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TO:  IFAC BOARD 

FROM: JOHN KELLAS  

CHAIRMAN, INTERNATIONAL AUDITING AND ASSURANCE 
STANDARDS BOARD 

DATE: JANUARY 25, 2007 

RE: IAASB BOARD REPORT  
 

Section 1 Report Overview 
1.1 This report summarizes the activities of the International Auditing and Assurance 

Standards Board (IAASB) since September 29, 2006, the date of my last report.  In 
this report, I shall highlight the main outcomes of our two most recent meetings in 
October and December 2006, and provide an indication of the documents we plan to 
approve at our forthcoming meeting in February. I shall also provide an update on the 
clarity project and the activities we are undertaking regarding our future strategy and 
work program. 

Section 2 Meeting Updates 
2.1 At the meetings in October and December 2006, the IAASB approved one final 

standard, seven exposure drafts of redrafted ISAs under the clarity project, and two 
exposure drafts of revised, or revised and redrafted, standards. It also approved the 
close-off1 of two standards under the old drafting conventions. These documents are 
listed in the Appendix. 

2.2 In connection with its future strategy and work program (see section 4 below), the 
IAASB heard presentations from the following individuals at these meetings: 

• John Fogarty, IAASB member and former Chair of the AICPA’s Auditing 
Standards Board; 

• Thomas Ray, Chief Auditor of the U.S. Public Company Accounting 
Oversight Board; 

• David Walker, Comptroller General of the United States and head of the U.S. 
Government Accountability Office; 

• Richard Fleck, Chairman of the UK Auditing Practices Board; and 

• Paul George, Director of the UK Professional Oversight Board for 
Accountancy. 

                                                 
1 The term “close-off” is used in the context of proposed standards that were under exposure under the old 

drafting conventions. The intention was to revise the proposed standards based on comments received on 
exposure, and to obtain the IAASB’s agreement on the revised proposed standards before they were redrafted 
for clarity purposes. This step is referred to as “close-off.” The closed off ISAs are held back for redrafting in 
the clarity format before they are issued as final standards. 
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February 2007 Meeting, New York 

2.3 The IAASB plans to approve the following four documents for issue at its meeting in 
February: 

Exposure Drafts of Redrafted ISAs under the Clarity Project 

• ISA 250 (Redrafted), Consideration of Laws and Regulations in an Audit of 
Financial Statements 

• ISA 500 (Redrafted), Audit Evidence 

• ISA 501 (Redrafted), Audit Evidence – Additional Considerations for Specific 
Items 

Re-Exposure Draft of Revised Standard 

• ISA 550 (Revised), Related Parties 

Section 3 Significant Project Status/Updates 

Clarity Project 

3.1 Following the IAASB’s finalization of the first four ISAs redrafted under the clarity 
project in September and October 2006, I am pleased to report that we received the 
Public Interest Oversight Board’s (PIOB’s) approval for the issue of these ISAs as 
final standards in early January 2007. (PIOB’s approval for the issue of a final 
standard represents its confirmation that the IAASB has followed due process in 
drawing up the standard; it does not represent any form of approval of the technical 
content of a standard.) These four ISAs, which have been published on the IAASB 
website, are: 

• ISA 240, The Auditor's Responsibilities Relating to Fraud in an Audit of 
Financial Statements; 

• ISA 300, Planning an Audit of Financial Statements; 

• ISA 315, Identifying and Assessing the Risks of Material Misstatement 
Through Understanding the Entity and Its Environment; and 

• ISA 330, The Auditor's Responses to Assessed Risks. 

3.2 The PIOB also approved the issue of the revised Preface to the International 
Standards on Quality Control, Auditing, Review, Other Assurance and Related 
Services, which establishes the conventions to be used by the IAASB in drafting 
future ISAs and the obligations of auditors who follow those standards. The Preface 
contains important statements about the authority of IAASB standards. The proposed 
EC adoption of ISAs for statutory audit in the EU is unlikely to include adoption of 
the Preface. To ensure that all users of ISAs understand the authority of the standards, 
the IAASB believes that relevant matters from the Preface should also be incorporated 
within the standards themselves. Accordingly, it intends to revise ISA 200, Objective 
and General Principles Governing an Audit of Financial Statements for this purpose. 

3.3 As I indicated in my previous report, the above four redrafted ISAs have a provisional 
effective date for audits of financial statements for periods beginning on or after 
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December 15, 2008. The IAASB will determine the final common effective date for 
all redrafted ISAs in due course, as it makes further progress on its agenda. This date 
will, however, not be earlier than December 15, 2008. 

3.4 The release of these final ISAs in the new drafting style represents an important 
milestone for the IAASB as it works to improve the clarity of its international 
standards. We believe that these four redrafted ISAs are clearer and will improve the 
consistency of application by professional accountants worldwide. We are now 
proceeding with the application of the clarity conventions to all the ISAs. 

3.5 To communicate the progress the IAASB has made so far and the direction it plans to 
take as it continues to redraft standards, IAASB staff issued the report Status of the 
IAASB's Work to Improve the Clarity of Its Standards at the same time as the four 
final ISAs.  This staff report describes the main changes to the IAASB’s standards 
arising from the application of the clarity drafting conventions and explains the 
IAASB’s approach to implementing the conventions to all ISAs. It is available on the 
IAASB website, and is also attached. 

Section 4 Critical Environmental Issues 

EC Adoption 

4.1 I continue to keep in close contact with the European Commission, and my Deputy 
Chair and I shall be attending the Audit Regulatory Committee meeting on January 
31st. The final adoption process is still unknown, but I understand that the EC intends 
to issue a consultation paper on the matter in the first or second quarter. One issue that 
the EC has discussed with me is their proposed ‘on track’ procedure for monitoring 
the progress of our standards through the course of their development. I very much 
welcome such an approach as it would be unhelpful for an adopting body simply to 
consider whether the final product was acceptable or not. I know, however, that a 
matter of concern to some EU Member States is whether it is possible to review the 
final standards prior to their approval by the IAASB. This could not be 
accommodated within our current due process; nor would it seem to me a suggestion 
that could be adopted without extending such an opportunity to other stakeholders. 
This may continue to be a discussion point between us, and may feature in the EC’s 
consultation paper. 

4.2 I am confident that by pursuing the clarity project vigorously, we shall make our 
contribution to the eventual adoption of the ISAs by the EC. The Board should 
understand, however, that it is difficult to forecast the progress that will be made by 
the EC itself.  

IAASB Future Strategy and Work Program 

4.3 As I highlighted in my previous report, we have embarked on an extensive 
consultation program to obtain the widest possible input into what should be our 
priorities.  Areas on which views will be sought include whether we should focus on 
revision and improvement to IAASB auditing standards, on standards for other 
assurance services, or on new topics, such as XBRL and assurance for sustainability 
reporting. 
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4.4 We may consider whether there is a demand for an alternative to the audit for SMEs. 
It may be that an alternative service, not based on reasonable assurance and clearly 
distinguished from an audit, would be sufficient for stakeholders of some smaller 
entities.  We do not wish to promote such a service if there is no demand, but there are 
indications that some jurisdictions (including some European countries) would like to 
explore the possibilities.  

4.5 To date, we have heard presentations from a number of invited speakers to the IAASB 
meetings (see section 2) who have offered their views on areas where the IAASB 
might focus its future strategy or which are important to their own activities.   

4.6 To gather input from a wider range of stakeholders, we have released a questionnaire 
via an on-line survey tool.  This survey, which incorporates feedback received from 
the IAASB, IAASB CAG and the PIOB, was distributed to our stakeholders as a 
means of soliciting their views on our current initiatives and activities, as well as our 
future work program.  The results of the survey will be summarized in a paper which 
will serve as the basis for a number of specific consultations, including the following: 

• Two forums scheduled in April 2007 (Sydney) and June 2007 (Brussels)   

• Transnational Auditors Committee (March 2007) 

• IAASB-National Standards Setters meeting (March 2007) 

• Executive Committee of the Inter-American Accounting Association (March 
2007 meeting)  

• Steering Committee of the INTOSAI Professional Standards Committee (April 
2007 meeting) 

At a later stage in our consultation process, I hope that Jim Sylph will be able to meet 
ECSAFA in connection with other meetings he will be attending. 

4.7 Stakeholders whom we shall consult via the survey include current and former 
IAASB members and technical advisors; IAASB CAG members; Forum of Firms; 
regulatory and oversight organizations; national standards setters; and regular 
respondents to IAASB exposure drafts. In addition, we have distributed the 
questionnaire to IFAC boards and committees (including this Board), and IFAC 
member bodies. The questionnaire may also be used during consultation with the 
European Standard Setters in February 2007.  

4.8 I would welcome the Board’s views regarding any aspect of our consultation plan for 
the IAASB’s future strategy and work program. 

World Federation of Exchanges Endorsement of Our Standard-Setting Process 

4.9 As the Board will be aware, we were pleased to learn that in October 2006, the World 
Federation of Exchanges2 (WFE) formally endorsed our processes for standard setting 
and recognized the ISAs as key to the development of a globally uniform financial 
reporting system.  This endorsement provides added impetus for convergence to 
IAASB standards.   

                                                 
2   The WFE represents 57 securities and derivative markets that account for more than 97 percent of world stock market capitalization.   
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Section 5 International Relations & Communications 
Public Interest Oversight Board 

5.1 The PIOB is reviewing some of the detailed aspects of our due process, and in 
particular how we handle comments received as a result of the exposure of draft 
standards. We have supplied detailed documentation to illustrate our processes, and 
the PIOB has found it reassuring that all the steps set out in the information provided 
are being taken. However, as the time available at their most recent meeting did not 
permit PIOB members to reach conclusions on the material presented, the subject will 
be explored in more depth at the March meeting. 

5.2 The proposed renewal of two current non-voting observer appointments to the IAASB 
was approved as presented by this Board. At the same time, the PIOB has noted that 
certain of these organizations are also members of the related CAG and recommends 
the development of criteria for CAG membership to support the existence of these 
dual appointments. I have referred this to my fellow Chairmen of the IESBA and 
IAESB and the Chairmen of all the CAGs. 

Other Communications Activities 

5.3 In November 2006, I made a presentation to the Lithuanian Chamber of Auditors’ 
10th anniversary conference in Vilnius, Lithuania, on the topic of international 
acceptance of ISAs. 

Section 6 Operations & Other Matters 

6.1 We welcomed the addition of two new technical managers in September and October 
2006 to fill vacancies that arose during the year. These new staff members will enable 
us to better support the increased workload of the IAASB. 
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APPENDIX 

Documents Approved for Issue 

Final ISA 

• ISA 240 (Redrafted), The Auditor’s Responsibilities Relating  to Fraud in an Audit of 
Financial Statements 

Exposure Drafts of Redrafted ISAs under the Clarity Project3 

• ISA 230 (Redrafted), Audit Documentation 

• ISA 260 (Revised and Redrafted), Communication with Those Charged with 
Governance 

• ISA 320 (Revised and Redrafted), Materiality in Planning and Performing an Audit 

• ISA 450 (Redrafted), Evaluation of Misstatements Identified during the Audit 

• ISA 560 (Redrafted), Subsequent Events 

• ISA 610 (Redrafted), The Auditor’s Consideration of the Internal Audit Function 

• ISA 720 (Redrafted), The Auditor’s Responsibility in Relation to Other Information in 
Documents Containing Audited Financial Statements 

Exposure Drafts of Revised, or Revised and Redrafted, Standards 

• ISA 540 (Revised and Redrafted), Auditing Accounting Estimates, Including Fair Value 
Accounting Estimates, and Related Disclosures4 

• ISA 580 (Revised and Redrafted), Written Representations 

Documents Approved for Close-off Under the Old Drafting Conventions 

• ISA 800 (Revised), Special Considerations—Audits of Special Purpose Financial 
Statements and Specific Elements, Accounts or Items of a Financial Statement 

• ISA 805, Special Considerations When Reporting on Summary Financial Statements 

 

                                                 
3  Exposure drafts of redrafted ISAs under the Clarity project are issued for a 90-day comment period. All other 

exposure drafts are issued for a 120-day comment period. 
4  The exposure draft of ISA 540 (Revised and Redrafted) is a proposed combination of the closed-off version of 

ISA 540 (Revised), Auditing Accounting Estimates and Related Disclosures (Other Than Those Involving 
Fair Value Measurements and Disclosures), which the IAASB approved in September 2006, and the current 
ISA 545, Auditing Fair Value Measurements and Disclosures. 


