on Quality Control (1SQC) 1.

SM O 2-International Education Standardsfor Professonal Accountantsand Other |AESB Guidance
Subject Matter

SMO 2 sets out the obligations of member bodies of IFAC in relation to International Education
Standards for Professional Accountants (IESs), International Education Practice Statements for
Professional Accountants (IEPSs) and International Education Information Papers for Professional
Accountants (1EIPs) issued by the I nternational Accounting Education Standards Board (IAESB) of
IFAC. It applies whether the member bodies issue such standards, or whether the standards are
issued by another body.
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SMO 3—International Standards, Related Practice Statementsand Other Paper sl ssued by the
IAASB

Subject Matter

SMO 3 setsout the obligations of member bodies of IFAC in relation to quality control, auditing and
assurance standards for its members. It applies whether the member bodies i ssue such standards, or
whether the standards are issued by another body.

SMO 4—1FAC Codeof Ethicsfor Professional Accountants

Subject Matter

SMO 4 sets out the obligations of member bodies of IFAC in relation to the IFAC Code of Ethicsfor
Professional Accountants (the IFAC Code) and other pronouncements issued by the International
Ethics Standards Board for Accountants (IESBA) of IFAC.

SMO 5-International Public Sector Accounting Standardsand Other IPSASB Guidance

Subject Matter

SMO 5 sets out the obligations of member bodies of IFAC in relation to International Public Sector
Accounting Standards (IPSASs) and other guidance issued by the International Public Sector
Accounting Standards Board (IPSASB) of IFAC.

SM O 6—Invegtigation and Discipline

Subject Matter

SMO 6 isto be applied by member bodies of IFAC in theinvestigation and discipline of misconduct,
including, but not limited to, breaches of professional standardsand rulesby their individual members
(and, if local lawsand practices permit, by their member firms). SMO 6 specifically acknowledgesthat
legal systems are very different from country to country. It also states reduced requirements that
enable member bodies to comply with SMO 6 in countries where the investigative and disciplinary
processiswholly or largely the responsibility of government or other outside agency.

SMO 7-International Financial Reporting Standards

Subject Matter

SMO 7 sets out the obligations of member bodies of IFAC in relation to International Financial
Reporting Standards (IFRSs) issued by the IASB.

Statements of Membership Obligations 9



RevisonstotheSMOs

Revison Date

Description

Approved by thel FAC
Board November 2006

SMO 3, International Sandards, Related Practice Satements and
Other Papers|ssued by the |IAASB

SMO 3wasamended to clarify that related Practice Statements\ provide
for interpretive guidance and practical assistance to professional
accountantsinimplementing International Standards and to makeit
clear that in assisting with the implementation of International
Standards, amember body should promote the use of related Practice
Statements, or the development of national pronouncements that
incorporate related Practice Statements or that provides similar
implementation guidance.

SMO 4, IFAC Code of Ethicsfor Professional Accountants

SMO 4 was amended to incorporate the following revisionsincluded
inthe new Code of Ethics, effective June 30, 2006, asfollows:

*  Theauthority level was changed as stated in the Preface to the
Code. The Preface to the Code states that a member body of IFAC or
firm may not apply less stringent standards than those stated in this
Code. However, if amember body or firmisprohibited from complying
with certain parts of this Code by law or regulation, they should
comply with all other parts of this Code.

»  Thethreatsand safeguardsframework has been made applicable
throughout the Code.

IFAC Committee Name Changes

The SMOswere amended for changesto the names of the following
IFAC standard setting bodies:

* International Accounting Education StandardsBoard (previously
theInternational Education Standards Committee).

* Internationa Ethics Standards Board for Accountants (previoudly
the International Ethics Committee).

* International Public Sector Accounting Standards Board
(previously the Public Sector Committee).

Change in the Names of Pronouncements

Amendmentswere madeto conform thenames of IAESB and IPSASB
pronouncements referred to in SMO 2, International Education
Sandardsfor Professional Accountantsand Other |AESB Guidance,
and SMO 5, International Public Sector Accounting Standards and
Other IPSASB Guidance.

Other changes of an editorial nature were also madeto the SMOs.

10
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This Statement of Membership Obligations (SMO) isissued by the IFAC Board. It isto be applied
by member bodies of IFAC to quality assurance review programs for their members performing
certain audit engagements of financial statements. It applies whether the member bodies carry out
such programs on their own behalf, on behalf of the profession, or on behalf of governments,
regulators or other agencies, or whether the programs are carried out by another body.

Where government, regulators or other appointed authorities perform any of thefunctions covered
by of this SMO, member bodies should (a) use their best endeavors to encourage those responsible
for those functions to follow this SMO in implementing them, and (b) assist them in that
implementation where appropriate.

This SMO sets out the obligations of member bodiesin relation to quality assurancereview programs.
To understand and apply the obligations (identified in bold type), it is necessary to consider the
wholetext of the SM O, including the explanatory and other material contained inthe SMO.

Associates are al so required to compl ete sel f-assessments of compliance with SMOsto demonstrate
their continuing progress toward membership. In applying this Statement to associates, |FAC will
recognizethe stage of development, availability of resource, and scope of activities of each associate
and itsmembers.

This SMO does not apply to affiliates. Consistent with the obligations relating to affiliates in the
IFAC Bylaws, however, affiliates are expected to support the development and implementation of
thisSMO.

Despite the general application of SMOsto member bodies and the self-assessments al so required
of associates, IFAC will take into account the relevance of individua SMO obligations to each
member body and associate in assessing itslevel of compliance. Thisrecognizesthe fact that some
member bodies and associates and their members operatein different sectors of the profession and
an SMO may not apply to them initsentirety.

In exceptiona circumstances, amember body may depart from the obligations of thisSMO, if doing
so will fulfill its public interest duties more effectively. The member body should be prepared to
justify the departure. A member body that fails to follow the obligations of this SMO, or justify
satisfactorily why it has departed from them, may be suspended or removed from membership.

A mmber body is responsible for quality assurance review programs in respect of their members
only to the extent that they are performing engagementsin the country or countries of the member
body’ sdomicile (asrecorded inits application for admissionto membershipin IFAC).
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Introduction

1 Quality control is addressed at three levels. the engagement level, the firm level and the
member body level.
2 Thelnternational Auditing and Assurance StandardsBoard (IAA SB) establishes standards

and provides guidance on quality control policies and procedures:

@ For specific types of engagements (for example, International Standard on Auditing
220 (1SA 220), “Quality Control For Auditsof Historical Financial Information”),
and

(b) For afirm’ sresponsibilitiesfor its system of quality control for auditsand reviews
of historical financial information, and other assurance and related services
engagements (International Standard on Quality Control 1 (1SQC 1), “Quality
Control for Firms that Perform Audits and Reviews of Historical Financia
Information, and Other Assurance and Related Services Engagements”).

3 ThisSMO establishestheobligations of IFAC member bodiesthat relateto quality assurance
review programs for their members performing certain audit engagements of financial

statements.
Definitions
4, Inthis SMO, thefollowing terms have the meanings attributed bel ow:

@ Best endeavors—A member body has used “ best endeavors’ if it could not reasonably
do morethan it has done and is doing to meet the particular membership obligation;

(b) Firm —asole practitioner, partnership, corporation or other entity of professional
accountants;

(©) Listed entity* — an entity whose shares, stock or debt are quoted or listed on a
recognized stock exchange, or are marketed under the regulations of a recognized
stock exchange or other equivalent body;

(d Member—amember of an IFAC member body, limited to either individualswho are
partnersinfirms, or firms;

(&  Partner* —any individual with authority to bind the firm with respect to the performance
of aprofessional services engagement;

(f)  Professional standards* —I AASB engagement standards, asdefinedinthe l[AASB’s
“Prefaceto the International Standardson Quality Control, Auditing, Assuranceand
Related Services,” and relevant ethical requirements, which ordinarily comprise Parts
A and B of the IFAC Code of Ethicsfor Professional Accountants (the IFAC Code)
and relevant national ethical requirements;

* Asdefined in1SQC 1 published in February 2004.
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(9) Quality assurancereview —areview to determine whether the member (i) is subject to
(partner) or has (firm) an adequate system of quality contral, (ii) isin compliancewith
such system, and (iii) has adhered to professional standards and regulatory and legal
requirementsin performing engagements,

(h)  Quality assurancereview team —individuals (including the quality assurance review
team leader) who amember body or member employs or engagesto perform aquality
assurance review;

@) Quiality assurance review team leader —an experienced professional accountant who
amember body or member employs or engagesto lead a quality assurance review;

)] System of quality control* — policies designed to provide a firm with reasonable
assurancethat (i) thefirm and its personnel comply with professional standardsand
regulatory and legal requirements, and (ii) reportsissued by thefirm or partnersare
appropriate in the circumstances, and the procedures necessary to implement and
monitor compliancewith those policies.

Scopeof Quality Assurance Review Program

5.

Themember body should ensureamandatory quality assurancereview programisin place
for those of itsmember sperfor ming auditsof financial statementsof, asaminimum, listed
entities. Themember body should establish and publish criteriafor evaluating all other
auditsof financial statementsto determinewhether they should beincluded in the scope of
theprogram; any engagementsmeeting thesecriteriashould beincluded in the scopeof the
quality assurancereview.

Wheregover nment, regulatorsor other appointed authoritiesperform any of the
functionscover ed in this Statement, member bodies should:

@ Usetheir best endeavor sto encour agethoser esponsiblefor thosefunctionstofollow
thisSM O in implementing them; and

(b)  Assgtheminthat implementation whereappropriate.

Also, themember body should obtain an under standing of thescopeof such quality assurance
review programs. If thisscopeismaterially narrower than the scopeof therequir ementsof
thisSM O, themember body should establish a program to deal with those aspectsof the
scope of this SM O which are not within the scope of the program established by the
gover nment, regulatory or other appointed authority.

IFAC believes that it is desirable for a wide range of professional services performed by
professional accountants to be subject to quality assurance review programs that are
commensurate with the nature of the services. It therefore encourages member bodies to

* Asdefined in 1SQC 1 published in February 2004.

14
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10.

extend the scope of quality assurance review programsto cover asmany professional services
as possible. The public interest, however, requires that certain types of engagements be
subject to mandatory quality assurance reviews. It isthe responsibility of member bodiesto
identify criteria, or risk factors, for sel ecting engagementsto be subject to mandatory quality
assurancereview. Becausethe public places greater reliance on audits of financia statements
of listed entities, it isappropriate that mandatory quality assurance review programs apply at
least to those engagements.

Criteriafor extending the scope of engagements that will be subject to a quality assurance
review include:

The number and range of stakehol derswho may make decisions based on the auditor’s
report.

The extent to which the subject matter and the auditor’ sreport are of publicinterest, or
may affect the public’ s confidencein public institutions or public administration.

Theimplementation of an appropriate system of quality control istheresponsibility of individual
firms. The member body requires its members (a) to adhere to a code of ethics (such as the
IFAC Code), and (b) to implement a system of quality control for the performance of audit
engagementsin accordance with ISQC 1 and | SA 220.

Quality Control Standards

11.

Themember body should establish and publish quality control standardsand guidance
requiringfirmstoimplement asystem of quality control in accordancewith 1SQC 1.

Individual firmsare responsible for implementing policies and procedures that comply with
ISQC 1. The member body establishes a quality assurance review program that monitors
compliance with those policies and procedures.

Other Quality Control Guidance

13.

14,

Themember body should assist itsmember sto:

@ Under stand the obj ectivesof quality control; and

(b) I mplement and maintain appr opriate systemsof quality control.

Assistance may take various forms, depending upon the needs within a country, including:
Developing guiddinesfor comprehensive Continuing Professional Devel opment (CPD)
programs. These could include (@) guidance on planning or eval uating the adequacy
of in-house training, or (b) CPD programs mandated by the member body or local
licensing authority.

Providing CPD programsto firmswithout their own programs, including thosethat are

Satements of Membership Obligations 15



specifically directed to implementing quality control policiesand procedures.

Providing guidelinesfor conducting effectiveinternal inspection programs.

Implementing voluntary programs that enable firms to obtain an independent,
confidential assessment of their quality control policies and procedures, apart from
any formal quality assurance review program. Potential sources to perform the
assessment include afirm, member body employees or individual s recommended by
the member body.

TheDesign of theQuality Assurance Review Program

15.

16.

Thesubject of thequality assurancereview program may beeither afirm or apartner as
deter mined by themember body.

@

®)

Wherethefirm isthe subject, the program should be designed to obtain reasonable
assurancethat:

(i)

(ii)

(iii)

Thefirm hasan adequate system of quality control for itspracticereatingto
audits of financial statements of listed entities (and of other entities or
engagementsthemember body includes);

Thefirm complieswith that system; and

Thefirm and engagement teamshave adher ed to professional ssandar dsand
regulatory and legal requirementsin performing auditsof financial Satements
sdlected for review.

Whereapartner isthesubject, theprogram should bedesigned to obtain reasonable
assurancethat:

(i)

(ii)

(iii)

Thepartner issubject to an adequate system of quality control for thepractice
of thepartner’sfirmrdating toauditsof financial statementsof listed entities
(and of other entitiesor engagementsthe member body includes);

Thepartner complieswith that syssem; and

Thepartner hasadhered to professional standardsand regulatory and legal
requirementsin perfor mingauditsof financial satementssdected for review.

Wherethefirm isthe subject of the quality assurance review, the review will need to takeinto
account thework of individual partnersto concludewhether thefirm has adhered to professional
standards and applicable regulatory and legal requirementsin respect of audit engagements.
Where apartner isthe subject of the quality assurance review, the review will also need totake
into account the system of quality control of the partner’ sfirm to conclude whether the system
isadequate, and whether the firm has complied with such system.

16
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17.  When evauating the adequacy of afirm’ssystem of quality control, the member body considers
that the elements of the system of quality control are firm-wide and are not necessarily
engagement-specific. However, the firm may establish additiona policiesand require additional
procedures for audits of financial statements of listed entities.

18. Themember body should publish adescription of thescopeand design of itsquality assurance
review program and related procedur esto befollowed by quality assurancer eview teams.

19.  Themember body includesthefollowing proceduresinits quality assurance review program
guidelines:

Requiring and determining whether quality assurance review teamsreceivetrainingin
the conduct of quality assurance reviews.

Evaluating the independence of the members of the quality assurance review teams.

Evaluating whether quality assurance review teams have the technical skill and
knowledge, the specialized experience, and the authority, to perform quality assurance
reviews with professional competence.

Assessing compliance with international accounting standards (either International
Financial Reporting Standards or International Public Sector Accounting Standards)
and International Standards on Auditing to the extent such standards are used in the
engagementsincluded in the scope of the review.

Evaluating corrective actionstaken by the member with regardsto the results of previous
quality assurance reviews.

Documenting the performance of quality assurance review proceduresin amanner that
permitsthe member body or an oversight body to objectively determine whether quality
assurance reviews were performed with due care and in compliance with the rel evant
standards.

Reporting the conclusions of quality assurance reviewsto appropriateindividualsina
manner that assiststhe subjects of reviewsto (a) identify and implement any necessary
corrective actions, and (b) make other desirableimprovementsin quality control policies
and procedures.

Imposing, where applicable, added corrective, educational, or monitoring procedures
that providefor fair and consi stent treatment of each member.

Imposing disciplinary measures on those who refuse to cooperate in the conduct of the
review, fail to take necessary corrective action, or are found to have serious deficiencies
in performancethat cannot be dealt with by meaningful remedial or educational measures.

Maintai ning the confidentiality of clientinformation.
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Review Cycle

20. A member body should chooseeither acycleor arisk-based approach for selectingmembers
for review. Themember body should providethat all firmsor partner sperforming auditsof
financial statementstobereviewed are considered in the selection process.

CydeApproach

2. Member bodiesthat select acycleapproach should:

(@ Adopt amaximum cycleof threeyear swhen afirm isthe subject of thereview; and

(b) Takeintoconsderationthequality and effectivenessof theinter nal inspection program
of apartner’sfirm when apartner isthe subject of thequality assurancereview.

22.  Thereview cyclefor partnersisdetermined by the member body. Thelength of thereview cycle
takesinto consideration thefrequency the partner isreviewed under thefirm’ sinternal monitoring
program, aswell asthe procedures performed.

23 It may be appropriate to review some members more frequently. For example, thereview cycle
may be shortened if the results of the previous review were lessthan satisfactory. The member
body may identify additional appropriate reasons for conducting reviews more frequently.

Risk-Based Approach

24.  Member bodiesthat select arisk-based approach should consider variousrisk factorswhen
determiningthefirmsor partnerstobereviewed. Member bodiesshould ensurethat firmsor
partnersarereviewed with reasonablefrequency even if not selected for review based on risk
factors.

25. Examplesof risk factorsinclude:
(@  Number of listed entity clients.
(b)  Number of entities considered to be of public interest.

(©) Pastresultsof quality assurance reviews, including:

@) Failureto meet Continuing Professional Development
requirements,

(i) Independence violations; or

(iii) Deficienciesin the design of, or compliance with the firm’s system of quality
control.

Other Considerations

26.  Audits of financial statements subject to selection for review are ordinarily completed and
issued audits of financial statementswith fiscal years periods ending during the review period.
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If amore recent auditor’ s report has been issued during the review, consideration is given to
reviewing that audit.

If, during or after aquality assurance review period, afirm under review has(a) made asignificant
acquisition of all or aportion of another firm’s practice, or (b) divested itself of asignificant
portion of its practice, before commencing the review the quality assurance review team consults
with the member body on the scope of the quality assurance review or other actions that may
be taken.

Quality AssuranceReview Team Procedures

28.

29.

30.

3L

Themember body should requirequality assurancereview teamsto follow procedur esthat
arebased on published guiddines. These procedur esshould includer eviews of engagement
wor king paper sand discussionswith appropriateper sonnel.

Theproceduresperformed during the quality assurancereview should include:

An assessment of thesystem of quality contral reating to auditsof financial gatements
of listed entities.

Sufficient review of the quality control policies and procedures and reviews of
engagement wor king paper sto evaluate:

o Thefunctioningof that system of quality control, and compliancewith it; and

o0  Thecompliancewith professonal sandardsand regulatory and legal requirements
in respect of auditsof financial statements.

Thereview of engagement wor king paper sshould includeevaluating:

Theexistenceand effectivenessof the system of quality control implemented by the
member, and the perfor mance of the engagement.

Compliancewith professonal gandardsand regulatory and legal requirementsrelated
totheengagement.

Thesufficiency and appr opriatenessof evidence documented in thewor king papers.
Based on theabove, whether theauditor’ sreportsareappropriatein the
circumstances.

Procedures the quality assurance review team may consider when performing the quality

assurancereview include:

Obtaining a sufficient understanding of:
0 Thenatureand extent of the member’ saudit practice and the methodol ogies used.

0 Thedesign of the member’s system of quality control.

o0 Theinterna ethical and independence policiesand procedures.
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o0  Themember' straining policiesand procedures.

Testing the effectiveness of the member’ s monitoring proceduresin placefor the period
under review, and whether the quality assurancereviewer canrely on them by performing
tests of the conclusions of the applicable period’ s monitoring as a source of evidence.
It may be useful to plan the quality assurance review concurrent with the member’s
monitoring procedures.

Reviewing compliance with the member’ s system of quality control relating to audits of
financial statements.

Reassessing the adequacy of the scope of the quality assurance review by evaluating
the results to determine whether additional procedures are necessary to support or
reach a conclusion.

Holding a closing meeting with the member to discuss the quality assurance review
team'’ s results, conclusions, recommendations, and the type of report to be issued.

Providing the member with conclusions and recommendationsfor corrective actions.

Documentation

32. Thequality assurancer eview team should document matter sthat:

@
(®)

Provideevidencesupporting thequality assurancereview report; and

Establish that thequality assurancereview wascarried out in accor dancewith the
guiddinesthemember body established.

33,  Thequality assurance review team maintains documentation that supportsthework performed,
findings, recommendations, and conclusions. The quality assurance review team leader instructs
thequality assurance review team on how to prepare, store, and retain documentation (programs,
checklists, etc.).

34.  During the quality assurance review, the quality assurance review team:

@ Documents the planning of the review, the scope of work performed, the conclusions
reached, and comments made to the firm or partner that were not deemed sufficiently
significant to beincluded as afinding;

(b) Evaluatesthe nature, cause, pattern, pervasiveness, and significance of any deficiencies
inthedesign of thefirm’ssystem of quality control and inthe firm’ scompliancewithits
system;

(© Evaluatesthe nature, cause, pattern, pervasiveness, and significance of any deficiencies
in the performance of an engagement; and

(d  Summarizesconclusions.
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35.

Themember body should deter minehow longtoretain documentation after completion of the
quality assurancereview. Thetimeshould belong enough to allow themember body or its
overdgght body, if any, tomaintain appr opriateover sight of thequality assurancereview process.

TheQuality Assurance Review Team

Skillsand Competence

36.

37.

40.

Member sof thequality assurancereview team should havethe necessary competenciesto
perform thework expected of them. These competenciesinclude:

(8 Appropriateprofessional education;

(b) Relevant professional experience; and

(c) Specifictraining on performing quality assurancereviews.

Member sof thequality assurancereview team should possesscertification or credentials
themember body requires.

Those who select and approve the quality assurance review team consider which of the
following competencies and areas of expertise are required in the quality assurancereview:
. Understanding of professional standards and regulatory and legal requirements.
Understanding the guidelines the member body setsfor performing quality
assurance reviews.
Understanding and practical experience of audit engagements and quality assurance
reviewsthrough appropriate training and participation.
Appropriatetechnical knowledge, including knowledge of relevant information
technology.
Knowledge of specific industries.
Ability to apply professional judgment.

Individuals selected as quality assurance review team leaders and members of quality assurance
review teams are membersin good standing in the profession. Anindividual may not serveas
aquality assurancereviewer if hisor her ability to practice public accountancy has been limited
in any way by aregulatory, profession-wide monitoring organization, or enforcement body
until the limitation or restriction has been removed.

Thequality assurancereview team should consist of an appropriatenumber of reviewersto
accomplish thereview within areasonabletimeperiod.

TheQuality AssuranceReview Team L eader

41.

A quality assurancereview team leader should beassigned for each quality assurancereview
assignment. Thequality assurancereview team leader should:

(@ Supervisetheconduct of thequality assurancereview;
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(b) Communicatethequality assurancereview team’sconclusonstothemember; and

(©) Preparethequality assurancereview report.

42.  Thequality assurance review team leader has significant involvement in the planning of the
quality assurance review, and at the member’ s closing meeting. The quality assurance review
team leader isinvolved in discussing significant conclusions with the member and the quality
assurance review team, and interacts with the member and the quality assurance review team
during the quality assurance review.

43.  The quality assurance review team leader attends review training courses approved by the
member body to obtain current knowledge of the quality assurance review process, and
otherwise maintains competenciesin conducting such reviews.

Ethical Requirements

44.  Themember body and quality assurancereview team should consider thefundamental
principles set out in the IFAC Code (in addition to relevant national codes of ethics) in
relation tothe quality assurancereview team’ sconduct of areview.

45.  When sdectingareview team for anindividual quality assurancereview assignment, those
responsiblefor selection and approval should consider whether theindependence of the
quality assurancereview team leader and each member of thequality assurancereview team
hasbeen determined. Quality assur ancer eview team member sar eexpected to beindependent
of themember and themember’sclientsselected for review.

46. Independence is addressed by the IFAC Code with respect to assurance engagements. Even
though the report issued by the quality assurance review team may not be an assurance
report, independence of quality assurance review team membersisrequired by thisSMO.

47. Firmsand their peersshould not perform reciprocal quality assurancereviews. Performance
of other reciprocal professional services by the quality assurance review team and the member
does not, however, impair independence, so long asthe fees charged are not material to either
party, and the services are not an integral part of the member’ s system of quality control.

48. If concerns regarding threats to the independence of the quality assurance review team
cannot be eliminated or reduced to an acceptable level by appropriate safeguards to the
satisfaction of all parties, adifferent quality assurance review team is appointed.

Confidentiality
49. Asstated inthel FAC Codeor relevant national codes of ethics, themember body should
exempt member sfrom professional client confidentiality requirementsconcer ning audit

engagement working paper sfor thepurposeof quality assurancereviews.

50.  Thequality assurancereview team should follow confidentiality requirementssimilar to
thoseestablished for professional accountantsperforming auditsof financial statements.
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SL

The obligation of professional confidentiality binds (a) all personswho work or have worked
for the member body, regulator or other competent authority responsible for administering
and overseeing the quality assurance review program and (b) all personsinvolved with the
applicable oversight system.

Reporting

52,

55.

Thequality assurancereview team leader should issueawritten quality assurancereview
report tothereviewed firm or partner upon completion of each quality assurancereview
assignment. Thereport should includethefollowing elements:

Theguidance(referred toin paragraph 18) utilized by thequality assurancereview
team.

Wherethesubject of thequality assurancereview programisafirm, aconcluson on:

0 Whether the firm’s system of quality control has been designed to meet the
requirementsof thequality control standardsdescribed in paragraph 11; and

0 Whether thefirm has complied with its system of quality control during the
review period.

Wherethesubject of thequality assurancereview programisapartner, aconclusion

on:

0 Whether thepartner hasbeen subject to asystem of quality control designed to
mest therequirementsof thequality control ssandardsdescribed in paragraph
11; and

0 Whether thepartner, through thefirm, hascomplied with thefirm’ssystem of
quality control duringthereview period.

Reasonsfor negative conclusionson theabove.
Recommendationsfor areasof improvement at both firm wideand engagement level.

The member body determinesthe form of the quality assurance review report and the nature
of the conclusion to be reached (e.g., opinion and limited assurance).

Thereviewed member should provideatimely written responsetotherecommendationsand
conclusionsof thequality assurancereview report, including planned actionsand expected
timeof completion or implementation. Theresponseshould beaddr essed tothequality assurance
review team or themember body. Theexpected time of completion should bereasonableand
agreed by themember, quality assurancereview team, and member body.

The member body should prepare and make available to the public an annual report
summarizingtheresultsof thequality assurancereview program and send copiesof the
report toregulatory authorities, on reguest.

The annual report does not have to include detail regarding specific members (partners or
firms), or clients.
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Correctiveand Disciplinary Actions

57.

59.

Themember body should requireeach member to makeappropriatecorrectionstoitssystem
of quality contral, or in its compliance with policies and procedures. When a member
subsequently failsto demonstrate compliancewith professional standardsand regulatory
and legal requirements, themember body should takeappropriatedisciplinary action.

The member body (or a committee of the member body with appropriate delegated powers)
considers the conclusions of each quality assurance review report. When a quality assurance
review report includes unsatisfactory conclusions, the member body may regquire amember to
provide representations and explanations, including corrective actions the member plansto
take.

Themember body should clearly establish alink between lessthan satisfactory results of
quality assurancereviewsand theinitiation of correctiveand disciplinary actionsunder its
disciplinary system.

The member body may consider variousforms of corrective actions, including:
Requiring the firm to take corrective measures, including appropriate actions with
respect to individual personnel, and engagements
Requiring additional continuing professional devel opment
Accelerated or specia quality assurance reviews

61. The member body may consider variousforms of disciplinary actionsincluding:

Admonishments, censures, or reprimands

Fines
Suspension from membership
Expulsion from membership
62  If amember body licensesits members, it may prohibit firms or individua s from performing
audits of financial statements.
EffectiveDate

ThisSM O iseffectivefor reviewscommencingon or after December 31, 2005 and waslast
amended asof November 10, 2006.
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This Statement of Membership Obligations (SMO) isissued by the |[FAC Board. It isto be applied by
member bodies of |FAC to education regquirements for its members. It applies whether the member
bodies set such requirements, or whether the requirements are set by another body.

Where government, regulators or other appointed authorities perform any of the functions covered
by this SMO, member bodies should (a) use their best endeavors to encourage those responsible for
thosefunctionsto follow this SMO inimplementing them, and (b) assist them in that implementation
whereappropriate.

This SMO sets out the obligations of member bodiesin relation to International Education Standards
for Professional Accountants (1ESs), International Education Practice Statements for Professional
Accountants (IEPSs) and International Education Information Papersfor Professional Accountants
(IEIPs) issued by the International Accounting Education Standards Board (IAESB) of IFAC. To
understand and apply the obligations (identified in bold type), it is necessary to consider the whole
text of the SMO, including the explanatory and other material contained inthe SMO.

Associates are al so required to compl ete sel f-assessments of compliance with SMOsto demonstrate
their continuing progress toward membership. In applying this Statement to associates, IFAC will
recognize the stage of development, availability of resource, and scope of activities of each associate
and itsmembers.

This SMO doesnot apply to affiliates. Consistent with the obligationsrelating to affiliatesin the IFAC
Bylaws, however, affiliates are expected to support the development and implementation of 1ESs,
IEPSsand | El Psissued by the |AESB.

Despite the general application of SMOsto member bodies and the self-assessments al so required of
associates, IFAC will takeinto account the relevance of individual SM O obligationsto each member
body and associate in assessing its level of compliance. This recognizes the fact that some member
bodies and associates and their members operate in different sectors of the profession and an SMO
may not apply tothem initsentirety.

In exceptiona circumstances, amember body may depart from the obligationsof thisSMO, if doing so
will fulfill its public interest duties more effectively. The member body should be prepared to justify
thedeparture. A member body that failsto follow the obligations of this SMO, or justify satisfactorily
why it has departed from them, may be suspended or removed from membership.
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Obligations

1

Member bodies should notify their membersof all 1ESs, IEPSsand | El Psissued by the
|AESB.

The IAESB exposes proposed |ESs and IEPSs for public comment. Member bodies are
encouraged to notify their membersof all exposure draftsissued by the |AESB and to encourage
them to comment on behalf of those members that have an interest in education and
development reguirements for the accountancy profession.

Member bodiesshould usetheir best endeavors.

(@ Toincorporatethe essential elementsof the content and process of education and
development on which |ESsarebased intotheir national education and development
requirements for the accountancy profession, or where responsibility for the
development of national education and development requirementslieswith third parties,
to persuadethoseresponsibletoincor poratethe essential eementsof | ESsin those
requirements,; and

(b) Toassist with theimplementation of IESs, or national education and development
requirementsthat incorporatel ESs.

Interpretation

4

A member body has used “best endeavors’ if it could not reasonably do more than it has
done and isdoing to meet the particular membership obligation.

IESs prescribe standards of generally accepted “good practice” in the education and
development of professional accountants. They establish the essential elements (e.g., the
subject matter, methods and techniques) that accounting education and devel opment programs
are expected to contain.

IFAC recognizes the wide diversity of culture, language and educational, legal and social
systems in the countries of member bodies and the variety of functions performed by
professional accountants. It isfor each member body to determine the detailed requirements of
their education and devel opment programs, while meeting the requirementsset out inthe |ESs.

A descriptiosn of, and the authority attached to, IESs, IEPSs and IEIPs is contained in the
Framework for International Education Statementsissued by the | AESB.

EffectiveDate

8

ThisSMO iseffectiveas of December 31, 2004 and was|ast amended as of November 10, 2006.
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Obligations

1. Member bodiesshould notify their member sof all Inter national Standar ds, related Practice
Statementsand other paper sissued by the| AASB.

2 Internationa Standards issued by the IAASB comprise International Standards on Quality
Control (1SQCs), International Standardson Auditing (1SAS), International Standardson Review
Engagements (ISRES), International Standards on Assurance Engagements (ISAEs), and
International Standards on Related Services (ISRSs). The |AASB also issuesrelated Practice
Statements and other papers to provide interpretive guidance and practical assistance to
professional accountantsinimplementing International Standards and to promote good practice.
A description of, and the authority attaching to, International Standards, related Practice
Statements and other papers are contained in the Preface to the International Standards on
Quality Control, Auditing, Assurance and Related Services.

3 ThelAASB exposes proposed International Standards and proposed Practice Statements for
public comment. Member bodies are encouraged to notify their members of al exposure drafts
issued by the IAASB and to encourage them to comment on behalf of those members that
have an interest in quality control, auditing, review, other assurance, or related services
standards.

4, Member bodiesshould usetheir best endeavors:

(@ Toincorporatethelnternational Standardsissued by the| AASB intotheir national
sandardsor related other pronouncements, or whereresponsbility for thedevel opment
of national ¢andardsor related other pronouncementslieswith third parties, to per suade
thoserespongbletoincor por atethel nter national Standar dsintother national sandards
or related other pronouncements; and

(b) Toasig withtheimplementation of I nter national Standar dsor national sandardsand
related other pronouncementsthat incor por atel nter national Standar ds. Thisincludes
promoting the use of related Practice Statements, or the development of national
pronouncementsthat incor por ater elated Practice Statementsor that providesimilar
implementation guidance.

Although the Congtitution of IFAC and thisSM O acknowledgenational standar ds, member
bodiesshould, inimplementing their obligationsof member ship, haveasa central objective
the conver genceof national standardsor related other pronouncementswith I nter national
Standardsissued by the| AASB.

5. Member bodiesshould implement aprocessthat providesfor thetimey, accurateand complete
trandation of International Standar ds, and for thetimely dissemination of such trandations
wherethelnternational Standardsaregenerally used by professional accountantsin the
jurisdictionsof thosemember bodies, or wherean under standing of I nter national Standards
isnecessary for theproper implementation or inter pretation of national sandards.

Interpretation

6. A member body has used “best endeavors’ if it could not reasonably do more than it has done
and isdoing to meet the particular membership obligation.

EffectiveDate

7. ThisSMO iseffective as of December 31, 2004 and was last amended as of as of November 10,
2006.
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This Statement of Membership Obligations (SMOs) isissued by the |[FAC Board. It isto be applied by
member bodies of IFAC to ethics standards for professional accountants. It applies whether the
member bodies issue such standards, or whether the standards are issued by another body.

Where government, regulators or other appointed authorities perform any of the functions covered
by this SMO, member bodies should (a) use their best endeavors to encourage those responsible for
thosefunctionsto follow this SMO inimplementing them, and (b) assist them in that implementation
whereappropriate.

This SMO sets out the obligations of member bodies in relation to the IFAC Code of Ethics for
Professional Accountants (the IFAC Code of Ethics) and other pronouncements issued by the
International Ethics Standards Board for Accountants (IESBA) of IFAC. To understand and apply the
obligations (identified in bold type), it is necessary to consider the wholetext of the SMO, including
the explanatory and other material containedinthe SMO.

Associates are al so required to compl ete self-assessments of compliance with SMOsto demonstrate
their continuing progress toward membership. In applying this Statement to associates, IFAC will
recognize the stage of development, availability of resource, and scope of activities of each associate
anditsmembers.

This SMO does not apply to ffiliates. Consistent with the obligationsrelating to effiliatesin the IFAC
Bylaw, however, affiliates are expected to support the devel opment and implementation of the Code
and other pronouncements of the IESBA.

Despite the general application of SMOsto member bodies and the self-assessments al so required of
associates, IFAC will take into account the relevance of individual SMO obligationsto each member
body and associate in assessing its level of compliance. This recognizes the fact that some member
bodies and associates and their members operate in different sectors of the profession and an SMO
may not apply tothem initsentirety.

In exceptiona circumstances, amember body may depart from the obligations of thisSMO, if doing so
will fulfill its public interest duties more effectively. The member body should be prepared to justify
thedeparture. A member body that failsto follow the obligations of thisSMO, or justify satisfactorily
why it has departed from them, may be suspended or removed from membership.
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Obligations

1

Member bodiesshould notify their member sof theprovisonsof thel FAC Codeof Ethicsand
other pronouncementsdeveloped by IESBA.

IESBA exposes proposed revisionsto the IFAC Code for public comment. Member bodies are
encouraged to notify their membersof al exposure draftsissued by the [ESBA and to encourage
them to comment on behalf of those members that have an interest in ethics for professional
accountants.

ThelFAC Code establishesthe fundamental principles of professional ethicsfor professional
accountants and provides aconceptual framework and guidance for applying those principles.

Member bodiesshould not apply lessstringent standar dsthan thosestated in the | FAC Code
of Ethics. If amember body isprohibited from complying with certain partsof the Codeby law
or regulation, it should comply with all other partsof the Code.

Whereresponsbility for thedevelopment of national codesof ethicslieswith third parties,
member bodiesshould, in implementingtheir obligationsof member ship, haveasacentral
obj ectivethe conver genceof thenational codewith thelFAC Code. Member bodiesshould use
their best endeavor sto persuadethoseresponsiblefor developing those national codesto
incor poratethel FAC Code.

Interpretation

6.

8

A member body has used its “best endeavors’ if it could not reasonably do more than it has
done and isdoing to meet the particular membership obligation.

Member bodies are encouraged to make counseling and advice available to their membersto
help resolve ethical conflicts. Doing so plays an important part in implementing ethical
requirements. For example, member bodies can (a) provide aservice that respondsto questions
raised by individual memberson interpretations of ethical requirements, or (b) form appropriate
committees within member bodieswho monitor their ethical requirements.

Aninterpretation/advice/counseling service will ordinarily include thefollowing features:

Its purpose and operating procedures are clear, understandable and widely promoted to
themembers.

Itsoperating procedures provide safeguardsto (a) avoid having to consider unreasonable
guestionsfrom members, and (b) make the questioner responsiblefor clearly setting out
the facts and circumstances.

Those who are responsible for providing the advice hold positions at a level
commensurate with such authority and have sufficient technical expertise and practical
experience to provide such advice.

Inquiriesare ordinarily made on aconfidential basis.
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Results of any interpretation/counseling/advice questions that are of broad interest are
subject to publication (on a“no-name” basis) for the members as an educational method.

9 I ntroducing acommunication program designed to makeindividual membersaware of al ethical
requirements, and the consequences of non-compliance, may assist member bodiesto implement
ethical requirements. Information may be communicated in such waysas:

Members' handbooks.

Technical releases.

Professional journals.

Reportson disciplinary hearings and activities.

Programs of continuing professional development.

Newsletters.

Financial and business press.

Responses from the appropriate committee to requests for advice.

EffectiveDate

10. ThisSMO iseffective asof December 31, 2004 and was|ast amended as of November 10, 2006.
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This Statement of Membership Obligations (SMO) isissued by the I[FAC Board. Itisto be applied by
member bodies of IFAC to public sector accounting standards. It applies whether the member bodies
issue such standards, or whether the standards are issued by another body.

Where government, regulators or other appointed authorities perform any of the functions covered
by this SMO, member bodies should (a) use their best endeavors to encourage those responsible for
thosefunctionsto follow this SMO inimplementing them, and (b) assist them in that implementation
whereappropriate.

This SMO sets out the obligations of member bodies in relation to International Public Sector
Accounting Standards (IPSA Ss), and other pronouncementsissued by the International Public Sector
Accounting Standards Board (IPSA SB) of IFAC. To understand and apply the obligations (identified
in bold type), it is necessary to consider the whole text of the SMO, including the explanatory and
other material contained inthe SMO.

Associates are a so required to compl ete self-assessments of compliance with SMOsto demonstrate
their continuing progresstoward membership. In applying this SMO to associates, IFAC will recognize
the stage of development, availability of resource, and scope of activity of each associate and its
members.

This SMO doesnot apply to affiliates. Consistent with the obligationsrelating to affiliatesin the IFAC
Bylaws, however, affiliates are expected to support the development and implementation of the
Standards and other guidance issued by the IPSASB.

Despite the general application of SMOsto member bodies and the self-assessments al so required of
associates, IFAC will take into account the relevance of individual SMO obligationsto each member
body and associate in assessing its level of compliance. This recognizes the fact that some member
bodies and associates and their members operate in different sectors of the profession and an SMO
may not apply tothem initsentirety.

In exceptional circumstances, amember body may judgeit necessary to depart from the obligations of
this SMO. The member body should be prepared to justify the departure. A member body that failsto
follow the obligations of this SMO, or justify satisfactorily why it has departed from them, may be
suspended or removed from membership.
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Obligations

1 Member bodiesshould notify their member sof all | PSASs, guidelines, sudiesand occasional
paper sdeveloped by the | PSASB.

2 ThelPSASB exposes proposed | PSASsfor public comment. Member bodies are encouraged to
notify their members of all exposure drafts issued by the IPSASB and to encourage them to
comment on behalf of those membersthat have aninterest in public sector accounting standards.

3. Member bodiesshould usetheir best endeavors:

@ Toincor poratetherequirementsof | PSASsintother national public sector accounting
requirements, or whereresponsibility for thedevelopment of national public sector
accounting standardsfor financial reporting by governmentsand othersin public
sector organizationslieswith third parties, to per suadethoser eponsiblefor developing
thoserequirementsthat general purposefinancial statementsof public sector entities
other than gover nment businessenter prises (GBES) should comply with | PSASs, and
disclosethefact of such compliance; and

b) Toassist with theimplementation of |PSASs, or national public sector accounting
standardsthat incor porate| PSASs.

Interpretation

4 A member body has used “best endeavors’ if it could not reasonably do more than it has
done and isdoing to meet the particular membership obligation.

EffectiveDate

5 ThisSMO iseffective asof December 31, 2004 and was last amended as of November 10, 2006.
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This Statement of Membership Obligations (SMO) isissued by the IFAC Board. It isto be applied by
member bodiesof IFAC in theinvestigation and discipline of misconduct, including, but not limited to,
breaches of professional standards and rules by their individua members (and, if local laws and
practices permit, by their member firms). It applieswhether themember bodies carry out such programs
on their own behalf, on behalf of the profession, or on behalf of governments, regulators or other
agencies, or whether the programs are carried out by another body.

Where government, regulators or other appointed authorities perform any of the functions covered
by this SMO, member bodies should (a) use their best endeavors to encourage those responsible for
those functionsto follow this SMO inimplementing them, and (b) assist them in that implementation
whereappropriate.

This SMO sets out the obligations of member bodiesin relation to investigation and discipline. To
understand and apply the obligations (identified in bold type), it is hecessary to consider the whole
text of the SMO, including the explanatory and other material contained inthe SMO.

Associates are also required to compl ete self-assessments of compliance with SMOs to demonstrate
their continuing progress toward membership. In applying this Statement to associates, IFAC will
recognize the stage of development, availability of resource, and scope of activities of each associate
anditsmembers.

This SMO doesnot apply to affiliates. Consistent with the obligationsrelating to affiliatesin the IFAC
Bylaws, however, affiliates are expected to support the devel opment and implementation of thisSMO.

Despite the general application of SMOsto member bodies and the self-assessments al so required of
associates, IFAC will takeinto account the relevance of individual SM O obligationsto each member
body and associate in ng its level of compliance. This recognizes the fact that some member
bodies and associates and their members operate in different sectors of the profession and an SMO
may not apply tothem initsentirety.

In exceptiona circumstances, amember body may depart from the obligations of thisSMO, if doing so
will fulfill its public interest duties more effectively. The member body should be prepared to justify
thedeparture. A member body that failsto follow the obligations of thisSMO, or justify satisfactorily
why it has departed from them, may be suspended or removed from membership.
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Definitions

1 Inthis SMO, thefollowing terms have the meanings attributed bel ow:

(@ “Bestendeavors’ —A member body hasused “ best endeavors’ if it could not reasonably
do morethan it has done and is doing to meet the particular membership obligation;

(b) “Member” —anindividual whoisamember of amember body;

(©  “Memberfirm” —asolepractitioner, partnership or corporation of professiona accountants
that isin membership, or otherwise subject to the authority, of amember body.

Introduction

2 A just and effective investigative and disciplinary regime provides a means of bringing to
account those who fail to maintain high professional standards. A member body, the state, or
an outside agency may provide such aregime.

3 SMO 6 recognizesthe existence of differing approaches, methodologiesand local conditionsin
relation to membership in professional bodies. In somejurisdictions, the state has responsibility
for licensing of auditors and/or accountants. In others, the member body hasthat responsibility.
Similarly, membership in member bodies may be voluntary, or necessary for the granting and/or
maintaining of practicing rights. Against that background, thefollowing bold-lettered provisions
set out the obligations of IFAC member bodies relating to discipline and enforcement.

4, IFAC member bodiesshould providein their congtitution and rulesfor theinvestigation and
discipline of misconduct, including breaches of professional standardsand rulesby their
individual member s(and, if local lawsand practicesper mit, by firms).

Misconduct includesall and any of thefollowing:
Criminal activity;
Actsor omissionslikely to bring theaccountancy profession into disrepute;
Breachesof professional standards,
Breachesof ethical requirements;
Grossprofessional negligence;
A number of lessseriousinstancesof professional negligencethat, cumulatively, may
indicate unfitnessto exercisepracticing rights; and
Unsatisfactory work.
Each jurisdiction isfree to decide that “ misconduct” includes lesser instances of professional
negligence.
5 In some jurisdictions, some instances of misconduct that normally require a reference to a

disciplinary tribunal or similar body are distinguished from regul atory breaches, which can be
effectively dealt with under the member body’ sor external regulatory ruleswithout referenceto
atribunal. Where separate departments of the member body deal with each category, the two
departments should liaise with (including giving reportsto) each other, to ensure an effective
link between regulatory action and investigation and discipline.
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6.  Wherethelaw or practice in the jurisdiction of a member body does not consider regulatory
breaches as “misconduct,” member bodies should ensure that the sanctions applicable to
both include restriction and removal of practicing rights.

Sanctions

7.  IFAC member bodiesshould operateajust and effectiveinvestigativeand disciplinary regime
unless(a) such aregimeismaintained by athird party, or (b) local lawsprevent it. That regime
should allow thosewho judge such issuesto imposearange of penalties, including, if local
lawsper mit:

Reprimand;
Lossor restriction of practicerights;
Fine/payment of costs,

L ossof professional title (designation); and
Excluson from member ship.

8 Itisparticularly important that the penaltiesinclude loss of professional designation, restriction
and removal of practicing rights, and exclusion from membership. Such aregime protectsclients
and other stakeholders, demonstrating to the outside world that the profession is playing its
part in maintaining and enhancing professional standards and, ultimately, removing from the
profession those who do not deserve to belong in it.

Provision of I nfor mation and GuidancetoMembers

9.  Member bodiesshould makeeach member fully awar e of

@ all provisonsof theethical codeand other applicableprofessonal standards, rulesand
requirements(and any amendments), whether issued by IFAC or at thenational level by
themember body, and

b) the consequences of non-compliance.

Liaison with OutsideBodies

10. Member bodiesshould ensurethat they comply with all obligationsunder local lawsrequiring
themto:

@ Report possibleinvolvement in seriouscrimesand offencesby membersor member
firmstotheappropriatepublicauthority; and

) Discloser dated information tothat authority.
I nitiation of Proceedings

11.  Itisrecommended that member bodies consider adopting both an “information-based” approach
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and a“ complaints-based” approach to investigation and discipline. Action that iscomplaints-
based is triggered by the receipt of a complaint by the member body against an individual
member or firm. Typically, such complaints come from a client or regulatory agency. The
information-based approach is not a substitute for the complaints-based approach, but an
additional process that offers the public further protection. It does so by permitting the
investigative and disciplinary arm of the member body to commence an investigation (even
when there has been no complaint) when information is received from reliable sources that
indicates the possibility of misconduct. The information-based approach has the following
benefits:

It enables the system to be proactive in the public interest, rather than reactive;

It may allow the member body to identify conduct of potential concern at an early
stage; and

It can also provide additional assurance to outside stakeholders that the profession is
actively concerned with protecting the public interest and maintaining the highest
possible standards within the profession.

I nvestigative Power sand Processes

12.

13.

14,

15.

16.

Wherethemember body hasresponsibility for investigation and discipline, itsrulesshould,
totheextent that local lawsper mit, includeall power snecessary to enableauthorized per sonne
to carry out an effective investigation. Such rules should also (a) require members (and
member firms) to co-oper atein theinvestigation of complaintsand torespond promptly toall
communicationsfrom themember body, and (b) providefor sanctionsin theevent of failureto
comply. Member bodies should also foster good professional relationships with public
authorities, toenablethem to effectively adminigter theinvestigativeand disciplinary processes.

Member bodiesshould ensuretheavailability of appropriateexpertiseand adequatefinancial
and other resour cesto enabletimely investigativeand disciplinary action. A suitably qualified,
senior member of staff of the member body should be given theresponsibility of managing
these processes, to ensurethat all investigative and disciplinary processes ar e consistent
with therulesof natural justiceand other applicablelaws.

Subject to the preceding paragraph, the composition of member bodies' investigative and
prosecutorial teams and committees is essentially the decision of each member body. Some
member bodies deploy mixed teams of volunteer members and staff of appropriate skill and
experience. In many cases, member bodies appoint an investigation committee composed of
individuals from different professional backgrounds, with non-accountant, ‘ public interest’
representation. Any individual(s) serving on the Investigation Committee may be asked to
assist in the detailed investigation of a particular case.

Inall cases, themember body should confirm at theoutset that any individual chosen from the
committeetoassst in an investigation isindependent from (&) the subject of theinvestigation,
and (b) anyoneconnected with or interested in thematter investigated. If aconflict existsat the
outset, or arisesduringtheinvestigation, thenomineeshould immediately sand down. Similar
congderationsapply equally to anyone connected with theinvestigation and hearing of cases.

On completion of theinvestigation process, thel nvestigation Committee should review the
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17.

18.

evidenceand decidewhether thereappear stobeacasetoanswer. | f thel nvestigation Committee
issatisfied that thereisa caseto answer, the matter should bereferred to adisciplinary
tribunal or similar grouping and professional chargesshould belaid.

Many cases can be dealt with without the need for afull tribunal hearing, if the partiesagree an
alternative solution, or if the defendant admitsthe charge or charges.

Member bodiesshould establish and maintain aprocessfor theindependent review of complaints
by clientsand othersin caseswhereit hasbeen decided, following investigation, that the
matter will not bereferred toadisciplinary hearing. Theobjective of thisreview processisto
study the available information and decide whether the investigation committee reached the
reasonable decision on the basis of complete information. The detail of the processisamatter
for member bodies. However, the existence of an effective externa review processisessential to
demonstrate that the member body’s investigative processes recognize human rights and
effectively servethe publicinterest. Thisisimportant not only to the defendant, the complainer,
and othersinvolved in the investigative and disciplinary process, but also to the reputation of
the professional body and the profession at national and international level.

TheDisciplinary Process

19.

22

A tribunal or other body with responsibility for disciplinary matter sshould be established to
hear caseswheretheinvestigation committee hasdecided to lay professional charges. To
avoid delay, apand or similar grouping should beestablished from which individualscan be
drawntosit asjudgesat hearings. Tribunalsshould contain abalanceof professonal expertise
and outsidejudgment. For thisreason, they should be composed of accountantsand non-
accountants. Noonewhoisamember of theinvestigation committeeor thedisciplinary tribunal
should serveon both at thesametime, or inrelation tothe same case.

One of the established tests for invoking disciplinary processes is that the member’s (or
member firm’s) conduct has fallen significantly short of what might reasonably have been
expected in the circumstances, but it is for each body to establish the appropriate test.

It is appropriate that thereis a senior lawyer to act as independent adviser to members of the
tribunal on evidential, procedural and other matters, such asthe burden and standard of proof
necessary to support the conclusions of the Investigation Committee. In some jurisdictions,
senior lawyers are retained to chair the tribunal. A small panel of senior lawyers might be
established, from which anindividual could be drawn to act as adviser or to chair hearings as
they arose. The senior staff member assigned to investigation and prosecution, an outside
lawyer, or another suitably qualified individual, may conduct prosecutions. The member or
member firm being prosecuted is entitled to make representationsin any form to thedisciplinary
tribunal. In somejurisdictions, provision ismadefor the Chair aloneto deal with preliminary
issues, to reduce the time spent by other members of the tribunal. If this practiceis adopted, it
is appropriate that the Chair be legally qualified or that the independent legal adviser be also
present.

Thetribunal should exhibit independence. How thisisdone may vary from jurisdiction to
jurigdiction, but ingtitutional rulesshould exist that prevent themember body from influencing
thedisciplinary tribunal’ soper ational wor k, decision-making, or imposition of sanctions.
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Further, only theappeal tribunal referred toin Par agraph 23 may amend or reverseadecision
of thetribunal.

Rightsof Representation and Appeal

23.

24,

Member bodies rulesshould permit aqualified lawyer or other per son chosen by thedefendant
toaccompany and r epresent thedefendant at all disciplinary hearingsand toadviseshim or her
throughout theinvestigativeand disciplinary process. Theserulesshould also permit the
defendant to appeal theconviction and any imposed sanction. Wher elocal lawsand public
inter et consder ationsper mit, any or der madeagainst the defendant should be suspended by
thetribunal that convicted the defendant, pending the hearing of that appeal. The appeal
tribunal should not include a prosecutor or a member of thefirst tribunal, or any other
individual who wasconcer ned with theoriginal conviction. Theappeal processshould include
thesame procedur esasapply to hearingsbeforethedisciplinary tribunal.

In somejurisdictions, the Investigation Committee (or equivalent body) may filean appedl if its
members consider that any sanction imposed by the disciplinary tribunal istoo lenient. No
appeal is permitted, however, by the member’ s governing body.

Administrative Processes

25.

26.

Member bodiesshould establish timetargetsfor disposal of all cases, and should aim to meet
them whenever possible. Normally, any time set for disposal should begin on thedatethe
member body received infor mation sufficient to justify commencing an investigation.

Member bodies should maintain and operate tracking mechanisms, to ensure that all
investigationsand prosecutionsar e promptly handled, and that all necessary actionistaken
at theappr opriatestage. Thesemechanismsshould includeafor m of exception reporting. It
would requiretheper son responsiblefor theinvestigativeand disciplinary processtoreport
any material delay in investigation or prosecution toadesignated per son, such asthe CEO of
themember body, or the Chair of thel nvestigation Committee, or equivalent.

Unnecessary delay threatens effective investigation and prosecution of cases. It is potentially
unfair to complainersand defendants alike, and can befatal to an otherwise substantiated case.
Accordingly, it is recommended that investigations and disciplinary hearings take place as
expeditiously as possible. In cases where it is not necessary to have a formal disciplinary
hearing, an appropriate target might be to complete the process within a matter of months.
Equally, it is recognized that large complex cases may take several years to complete. The
commencement of criminal or civil proceedings or investigations by outside agencies may
delay investigations and prosecutions by member bodies. Judgments and other information
from such other proceedings and investigations may, however, assist the member body inits
subsequent investigation and prosecution of cases.

Tracking mechanisms are designed to monitor progress in investigations and prosecutions,
and to prompt those concerned to take timely action to minimize del ay.

In many jurisdictions, confidentiality of proceedingsis desirable to the good standing of the
investigative and disciplinary process, however, member bodies give due consideration to
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30.

31.

33.

local lawsand public interest considerationsin relation to adefendant’ srights. Member bodies
develop their own policies on what publicity will be given to the disposal of cases. Member
bodies are cautioned to rel ease to third parties only information that the law permitsto be made
public or that is authorized for release by those responsible for such decisions.

Member bodiesshould introduceand maintain a procedurerequiring (a) notification to all
personsemployed or otherwiseparticipatingin theinvestigativeand disciplinary processes
(or having accesstoinfor mation concer ning such processes) of theimpor tanceof maintaining
confidentiality, and (b) abinding agreement to maintain that confidentiality.

Member bodies should maintain secure and confidential facilitiesfor the storage of case
papersand other evidence.

Secureand confidential handling and storage of papers and other evidence protectstheinterests
of all partiesto theinvestigative and disciplinary processes, particularly the complainer and the
member. It reduces|oss and preventstampering with or removal of evidence.

Member bodies should maintain completerecordsof all investigationsand disciplinary
processesboth during the proceedingsand ther etention period themember body establishes
for these purposes.

Effective record-keeping isimportant to track and maintain records of all investigations and
disciplinary processes. Inthisway, persistent offenders can beidentified and reliable statistics
produced. Thisdemonstratesthat thereisan active and effective investigative and disciplinary
processin place. Accurate and compl ete records are also hel pful in answering complaints about
the handling of a case, particularly since these may arise even years after the case has been
dealt with. Each member body will develop its own document retention policies. It is
recommended that records be retained long enough to ensure that relevant information is
availableto protect the public interest and the members of the member body. Such records may
be maintained in electronic or paper format. Member bodiesare advised torefer tolegidationin
their jurisdictions that deal with the handling, storage and use of data and confidential
information.

Reports of disciplinary and similar proceedings can be avaluable educational tool, inthat they
(a) rlatetoredl life events, (b) demonstrate the practical application of standards, rulesand the
ethical code, and (c) identify pitfalls to be avoided. For this reason, it is recommended that
member bodies publish case reports and encourage students and qualified members to study
them. They are useful whether or not they identify the names of individuals, firms and third
partiesinvolved. Inall circumstances, it isimportant to ensure that the rights of all concerned
(for example, the rights of those involved in related civil or criminal cases) are not adversely
affected by thetiming or content of such reports. Where circumstances permit, thoseresponsible
for such reports issue them after consulting those responsible for the investigative and
prosecutorial process.

EffectiveDate

36.

ThisSMO iseffectiveas of December 31, 2005 and was|ast amended as of November 10, 2006.
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Obligations

1 Member bodiesof | FAC should support thework of thel ASB by notifying their member sof
every IFRS.

2 The IASB exposes proposed |FRSs for public comment. Member bodies are encouraged to
notify their members of all exposure drafts issued by the IASB and to encourage them to
comment on behalf of those membersthat have an interest in accounting standards.

3. Member bodiesshould usetheir best endeavors:

(@  Toincorporatetherequirementsof IFRSsin their national accounting requirements,
or wheretheresponsbility for the development of national accounting standar dslies
with third parties, to per suadethoseresponsiblefor devel oping thoserequirements
that general purposefinancial statementsshould comply with | FRSs, or with local
accounting standar dsthat are converged with I FRS, and disclose the fact of such
compliance; and

b) Toassist with theimplementation of |FRSs, or national accounting standar dsthat
incorporatel FRSs.

Interpretation

4 A member body has used “ best endeavors’ if it could not reasonably do morethan it hasdone
and isdoing to meet the particular membership obligation.

EffectiveDate
5 ThisSMO iseffective as of December 31, 2004 and was last amended as of November 10,
2006.
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