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DATE: FEBRUARY 15, 2005 
 
TO: IFAC BOARD 
 
CC: IFAC COMMITTEES AND PERMANENT TASK FORCES 
 
FROM: JOHN KELLAS, IAASB CHAIRMAN 
 
SUBJECT: IAASB Update 
______________________________________________________________________________ 
 

Section 1 Introduction 
1.1 This report summarises IFAC’s International Auditing and Assurance Standards 

Board (IAASB) activities since October 2004. The initiatives that are described herein 
are directly relevant to each of IFAC’s strategic priorities in relation to standard-
setting.  

Section 2 International Convergence 
2.1 International convergence continues to be a key commitment of the IAASB. Peter 

Wong’s report on behalf of IFAC, Challenges and Success in Implementing 
International Standards:  Achieving Convergence to IFRSs and ISAs (the “Wong 
Report”), drew attention to the main issues associated with the process of 
convergence, and enabled constructive debate with stakeholder groups. 

2.2 Discussions on convergence were held at meetings of the Financial Stability Forum 
(in October) and more recently with Chief Executives of IFAC Member Bodies and 
with national auditing standard setters. The IAASB continues to work with these and 
other stakeholders to explore possible international convergence strategies, the 
meaning of international convergence, and how best to achieve it. 

2.3 Closely related to the issue is the clarity of IAASB pronouncements. The IAASB 
issued an exposure draft and a consultation paper in September 2004 to set out its 
proposals to clarify professional requirements contained in IAASB standards and to 
solicit further input on the structure, length and perceived complexity of the standards, 
respectively.  

2.4 More than 35 responses to these two documents have been received. While careful 
study of these responses is needed, preliminary findings suggest that the initiative to 
clarify professional requirements in IAASB standards, and in particular to address and 
resolve the ambiguity caused by use of the present tense in the standards to describe 
actions of professional accountants, is strongly supported. A number of respondents, 
however, have commented on the length and complexity of IAASB standards and the 
need to maintain a “principles-based” approach to standard setting. In particular, 
concerns were expressed about the possible increase in the number of professional 
requirements if the proposals were to be implemented, and about the proposed 
prospective approach to implementing the proposals. There seems to be a distinct 
difference between the perceived needs of EC regulators and others led by IOSCO; 
finding a balance between these competing visions will be challenging for IAASB. 
These matters, including how efforts towards convergence might be affected by the 
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approach taken by the Clarity project, were discussed at the February meeting of 
national auditing standard setters and will be more fully explored with the IAASB at 
its June 2005 meeting. 

Section 3 IAASB Consultative Advisory Group 
3.1 The IAASB CAG met in November 2004 under the leadership of its newly appointed, 

independent chairman David Damant. Discussions were held and updates provided on 
a number of IAASB projects in progress, including the Clarity project. In addition, 
CAG members provided input on possible IAASB project priorities for 2005-2006. 

3.2 Leading up to the November 2004 CAG meeting, the Chairman of the IAASB CAG 
and the IAASB’s Technical Director undertook a review of the CAG membership. As 
a result, some changes have been made to the membership of the CAG to ensure a 
balanced representation.  

3.3 Draft terms of reference for the CAG, and terms setting out the roles and 
responsibilities of the CAG Chair, were approved by the CAG and are ready for 
submission to the Public Interest Oversight Board (PIOB). Once approved by the 
PIOB, they will be made available publicly through the IFAC website. 

3.4 The CAG agreed to establish small working groups to consider identified IAASB 
projects. Each working group will consider papers made available by the relevant 
IAASB task force, with input from the working group thereon to form a component of 
future CAG discussions.  

Section 4 Liaison Activities 
4.1 Since the date of my last report to the IFAC Board, IAASB representatives have met 

the following stakeholder or other organizations: 

REGULATORS 
4.2 European Commission (EC). At the autumn 2004 meeting of the European national 

auditing standard setters hosted by the Fédération des Experts Comptables Européens, 
representatives from the EC provided an update on the status of the proposed Eighth 
Directive. I have also more recently met EC staff to discuss progress on the Directive. 
The EC representatives confirmed the EC’s intention to adopt the ISAs for statutory 
audits in the European Union, but acknowledged that the timetable for adoption will 
be delayed from the originally planned date of January 1, 2005. The EC has not yet 
finalized a mechanism for endorsing ISAs, and it is likely that the proposed Eighth 
Directive will be approved before such a mechanism is established. In addition, it was 
noted that the proposed Eighth Directive now provides for member states to adopt 
“ISA minuses,” (or “carve-outs”) whereas previous drafts of the Eighth Directive 
provided for “ISA pluses” only. 

4.3 International Organization of Securities Commissions (IOSCO). Representatives of 
the IAASB met IOSCO’s Standing Committee No. 1 and Auditing Subcommittee to 
provide an update on IAASB and CAG activities. IOSCO indicated that the matter of 
endorsement of ISAs by IOSCO is being discussed internally. IOSCO observed that it 
may be difficult to require all IOSCO members to endorse ISAs given that IOSCO 
members operate within different national regulatory regimes. IOSCO, however, 
expressed its commitment to ISAs, as evidenced by its investment of significant 
resources in considering the work of the IAASB and the development of ISAs. 
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STANDARD-SETTERS 

4.4 European national auditing standard setters. The main topic of discussion was the 
European Prospectuses Directive that comes into effect in 2005 and will require 
certain reports from auditors. It is not yet clear whether the European national 
auditing standard setters will take collective action to respond to the Directive, or 
whether they will act individually. A follow-up meeting is to be held soon. 

4.5 US Public Company Accounting Oversight Board’s (PCAOB) Standards Advisory 
Group. This group meets quarterly.  IAASB’s observer status provides an opportunity 
for us to keep in touch with PCAOB developments, and to provide PCAOB with an 
international view on a number of its auditing standards projects.  Recent discussions 
have included fraud and related parties. 

4.6 International Accounting Standards Board. My meeting with the Chairman of the 
IASB included the sharing of updates on the activities of each Board as well as 
discussion of common project-related issues. 

OTHERS 

4.7 In addition to the above, IAASB representatives and staff presented updates on the 
activities of the IAASB to the following groups or at the following events: 

• Fédération des Experts Comptables Européens’s (FEE) Small & Medium 
Practices/Small & Medium Enterprises Conference 

• Financial Stability Institute 

• Financial Stability Forum 

• US National Association of State Boards of Accountancy’s Annual Meeting 

• United Nations Conference on Trade and Development – Conference 

• American Institute of Certified Public Accountants – Audit Issues Task Force 

• AccountAbility Conference 

• Australian Social and Environmental Discussion Group 

• IOSCO Emerging Markets Committee 

Section 5 IAASB December 2004 Meeting 
5.1 The IAASB approved for issue the following final standard: 

• ISA 700 (Revised), The Independent Auditor’s Report on a Complete Set of 
General Purpose Financial Statements. 

5.2 The IAASB approved for issue the following exposure drafts: 

• Proposed revised ISA 320 (Revised), Materiality in the Identification and 
Evaluation of Misstatements. 

• Proposed revised ISA 540 (Revised), Auditing Accounting Estimates and Related 
Disclosures (Other than Those Involving Fair Value Measurements and 
Disclosures). 

5.3 The IAASB approved the withdrawal of the following International Auditing Practice 
Statements that were considered outdated: 

• IAPS 1001, IT Environments−Stand-Alone Computers 
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• IAPS 1002, IT Environments–On-Line Computer Systems 

• IAPS 1003, IT Environments−Database Systems 

• IAPS 1009, Computer-Assisted Audit Techniques 

5.4 In addition, the IAASB approved the commencement of a new project to revise ISA 
620, Using the Work of an Expert. 

5.5 As part of its efforts to increase transparency, the IAASB recorded an audio webcast 
of its December 2004 meeting. This audio webcast is available on the IFAC website. 
If there are indications that the audio webcast is being accessed by those interested in 
the IAASB’s work, this practice will form an ongoing feature of IAASB’s 
transparency, with consideration to be given in the future to live broadcasting, where 
practicable. 

Section 6 Projects in Progress 
6.1 Due Process – The IAASB will be considering the comments received on its exposure 

draft on due process at its March 2005 meeting. The vast majority of respondents to 
the exposure draft were supportive of the initiative and the related proposals to 
enhance the IAASB’s due process and working procedures. A number of the 
respondents favored taking some of the proposals further, both in the core areas of 
due process and transparency and in the degree of detail provided in the working 
procedures. Other respondents, however, highlighted the need to ensure rigor and 
transparency are well-balanced with the IAASB’s need for timely decision-making. 

6.2 The revised proposed due process and working procedures of the IAASB under 
consideration are consistent with those being proposed for IFAC’s other Public 
Interest Activity Committees. This topic is presented elsewhere within the IFAC 
Board agenda papers. 

6.3 In addition to the projects on Clarity and Due Process highlighted above, other 
projects in progress include the development of new or revised standards on: group 
audits; the review of interim financial information; audit documentation; 
modifications to the auditor’s report; special purpose auditors’ reports; 
communications with those charged with governance; related parties; and 
management representations. 

Section 7 Sustainability 
7.1 The IAASB has been monitoring developments in the field of sustainability reporting 

and assurance thereon. As I indicated in my previous report, steps have been taken to 
establish a 14-member Sustainability Experts Advisory Panel (SEAP), chaired by 
IAASB member Roger Simnett, to advise the IAASB on the way forward. 

7.2 Recently, the Royal NIVRA issued two exposure drafts on assurance on sustainability 
reports. The IAASB views this development as a possible opportunity to build on the 
efforts of other standard-setters. Accordingly, the IAASB has established a task force 
to develop a formal response to the exposure drafts. The task force will liaise with the 
SEAP, which will have the opportunity to provide input on the IAASB’s response at 
all stages. By commenting on the Royal NIVRA exposure drafts, the IAASB may 
identify at an early stage issues that could affect the IAASB’s ability to build upon the 
resulting standard for wider international use. The IAASB anticipates approving its 
response to the Dutch exposure drafts at its June 2005 meeting. 
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Section 8 Other Matters of Interest 

8.1 A draft IAASB 2005-2006 Action Plan has been submitted to the IAASB for approval 
at its March 2005 meeting. While priority is given to the development and revision of 
standards for financial statement audits, the Action Plan also takes account of the 
growing demand for standards and guidance on other assurance services. The overall 
project plan, however, is subject to the implementation strategy that might be adopted 
by the IAASB in relation to the Clarity project. 

8.2 A proposed Terms of Reference for an IAASB Urgent Issues and Interpretation 
Committee has been submitted to the IAASB for approval at its March 2005 meeting. 

8.3 The 2005 edition of the IFAC Handbook of International Auditing, Assurance, and 
Ethics Pronouncements is now available in hard copy and electronic form. 

8.4 The IAASB 2004 Annual Report is completed. It highlights in particular the progress 
towards implementing the IFAC Reforms relevant to the IAASB. Copies will be 
available for the IFAC Board meeting. 

8.5 I should like to express my appreciation on behalf of IAASB of the support of the 
IFAC Board and staff, and of the valuable contributions of the volunteer members and 
their firms, employers and professional bodies. Without this, none of the considerable 
progress achieved over the past few years would have been possible. 

Section 9 Future Meetings 
9.1 The following IAASB meetings have been scheduled for 2005: 

• March 7 – 11 (Lima) 

• June 13 – 17 (Rome) 

• September 12 – 16 (New York) 

• December 5 – 9 (Cape Town) 

 

John Kellas, IAASB Chairman 


