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AUDITING IN GEORGIA: DIRECT REGULATION
OR SELF-REGULATION

ANNOTATION

There are different approaches to the problems in the field of regulation of audit
and accounting supervision among experts from different countries.

Over the years, the accounting and auditing professions have been subject to vari-
ous forms of supervision. The actual result of the success also turned out to be unequal.

Auditing in Georgia began after the declaration of independence and the transfor-
mation of the command economy. The establishment of a market economy required
proper accounting and auditing for enterprises. Controlling accounting, reporting
and auditing activities was a new challenge for Georgia.

How did Georgia meet this challenge? Are current methods and forms of regulation
relevant to the requirements of the time and how does it help develop a free market
economy? - These questions are relevant.

The present paper discusses how this issue is regulated in the US. Sharing the
experience of a country with such a developed market economy as the US is useful and
important for the reform of the accounting, reporting and auditing system in Georgia
and all the countries of the former Soviet Union where the administrative-command

economy system existed and where the market infrastructure is still weakly developed. ZAZA TRIPOLSKI )
Keywords: audit; Auditregulation; Auditing standards; Audit oversight system; Student of Do.ct.orate.of Business
Administration

Professional certification. ) ) )
of the Sokhumi State University

O3NS N LYIJIAMOIBICMAEN: SNAMEI3NAN
J3ICNAISS N3 013N01AIDICNAMId

bobs MHodmmb o Mmgm® dgbgos bodsMmggmm o3 gs8mb3g-
bembdab Lobgmdbogm mbagg@mbodg@ob 30L? 560b o 5 Mg gdab 53¢sdnbogemo
MJ@mMsbGon 3900m@d0 s ZMHIgdo eMHmal dmmbmzbgdomsb
dgbadadabo o Mmam gbdamgds ngo magoby-

06M&OBNO Bomo badadHM g3mbmdnzols asbgomamgdal?

- gb gombggda oG momyas.

>m0@0bs s smMo3bzob bgoedbgoggemm-
b0l Mgammomgdol bggmmb 3Gmdmgdgddy
Lbgowabbgs J3gybal ggL3gMGms ImEal gob-
Lbgoggdnmo dnamdgda sbgdmadl. bemgdal go-
63ogmmdo3dn dmmamEHmn @ oG M n
36mx9b0s 994398009096 g0mms bgsdbgmggmm-
30l Lbgoabbgs mMmIsl. 66358 gdal god&md-
030 d90930(3 9M0mM3655M0 53mABs.

LogdoMmggmmdn smmo@mErmmo bogdosbmds
439960L odm300098mmdal ©g3meMomgdobs
5 bmz0omabE o 93mbmadnzol GMmabLymM3s-
Eomo 36m39bgdol 393mga nbym. LadsbH™
93Mbm3030b 088330067353 LobomImgdabmgal
Lamabam dmmam@@mamn scMo(3b30L s dMLndn
3m0obmgs. dmmam@@eo sefo3bgol, sbastng-
2960l o 3mo@mErnma bogdosbmdal 3MBEG MmN
LageMmggmmbogal sbama godmbggazs nym.

BocImmagboem 6536m3dn gobbarammas o
Mmame Hganmom@ogds gb bsgombo 53d3-3o.
abgmo mbob gsbgomemgdmma LadsdHm gzm-
6m3030L 3dmbg §394b0b 3odm(3@rmgdal go(36m-
do-30D0aMgds, BmamMa(zss 839, babomggdmm
©d 860336gmmgebas dmam@Hama smMo-
(36300, 56356033950l s dmE0@ Nl bgrsdby-
39emdab babEgdab MHgxrm@dabomgal bojstmngg-
mmdo ©d gmgomo baddgmms 3ogdodob yzgme
939460Lm300, bowag 9Mbgdmdms 5dabals@ Ms-
(309e0-3861dobgdmya 9 3mbm8o 3ol Lol gds @s
Loa (3 badsDEm abgMabMnd@ums xg® jowgs
LybBO® oMb gobgomamgdamo.

Lsggobdm bo@yggdo: symn@o; >nn@ab Mg-
390 gds; 30 0b LB boomEgdo; >nwn@ab
bgsdbgoggmmdal Lob@gds; 3Mmggbommo
baﬁ)@n%nenﬁabo;

BPBusiness & LLaw



JULY 2020 DECEMBER

»The audit profession should operate
with radical transparency, as if in a glass
box, be clear about its social purpose and
embrace innovation and collaboration.”

Matthew Taylor, RSA ( Royal Society for
the Encouragement of Arts, Manufactures
and Commerce) Chief Executive and British
Former Political Strategist

In Georgia market economy launched after independence
of country, from 1991 year. Market economy needs proper
accounting and auditing of a business entities. In 1997 es-
tablished Council of Auditing Activities by the Parliament
of Georgia. Council formed according to State law about
auditing activities. This Council abolished in 29% of June
2012 year.

During the period of activity, the Council delegated rights
to non-governmental professional organization-GFPAA
(The Georgian Federation of Professional Accountants and
Auditors).

GFPAA implemented a wide range of professional activi-
ties: professional certification of accountants and auditors,
publishing professional journals and textbooks, meetings,
seminars and different training courses.

The GFPAA is a non-governmental, non-for-profit PAO
in Georgia. Prior to 2016, it was the only accredited profes-
sional organization authorized to regulate auditors. The
GFPAA membership is mostly comprised of audit firms,
auditors employed by audit firms, sole practitioners, and
consultants. The GFPAA offers a certification program under
the local accountancy qualification, based on the UK Associa-
tion of Chartered Certified Accountants (ACCA) qualification
curricula translated into the Georgian language. The GFPAA
has been an IFAC member since 2000.

The other non-governmental, non-for-profit organiza-
tion is the GFAAFM (The Georgian Federation of Auditors,
Accountants and Financial Managers).

The GFAAFM, established in 2011, unites small and
medium audit practices, bookkeepers, accountants and tax
advisors, who join the organization on a voluntary basis.
It is the successor body of the Audit Council of the Parlia-
ment in Georgia, which before 2005 had been authorized to
license statutory auditors. The GFAAFM delivers trainings
in various areas including tax, internal audit and financial
management. [tis a full member of the European Federation
of Accountants and Auditors for SMEs.

The Law on Accounting, Auditing and Reporting No.
5386 adopted in June 2016 established the Service for Ac-
counting, Reporting and Auditing Supervision (SARAS) un-
der the Ministry of Finance as the authority responsible for
audit oversight, accounting and reporting.

SARAS acts in behalf of State.

Regulation of SARAS is approved by the Ministry of Financ-
es of Georgia in 14th of September 2016 year. (Order #223).
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With the adoption of the new Law on Accounting, Audit-
ing and Reporting (Law No. 5386) in 2016, certified accoun-
tants are now regulated by the SARAS, with certain functions
delegated to recognized professional organizations.

The responsibilities of the SARAS include: (1) promulga-
tion of international standards, including their translation
into Georgian, such as IFRS, IFRS for SMEs, ISA, and IESBA
Code of Ethics; (2) defining rules and requirements for
auditing; (3) defining rules for audit quality control system
and its monitoring; (4) monitoring quality control systems
of auditors and audit firms registered in the auditors’ reg-
istry; (5) defining requirements for professional certifica-
tion, examination procedures and continuous education in
accordance with IES, EU Directives and approving respective
standards; (6) setting rules for recognition of certification
programs, examination procedures and continuous educa-
tion programs and their recognition; (7) overseeing profes-
sional organizations, examination bodies and other persons
engaged in professional educational activities with the law;
(8) maintaining the registry of auditors and audit firms,
recognized training and continuous education programs,
specialized examination bodies; and (9) investigation and
discipline of auditors and audit firms, among other functions.

The Law on Accounting, Auditing and Reporting No.
5386 restricts the exercise of the accountancy profession
to individuals and entities that meet professional certifica-
tion and continuous education requirements established by
the law and further detailed by the Service for Accounting,
Reporting and Auditing Supervision (SARAS) under the
Ministry of Finance.

The law recognizes the qualification of a Certified Ac-
countant, who is defined as an individual certified by a pro-
fessional organization in accordance with the Professional
Certification Standard set by SARAS or is recognized as such
under the Law No. 5386, and who can prove their qualifica-
tion after certification in accordance with the Continuous
Education Standard. Certified accountants must be members
of one of the professional organizations.

The Professional Certification Standard defines the
subjects for professional certification, the rules for carrying
out the exam process, the rules for exemption from exams
and tests, the documents to be submitted for professional
certification and the rule on certificate issuance. Profes-
sional certification is conducted by professional organiza-
tions whose certification programs or/ and examination
procedures meet the standards set by SARAS and which are
recognized in accordance with the SARAS Order on Approv-
ing Procedure for Recognition of Certification Programs and
Examination Process.

SARAS recognized certification programs of two profes-
sional organizations: the Georgian Federation of Profes-
sional Accountants and Auditors (GFPAA), and the Georgian
Federation of Auditors, Accountants and Financial Manag-
ers (GFAAFM).

Only GFPAA is authorized to conduct examinations.

The Continuous Education Standard defines continuous
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education programs and the continuous education proce-
dures and authorizes recognized professional organizations
to implement and monitor continuous education. GFPAA and
GFAAFM are authorized to conduct CPD.

In order to provide Auditing Services, certified ac-
countants and audit firms must be registered with SARAS.
Auditors must satisfy the following requirements: (1) be a
certified accountant; (2) have at least three years of super-
vised practical experience; (3) be a member of professional
organization; and (4) comply with the IESBA Code of Ethics
as evidenced by the professional organization or the auditor
attesting to the practical experience. SARAS is also entitled
to register an individual, who is a full member of a profes-
sional organization that is a member of IFAC from the OECD
and EU member states, provided they passed a qualification
test in Georgian Law.

SARAS is responsible for the establishment and imple-
mentation of a quality assurance (QA) review system.
Reviews are conducted every three years for public-interest
entities and every six years for other types of companies.

Professional organizations are involved in: (a) the certifi-
cation and continuing professional education of their mem-
bers; (b) administering qualification exams when recognized
as specialized examination bodies; and (c) investigating and
disciplining their individual members, except for audit firms,
in accordance with the procedures developed in agreement
with SARAS.

As it seems, the role of the non-governmental, non-for-
profit professional organization was significantly restricted
after formation of SARAS. The main player in the sphere of
regulation and supervision of auditing and accounting is the
State. The professional non-governmental organizations are
only implementers of continuing professional education.
They lost their functions.

Was establishment of SARAS a fact of direct control from
State Authorities and the State monopoly? Was it Ignore of
non-governmental professional organizations role?

What is better, strictly control by the State Authorities
or a hybrid of oversight of the State and non-governmental
professional organizations?

N3SNLN 2020 KRIJIdsdAN

I think that strictly supervision by the State is not ap-
propriate response on attitude of free market economy and
free civil society.

Let’s briefly overview experience on this field in US.

Why US?

Because US is a sample of the most developed civilization,
most developed free market economy, free civil society and
proper regulation of balance between the State and non-
governmental sector, between a public and private activities.

Over the years the accounting profession has been
subject to various forms of oversight with varying degrees
of success. Nevertheless, it used to be self-regulating. But
a series of financial scandals involving once prominent
companies such as Enron, WorldCom and Parmalat lead
the authorities to consider whether the accounting profes-
sion’s self-regulatory oversight system was appropriate to
meet the necessary objectives. These corporate failures had
shown that the self-regulatory system did not produce cred-
ible results and “had the potential to undermine investor
confidence in the integrity of the securities markets” (The
Treasury, 2006).

As a consequence a number of countries have reviewed
their arrangements for independent oversight of the auditing
profession. The United States, for example, has introduced
tough external audit regulation under the Sarbanes-Oxley
Actof2002 (Named after its authors, the democratic senator
Paul S. Sarbanes and the republican delegate Michael Oxley).
Canada has also introduced a regulator with extensive pow-
ers, including a national inspections unit as independent
monitor of major audits, while the British and Australian
solutions are based mainly on oversight rather than on full
regulatory control (Malthus and Scoble, 2005).

However, all these oversight bodies are needed to protect
the public and the credibility of financial information.

Given the corporate scandals of recent years, the audit
profession is now in the forefront of the minds of investors,
businesses, regulators and others. Financial reporting, cor-
porate governance and accounting and auditing practices
must keep up with the needs of these groups. Effective
regulation of the audit profession is one means of ensuring
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that the profession and the private sector keep pace with
these challenges. The purpose of this essay is to discuss the
need to strike a right balance between self-regulation and
government regulation. Broadly defined, regulation refers
to the making and implementing of rules which direct or
constrain the behavior of a person or group of people being
regulated. Itis important to acknowledge the role of the pro-
fession in the evolution of its regulation. In most developed
nations, the licensing and regulation of the accountancy
profession was founded through the initiative of practicing
professional accountants who often sponsored legislation
to set minimum requirements to be designated as a profes-
sional public accountant.

Historically, leading practitioners then established a
code of professional conduct and, eventually, accounting,
auditing and other practice standards. Through much of
the 20th century, the requisite knowledge of professional
practice standards that protected the public resided nearly
exclusively with professional practitioners who founded
professional associations to promote their profession and
its standards. This led many government regulators who
had the legal authority to mandate compliance to choose
to adopt the standards of the professional associations by
reference or as acceptable interpretations.

Over time and in many countries, such as the United
States, this approach evolved into a sophisticated system
of government-sanctioned self regulation that for many
years was considered adequate, efficient and protected the
public. Regulation of the audit profession has typically been
included as part of the overall regulation of the accountancy
profession and has covered the following areas:

° Education and admission standards;

e Audit standards;

. Ethical standards; and Disciplinary action.

Where the regulation has been carried out primarily by
the profession, it is often referred to as “self-regulation” and
when itis carried out by the government, is often just “direct
regulation”. There is no pure model of either self-regulation
or direct regulation. The profession rarely regulates without
some form of government mandate to do so, and similarly,
the government rarely regulates without some form of in-
teraction with the profession.

In general, the International Federation of Accountants
(IFAC) member bodies, the professional institutes, act un-
der a delegation from their respective governments. The
government has given legal recognition to the profession
and has given the professional institute a set of roles and
responsibilities and some form of reporting requirement.
These responsibilities can include admission criteria, con-
tinuing education requirements, disciplinary provisions,
standard setting and so on. Reporting requirements often
take he form of annual reports by the professional body.
Under self-regulation then, the government has delegated
the responsibility for regulation to the profession and the
profession regulates itself within that framework and then
reports on its activities. There can be a greater or a lesser
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degree of government monitoring and oversight. Direct
regulation, for example, through the establishment of an
audit oversight body, simply means that the government
itself has assumed responsibility to regulate part, or, rarely,
all of the profession.

However, like self-regulation, this regulation is taking
place within a set of roles, responsibilities and reporting
arrangements that have been set by government and estab-
lished in legislation. To be successful, the regulator needs to
have an effective working relationship with the profession.
In discussing methods of regulation, it is important to re-
member that accountancy is a profession. That means that
professional accountants have an overriding responsibility
to the community in which they live, not just to their current
clients or to themselves.

So even in circumstances where there is total direct
regulation, there is still a need for the profession to regulate
the activities and conduct of its members to ensure that this
responsibility to the community is fulfilled. The only caveat
is that this regulation needs to be efficient and effective.
Whatever regulatory framework is used, be itadministered
by the profession or government, it must give the regulator
appropriate incentives to act in the public interest.

Regulators must have a clear, overarching purpose and
the ability to resist any moves towards regulation that are
self-interested or motivated by special interest groups. Serv-
ing the public interest means having regulations that achieve
their aim of being effective and efficient without imposing
unnecessary costs. The benefits of the regulation - that is, its
effectiveness in protecting the public interest - must exceed
its costs. The International Organization of Securities Com-
missions (I0SCO) has undertaken work in this area and has
developed a series of principles for regulators.

These principles hold that:

e The responsibilities of the regulator should be clear
and objectively stated;

e The regulator should be operationally independent
and accountable in the exercise of its functions and powers;

e The regulator should have adequate powers, proper
resources and the capacity to perform its functions and
exercise its powers;

e The regulator should adopt clear and consistent regula-
tory processes; and

e The staff of the regulator should observe the highest
professional standards, including appropriate standards of
confidentiality.

The choice between self-regulation and direct regulation
primarily depends on who can meet the I0OSCO principles
and carry out the required functions most efficiently. For
example, a professional body often has considerable exper-
tise regarding the profession so it may be better placed to
regulate where this expertise is needed. As well, the profes-
sional body’s separation from government can mean that it
can react faster and more flexibly than a comparable govern-
ment agency. In those countries where the profession needs
to be strengthened, granting the profession self-regulatory
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powers can assist it in gaining the necessary expertise.

Directregulation can be the most appropriate solution if
there is a need for the regulator to be completely indepen-
dent of the profession, or if it is considered inappropriate
for the profession to carry out certain functions. Taking into
account these factors and differences in history, culture,
commercial law and varying stages of economic develop-
ment, we see at a national level a huge diversity of regula-
tory approaches. In [FAC’s view there is no “one size fits all”
answer to the issue of how to regulate the audit profession
at the national level. A cornerstone of our free enterprise
system is “freedom of choice. Consumers are free to choose
what they wish to purchase and from whom. This simple
conceptis the powerful engine that drives economies in free
markets. At the same time, there is an appropriate role for
government oversight in the free market process to ensure
that the consuming public is not being misled or defrauded
by unethical business practices. IFAC recognises that the role
of governments, as well as the role of the profession, will
vary, but they should be guided by the principle of striking
the right balance - to protect consumers without compris-
ing free enterprise and without inflicting undue costs on the
profession or the public.

It is critical that, regardless of whether there is self-
regulation, direct regulation or some combination, that both
the profession and the regulator act in the public interest
and that the benefits of regulation outweigh the costs.

THE AMERICAN INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS (AICPA)

The American Institute of Certified Public Accountants
(AICPA) is a non-profit professional organization represent-
ing certified public accountants (CPA) in the United States.
The organization is integral to rule-making and standard-
setting in the CPA profession, and serves as an advocate for
legislative bodies and public interest groups.

The American Institute of Certified Public Accountants
(AICPA) was founded in 1887, under the name American
Association of Public Accountants, to ensure that accoun-
tancy gained respect as a profession and was practiced by
ethical, competent professionals. The AICPA exists to provide
its more than 418,000 members with the resources, informa-
tion, and leadership to provide CPA services in the highest
professional manner.

From its earliestiteration in 1887 to as late as the 1970s,
the AICPA was the only body setting generally accepted
technical and professional standards for CPAs in a number
of areas. In the 1970s, the Financial Accounting Standards
Board (FASB) took over responsibility for setting generally
accepted accounting principles (GAAPs). However, the AICPA
still retains its standards-setting responsibilities in such ar-
eas as professional ethics, business valuation, financial state-
ment auditing, attest services, and CPA firm quality control.

More recently, in 2012, the AICPA partnered with the
Chartered Institute of Management Accountants (CIMA)
to create the Chartered Global Management Accountant

(CGMA) designation. The two organizations then went on
to create the Global Management Accounting Principles
(GMAPs) in 2014, in order to formalize best practices in the
field of management accounting.

In 2017, the two organizations formed a third interna-
tional association, the Association of International Certified
Professional Accountants, which seeks to strengthen the ac-
counting profession by combining the skills and knowledge
of both public and management accountants. Despite all
these developments, the AICPA and the CIMA still continue
to provide all of their previous benefits to existing members.

In response to auditors across the public accounting in-
dustry consistently failing to apply a healthy amount of
skepticism to clients’ statements, the AICPA proposed a new
standard with the goal of promoting skepticism as part of
general auditing standards.

In 2020, Statement on Auditing Standards No. 143 was
issued to supersede SAS no. 122, amending section 540, au-
diting accounting estimates, including fair value accounting
estimates, and related disclosures, as well as various other
sections in AICPA Professional Standards.

The AICPA is integral to rule-making in the largely self-
regulated CPA profession and serves as an advocate for leg-
islative bodies and public interest groups. It sets standards
for obtaining and maintaining the CPA designation, which
is earned by accountants who pass a series of accounting
exams and satisfy other experience requirements, and
oversees CPA practitioners to make sure they are meeting
competence and performance standards.

Members of the AICPA consist of professionals in busi-
ness and industry, public practice, government, and educa-
tion. Offices are located in New York City; Washington, D.C;
Durham, North Carolina; Ewing, New Jersey; and Lewisville,
Texas.

IFIAR

The International Forum of Independent Audit Regu-
lators (IFIAR) was established in September 2006 by
independent audit regulators from 18 jurisdictions. Since
its creation, IFIAR’s membership has grown as a result of
the establishment of new independent audit regulators in
different jurisdictions around the globe, bringing together
independent audit regulators from a total of 52 jurisdictions.
IFIAR focuses on the following activities:

° Sharing knowledge of the audit market environ-
ment and practical experience of independent audit regu-
latory activity with a focus on inspections of auditors and
audit firms;

e  Promoting collaboration and consistency in regula-
tory activity; and

e  Providing a platform for dialogue with other inter-
national organizations that have an interest in audit quality.

IFIAR became a Member of the Monitoring Group during
2011; the Group oversees audit and accounting related stan-
dard setting activities of the International Federation of Ac-
countants (IFAC), monitors the activities of the Public Interest
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Oversight Board (PIOB), and convenes to discuss issues and
share views relating to international audit quality and regula-
tory and market developments having an impact on auditing.

In 2015, IFIAR’s members approved a multilateral
framework for information sharing, and the organization is
piloting a coordinated, multijurisdictional audit inspection
for gaining a better understanding of group audits. IFIAR
also conducts and publishes annual surveys of its members’
inspection findings.

Based on IFIAR’s 2015-2017 Work Plan, the organiza-
tion’s key objectives for the next year are:

° Improving audit quality globally

° Implementing IFIAR’s new governance structure
and operations

e  Strengthening IFIAR’s role as the international
leader on audit matters

° Facilitating learning and cooperation among I[FIAR
Members

The purpose of independent audit inspections is ulti-
mately to enhance the level of audit quality. This should in
turn increase the public’s confidence in financial statements,
thereby contributing to the more efficient operation of
capital markets and greater investor protection. Improving
audit quality remains IFIAR’s most important objective. The
most important activities within IFIAR to improve audit
quality globally are:

e  Continuing to press the six largest global networks
for actions;

° Providing input on audit standard setting and stan-
dard setting governance;

e  Conducting and reporting on IFIAR’s Inspection
Findings Survey;

° Publication of thought papers on matters relating
to audit quality; and

e  Continuing to address group audit considerations.

In compare with US, Georgia is not developed market
economy country and direct comparison is not relevant
in this field. But, in any case, the experience of developed
market economy country is a useful and significant sample

............
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to reform of accounting, reporting and auditing supervision
system in Georgia.

Primate of direct control is the main feature of country
of command economy.

Reagan said, “In this present crisis, government is not the
solution to our problem; government is the problem.”-this
wisdom means that only direct control will not be cause to
wishful effects.

This is challenge for wide sphere of specialists and
experts. Reforms never finished. Reform are changeable
due to circumstances and must be flexible and adoptable
to interest of nation.
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