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DATE: MAY 10, 2007 

TO:  BOARD 

FROM: JOHN KELLAS 
CHAIRMAN, INTERNATIONAL AUDITING AND ASSURANCE 
STANDARDS BOARD 

SUBJECT: IAASB REPORT  
 

Section 1 Report Overview 
1.1 This report summarizes the activities of the IAASB since January 25, 2007, the date of 

my last report. It highlights the main developments from our two most recent meetings in 
New York (February) and Sydney (April), and provides 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 its meetings in February and April 2007, the IAASB approved three exposure drafts of 

redrafted ISAs under the clarity project, and two exposure drafts of revised ISAs drafted 
using the new clarity conventions. Among the documents issued for exposure is the 
proposed ISA 200 (Revised and Redrafted), which is discussed further in Section 3 
below. The Appendix to this report lists the documents approved for exposure. 

2.2 We have a heavy agenda for the July 2007 meeting in Warsaw, with 13 documents 
planned for approval for issue as exposure drafts or final standards. This is the highest 
number of documents the IAASB has had scheduled for approval at any one meeting, and 
marks the peak period of our standard-setting activities as we endeavor to make 
substantial progress on the clarity project. A list of the documents planned for approval at 
that meeting is set out in the Appendix. 

Section 3 Significant Project Status/Updates 
Clarity Project 

Proposed ISA 200 (Revised and Redrafted) 

3.1 As reported previously, the Preface to the International Standards on Quality Control, 
Auditing, Review, Other Assurance and Related Services (Preface) was reissued in 
January 2007 to reflect the effect of the new drafting conventions now being used by the 
IAASB. The Preface contains important statements about the authority of ISAs and the 
obligations of auditors who follow those standards. However, because it may not be 
adopted in certain jurisdictions, the IAASB decided that these statements should be 
incorporated within the ISAs themselves. Accordingly, proposed ISA 200 (Revised and 
Redrafted) incorporates the provisions of the amended Preface relevant to ISAs. The 
IAASB approved this document for exposure at its April 2007 meeting. 
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3.2 The proposed ISA also describes the nature of an audit of financial statements and related 
concepts that provide the basis for a proper understanding of the conduct of an audit, the 
overall objective of the auditor, and the objectives and requirements stated in the ISAs. 
These explanations should be helpful to auditors, regulators and others with an interest in 
audits and auditing standards. 

3.3 By incorporating the relevant provisions of the Preface into this ISA, we give them 
greater prominence and ensure that the obligation of auditors using ISAs to follow all 
their requirements is directly imposed through the standards themselves. 

Effective Dates of ISAs 
3.4 At the March 2007 IAASB-National Standard Setters (NSS) meeting, the matter of the 

effective date of redrafted ISAs was raised.  The current proposed effective date1 takes 
account of the fact that the ISAs which are subject to substantive revision (i.e. those that 
will result in more change as a result of their implementation) are expected to be finalized 
earlier in the IAASB’s planned work program, whereas those that are merely being 
redrafted, and will be approved later in the process, are unlikely to cause much 
implementation difficulty. 

3.5 However, issues surrounding translation, training and implementation are likely. 
Although there was no suggestion that the date be changed at this stage, the IAASB 
agreed at its April 2007 meeting to consider the matter further at its next meeting in July 
2007, in light of the progress of the work program, and whether a potential 
communication surrounding a change in the proposed effective date may be needed.    

Section 4 Critical Environmental Issues 
IAASB Future Strategy and Work Program 

4.1 Our extensive consultation program to develop our future strategy and work program 
continues to move forward. We received 138 responses to the strategy review survey, 
with the majority of responses reflecting the views of more than one individual, e.g., 
firms, member bodies, IAASB CAG member organizations, and others. 

4.2 The findings of the survey and the results of a review of relevant reports issued by 
oversight bodies, regulators and others have been (or will be) presented to a number of 
stakeholders as the basis for discussing areas on which the IAASB should focus its 
priorities. These stakeholders include the Inter-American Association of Accountants, 
Transnational Auditors Committee, IAASB CAG, Steering Committee of the 
Professional Standards Committee of INTOSAI, the IFAC SMP Committee, and NSS. 
The survey findings were also used as the basis for the morning session of the 
Information Gathering Forum held as an adjunct to the IAASB meeting in Sydney. More 
than 50 invited guests heard the views of a number of panelists, including NSS, 
regulators and other oversight bodies, as well as preparers and users of financial 

                                                 
1 Audits of financial statements for periods beginning on or after December 15, 2008. 
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statements. The invited participants were provided with an opportunity to share their own 
views.  

4.3 Consultations to date confirmed the continued appropriateness of the IAASB’s initiatives, 
i.e.: (a) development of standards; (b) global acceptance, convergence and partnership; 
and (c) communication. Within these activities, however, those consulted expressed a 
desire for a change of focus away from the development of auditing standards to 
measures intended to assist in their implementation. This includes support for the 
establishment of a period (after the completion of the clarity project) in which no new 
auditing standards would become effective, and for further efforts towards their 
international acceptance and adoption. 

4.4 Those consulted also encouraged the IAASB to revise the older ISAs that were simply 
redrafted under the clarity project, and to develop assurance standards other than ISAs. 

4.5 There is a call for greater emphasis on the initiative of global acceptance, convergence 
and partnership. Continued dialogue with those groups affected by the IAASB’s activities 
was a common theme in the consultations. It was also suggested that the IAASB better 
focus and target its communications by developing a communication plan. 

4.6 As part of the strategy review, we are asking stakeholders for their views on whether the 
IAASB should develop an assurance service other than an audit for SMEs. At the 
IAASB-NSS meeting in March, the NSS encouraged us to continue to consult on this 
matter. The afternoon session of the Information Gathering Forum provided panelists and 
other participants with an opportunity to share their views on this matter. We will 
continue to gather information on this issue at future consultations, and will consider the 
totality of the views on this topic when we develop our proposed strategy and work 
program. 

4.7 We continue to execute our planned consultations, which I mentioned in my last report, 
and have scheduled consultations as follows: 

• Auditing and Assurance Standards Board in Delhi, India (May 2007); 

• Roundtable session at the conference on Accounting and Accountability for Regional 
Economic Growth2 in Mexico City, Mexico (June 2007); 

• Information Gathering Forum in Brussels (June 2007); and 

• IAASB CAG (June 2007). 

4.8 I am pleased with the input we have received during these consultations. Our 
stakeholders have expressed their appreciation of the opportunity to share their views 
with the IAASB, and we will continue to consider how to balance their needs.  

4.9 We anticipate that the proposed future strategy and work program will be issued for 
public comment in October 2007.  

                                                 
2  The World Bank, the Inter-American Development Bank and Multilateral Investment Fund (IDB/MIF) and   IFAC 

are organizing the first regional conference on accounting and auditing to be held in the Latin American and 
Caribbean Region. 
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Section 5 International Relations & Communications 
Public Interest Oversight Board 

5.1 Jim Sylph (IFAC’s Executive Director, Professional Standards) and I met the PIOB on 
March 5, 2007. A significant item on the agenda was the PIOB’s consideration of how 
the IAASB and its project task forces address comments received on exposure drafts. The 
PIOB’s objective was to gain a deeper understanding of how we deal with these 
comments “behind the scenes,” and to satisfy itself that we are giving careful and fair 
consideration to each respondent’s views. 

5.2 We reviewed with the PIOB the general process followed by IFAC’s Public Interest 
Activity Committees (PIACs) to analyze and respond to exposure draft comments. PIOB 
members were greatly encouraged to understand the depth of the work we already 
perform and expressed their appreciation for the detailed papers we had prepared to 
explain the process the IAASB follows. 

5.3 The PIOB discussion suggested that there is a range of views on whether any changes to 
the present systems are needed, and if so, whether a single solution exists. PIOB 
members indicated that they would be debating this further in their private session and 
saw this as an on-going matter. We have not had any indication of the progress of their 
further discussions at the time of this writing. Pending further developments from them, 
we have not made any substantive changes to our processes. 

European Commission 

5.4 The potential adoption of ISAs for statutory audit in the EU remains our foremost 
strategic priority. As trailed in my previous report, Denise Esdon (Deputy Chair) and I 
met the Audit Regulatory Committee (AuRC) on January 31 to provide an update and 
answer any questions arising. The main matters raised with us at the meeting were the 
process by which the EC could monitor and provide input to the development of ISAs; 
whether the ISAs are appropriately ‘jurisdictionally neutral’; and whether the 
requirements of the ISAs are sufficiently self-standing to be capable of adoption without 
the corresponding application material. 

5.5 The AuRC is one of the two main groups involved in the adoption process, the other 
being the European Group of Audit Oversight Bodies (EGAOB). The AuRC consists of 
Member States government representatives and the EGAOB, as it name suggests, 
oversight body representatives. Neither group involves the profession, though EGAOB 
has a sub group to advise it on matters relevant to ISAs, and the profession is represented 
there. Given the composition of these groups, I consider it extremely important that they 
should have some direct contact with the IAASB, so that we can impress upon them our 
bona fides and public interest concerns. We have not so far met the EGAOB, but I have 
made clear to the EC on a number of occasions my desire and willingness to do so. 

5.6 We also continue to discuss with the EC matters concerning specific standards, and are 
taking a keen interest in the possible consultation concerning adoption that the EC may 
hold later in the year.  
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IOSCO 

5.7 Jim Sylph and I met IOSCO’s Auditing Subcommittee on March 12, 2007, at which 
IOSCO raised the matter of its possible endorsement of IAASB’s standards. 

5.8 The question of possible endorsement has been in the air for a number of years, without 
much progress being made. IOSCO, however, indicated at the meeting that it would be 
giving some thought to the matter in the months ahead and, accordingly, wanted an 
opportunity to discuss informally the various issues relating to endorsements and 
potential other forms of recognition for ISAs.  

5.9 We argued that: 

a) In fact, most significant IOSCO regulators do accept ISAs for cross border work, and 
many for domestic work also. 

b) If all standard setters did base their standards on the IAASB’s (in the sense of using 
them as they are with add-ons if necessary), quality would be improved because 
auditors would be able to see more precisely what the differences in national 
standards were and would also be working to a common base. 

c) IOSCO’s voice would be more influential in the standard-setting process if it were 
clear that they were committed supporters and users of the standards. 

5.10 Some IOSCO representatives questioned the value of any statement. On timing, a 
comment was made that it might be appropriate to await not only completion of the 
clarity project but also allow a few years for an assessment of its implementation and any 
consequential improvement in performance – which seemed a rather long way off.  We 
suggested that there might be difficulties with criteria for this assessment, and that in any 
event there would always be reasons for delay. If we could agree a form of words, they 
should just ‘go for it’. 

National Standard Setters  

5.11 The annual IAASB-NSS meeting was held at the end of March 2007 in New York. 
Topics discussed included the clarity project, audit quality, national agendas and 
convergence-related issues, IAASB strategy review, audit documentation for audits of 
SMEs, alternative assurance services, financial reporting frameworks described by 
reference to IFRSs, and assurance reports on a service organization’s controls. 

5.12 There was also discussion on the topic of implementation guidance and training for 
practitioners. Participants agreed that both of these factors play important roles in 
enhancing audit quality, and that the need for support in these areas was being keenly felt 
at the smaller end of the market (this has also been clear from our strategy review 
consultations). Questions were, however, raised as to who should be responsible for 
delivering on these. It was recognized that the large firms would have the resources to 
meet their internal needs for implementation support and training, but there was concern 
about the provision of assistance to smaller practitioners in these areas.  
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5.13 Participants acknowledged that neither IAASB nor NSS have the resources to develop 
implementation guidance or provide training that would meet the needs of smaller 
practitioners. There was general consensus that Member Bodies are responsible for 
providing support on implementation guidance and training for their members, in line 
with their quality assurance responsibilities under IFAC’s Statement of Membership 
Obligations with regard to their members’ services.  

5.14 In light of the above discussions, I should like to ask the IFAC Board to consider 
communicating to Member Bodies that as part of their quality assurance responsibilities 
in respect of audit services provided by their members, they should consider whether they 
are doing enough in developing appropriate implementation guidance for their members 
and providing them with adequate training support. While the ISA Guide that the IFAC 
SMP Committee is currently developing, and the Quality Control Guide that it is 
planning to develop, may go a long way towards meeting some of the needs in these 
areas, there may be more that IFAC could do to respond to the concerns expressed by the 
NSS. Among the suggestions made at the meeting were the following: 

• IFAC could consider what could be done centrally, for example, an inventory could 
be compiled of implementation guidance that has been developed by NSS and others, 
and made available to all Member Bodies and their members. 

• IFAC could research whether appropriate tools exist for training in the standards and 
whether these could be made widely available (for example, a web-based tool has 
been developed in the Netherlands for that purpose). 

I should be pleased to discuss this further at the meeting. 

5.15 Finally, the matter of the effective date of ISAs was raised at the meeting, as discussed 
more fully in paragraphs 3.4-3.5 above.  

European National Standard Setters 

5.16 IAASB representatives participated in the March 2007 European Auditing Standards 
Setters (EASS) meeting hosted by the Fédération des Experts Comptables Européens 
(FEE) in Brussels. We provided an update on the clarity project (including ISA 200), 
recent exposure drafts, and the IAASB strategy review. We also heard about the efforts of 
the EASS to implement the ISAs, around which there is some uncertainty pending the 
adoption by the EC.  Issues around translation of the ISAs continue to be of major 
interest and concern, and it is noteworthy that the latest version of the Handbook that is 
available in translation varies amongst the different countries.  

Consultative Advisory Group 

5.17 The IAASB CAG met on April 2-3, 2007 in New York. We received the CAG’s advice 
on a number of our projects, including the clarity project; related parties; using the work 
of an expert; material weaknesses in internal control; group audits; and external 
confirmations. We provided an update on the IAASB’s strategy review. A Representative 
from FEE also made a presentation on how the audit firms incorporate the ISAs into their 
methodologies.  
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5.18 The next meeting of the CAG will be held on June 29 in Brussels. This meeting is 
scheduled to follow the strategy review (information gathering) forum in Brussels on 
June 28. All members of the CAG have been invited to the forum. A significant part of 
the meeting will be dedicated to the IAASB’s strategy review. 

INTOSAI 

5.19 IAASB Deputy Director Alta Prinsloo attended a meeting of the Steering Committee of 
the Professional Standards Committee (PSC) of INTOSAI in April 2007. The findings of 
a recent survey conducted by the PSC Steering Committee confirmed the appropriateness 
of using the International Standards on Auditing as the basis for developing Financial 
Audit Guidelines to support the implementation of the INTOSAI Auditing Standards. The 
survey questionnaire asked Supreme Audit Institutions about their implementation of 
INTOSAI and other standards. 

5.20 Our own strategy review consultations to date have included references to the public 
sector. In that regard, Jim Sylph and Alta Prinsloo plan to meet the Chairman of the PSC 
Steering Committee at the end of May to share the findings of the surveys undertaken by 
the IAASB and the PSC Steering Committee. 

Basel Committee 

5.21 As it happened, the Basel Committee’s Accounting Task Force (ATF) was meeting in 
Sydney when IAASB was there, and I was able to update members on our program and 
strategy.  The ATF takes a close and welcome interest in our work, including in particular 
the latest proposed ISA on estimates and fair values. 

Section 6 Operations & Other Matters 

6.1 The 2007 Handbook of International Auditing, Assurance, and Ethics Pronouncements 
and the 2006 IAASB Annual Report have been issued in print and distributed to Member 
Bodies. Electronic copies can also be downloaded from the website.  
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Appendix 
Documents Approved for Issue in February and April 2007 

Exposure Drafts of Redrafted ISAs under the Clarity Project3 

• ISA 250 (Redrafted), The Auditor’s Responsibilities Relating to Laws and Regulations in 
an Audit of Financial Statements  

• ISA 500 (Redrafted), Considering the Relevance and Reliability of Audit Evidence 

• ISA 570 (Redrafted), Going Concern 

Exposure Drafts of Revised and Redrafted Standards 

• ISA 200 (Revised and Redrafted), Overall Objective of the Independent Auditor, and the 
Conduct of an Audit in Accordance with International Standards on Auditing 

• ISA 550 (Revised and Redrafted), Related Parties 

Documents Planned for Approval in July 2007 

Final ISA 

• ISA 600 (Revised and Redrafted), Special Considerations—Audits of Group Financial 
Statements (Including the Work of Component Auditors) 

Exposure Drafts of Redrafted ISAs under the Clarity Project 

• ISA 210 (Redrafted), Agreeing the Terms of Audit Engagements 

• ISA 220 (Redrafted), Quality Control for Audit Engagements 

• ISA 510 (Redrafted), Initial Engagements—Opening Balances 

• ISA 530 (Redrafted), Audit Sampling  

• ISA 700 (Redrafted), The Independent Auditor’s Report on General Purpose Financial 
Statements 

Exposure Drafts of Revised and Redrafted ISAs 

• ISA 505 (Revised and Redrafted), External Confirmations 

• ISA 620 (Revised and Redrafted), Using the Work of an Auditor’s Expert as Audit 
Evidence 

• ISA 705 (Revised and Redrafted), Modifications to the Opinion in the Independent 
Auditor’s Report 

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

other exposure drafts are typically issued for a 120-day comment period. However, ISA 200 (Revised and 
Redrafted) and ISA 500 (Redrafted) have been issued for a 135-day comment period, firstly to allow more time 
for respondents to consider important changes proposed ISA 200, and secondly to allow respondents to consider 
the two proposed ISAs together as they are closely inter-related. 
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• ISA 706 (Revised and Redrafted), Emphasis of Matter Paragraphs and Other Matter(s) 
Paragraphs in the Independent Auditor’s Report 

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

• ISA 805 (Revised and Redrafted), Engagements to Report on Summary Financial 
Statements 

Exposure Draft of Redrafted International Standard on Quality Control 

• ISQC 1 (Redrafted), Quality Control for Firms that Perform Audits and Reviews of 
Historical Financial Information, and Other Assurance and Related Services Engagements 

 


