
International Accounting Education Standards Board                         Agenda Item 9-1                           
July 2006 - Santiago 

Prepared by: John Kellas, IAASB Chair (May 2006)                                                                     Page 1 of 6 
 
 

 

INTERNATIONAL FEDERATION 
OF ACCOUNTANTS 
545 Fifth Avenue, 14th Floor Tel: +1 (212) 286-9344 
New York, New York  10017 Fax: +1 (212) 856-9420 
Internet: http://www.ifac.org 

Agenda Item

9-1 
 

 

Committee: 

 

International Accounting Education Standards Board 

Meeting Location: Santiago, Chile 

Meeting Date: July 17 to 19, 2006 
 
IAASB UPDATE FEBRUARY – APRIL, 2006 
 
Section 1 Introduction 
1.1 This report summarizes the activities of the International Auditing and Assurance 

Standards Board (IAASB) since January 31, 2006, the date of my last report. The 
initiatives that are described in this update are directly relevant to IFAC’s strategic 
priorities in relation to standard-setting. 

1.2 I was pleased to welcome Fayezul Choudhury to observe the March 2006 IAASB 
meeting in Hong Kong on behalf of the PIOB.  Jim Sylph, David Damant 
(Chairman of the IAASB CAG) and I attended a PIOB meeting on March 20 to give 
a report on our recent activities. 

 

Section 2 Update on Clarity Project 
2.1 The comment period for the Clarity exposure drafts issued in October 2005 closed 

at the end of February and 46 comment letters have been received; these include 
responses from those major constituents expected to respond. 

2.2 Broadly, the responses indicate the following: 

• There is strong support for the overall direction being taken. Several 
respondents have noted that the new drafting conventions represent a significant 
improvement over the existing style. 

• Some concern exists about the form of the proposed objectives, in particular 
whether they should be written in terms of desired outcomes and the extent of 
detail in an objective, and whether each ISA needs an objective, or just some of 
them. In addition, there is a need for the IAASB to consider the objectives of all 
of the ISAs at an early stage to ensure that they form a complete and coherent 
set.  

• Some concern also exists about the number of new requirements arising from 
the clarification process, specifically whether the IAASB’s guidelines for 
specifying requirements have been applied rigorously enough. 
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2.3 In terms of implementation, the explanatory memorandum to the October 2005 
exposure drafts included a proposed timetable that called for the IAASB to complete 
the redrafting of the entire body of ISAs by the end of 2011. Respondents have 
urged the IAASB to complete the Clarity project earlier than this. The IAASB is 
currently revising its programme to accelerate the timetable with a view to 
achieving completion in 2008. 

2.4 In anticipation of accelerated activity a further IAASB meeting has been agreed for 
October 2006. In addition, we have obtained the assistance of a number of national 
auditing standard setters with the redrafting process. 

2.5 The IAASB will be asked to consider the recommendations of the Clarity task force 
in response to the comments received at its May and July meetings. 

 

Section 3 IAASB Consultative Advisory Group 
3.1 There is a full agenda for the next IAASB CAG meeting in May 2006, which will 

be open to public observers. A press release announcing this development was 
issued in March. 

 

Section 4 Liaison Activities 
4.1 Since January, the following developments with stakeholders and other 

organizations have occurred and are worthy of note: 

Regulators 
European Commission 

4.2 As reported in my previous update, the EC formally established the European Group 
of Auditors’ Oversight Bodies (EGAOB) in December 2005 to advise it on any 
matters relating to the implementation of the revised Eighth Directive, including the 
possible adoption of ISAs for statutory audits in the European Union. The EC also 
created an EGAOB sub-group on ISAs whose objective is to provide proactive input 
into the IAASB’s standard-setting process, including enabling the EC to comment 
on the IAASB’s exposure drafts. 

4.3 The EC also has a further source of advice, in the Audit Regulatory Committee 
(AuRC). This group consists of representatives of the ministries in the Member 
States responsible for the implementation of the Directive. Having received advice 
from these groups, the EC submitted a comment letter on the Clarity project. I am 
pleased that the EC has put in place arrangements to enable it to comment 
authoritatively on our proposals. I attended an informal meeting of some of the 
AuRC to discuss the comment letter, and believe that liaison between IAASB and 
the EC and its advisory groups is of the first importance. 

4.4 I also noted in my previous update that the EC had indicated its intention to accept 
our invitation to send an observer to the IAASB meetings, with speaking rights, to 
join our other observers from the U.S. Public Company Accounting Oversight 
Board and Japanese Financial Services Agency. We have now received the EC’s 
written acceptance of this invitation and we shall be pleased to welcome the EC 
observer at our May meeting in New York. 
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Standard-Setters 

National Standard Setters 

4.5 The 6th IAASB–National Auditing Standard Setters meeting was held in Brussels 
over two days at the end of March. Representatives of national standard setters 
(NSSs) from twelve countries attended the meeting. We were pleased to welcome 
the participation of China for the first time, as well as a representative of the host 
country, Belgium. 

4.6 Participants provided input on various topics, including: international convergence 
and how NSSs can work with the IAASB towards convergence; the Clarity project; 
issues regarding documentation requirements in the audit of smaller entities; 
regulatory impact assessments; XBRL; and standards development for assurance 
engagements.  

4.7 In relation to convergence, participants discussed a proposed guidance note for 
NSSs that adopt International Standards on permitted modifications to those 
standards. The draft guidance is not intended to be a definitive statement on 
convergence, as it would be desirable not to exclude approaches to convergence 
other than full adoption. It is instead intended to provide guidance to assist those 
NSSs in determining the limits to modifications to adopted International Standards 
that may be permitted while still allowing the NSS to assert that the national 
standards conform to International Standards. Participants were generally in 
agreement with the proposals to limit permitted modifications to specified 
circumstances. The IAASB will discuss the proposed guide, as well as issues arising 
from developing the guide, at its next meeting in May. 

4.8 Participants also discussed and agreed, in principle, to a statement of purpose of 
IAASB-NSS liaison, in response to the agreed IFAC reforms. This statement will be 
published on the IFAC website, once NSS participants have reviewed the final 
version. 

Chinese Auditing Standards Board (CASB) 

4.9 Further to the December 2005 issue of the joint CASB-IAASB statement to 
recognize the progress China is making towards international convergence, the 
IFAC President, Chief Executive and I attended a ceremony in Beijing on February 
15, 2006, at which the Chinese Ministry of Finance released new accounting and 
auditing standards which conform more closely to international standards. The 
release of these standards reflects China’s commitment to international convergence 
with accounting and auditing standards, and its recognition of the importance of 
these standards in building public confidence in financial statements.  

4.10 I was pleased to speak at this event on the development of International Standards 
on Auditing. 

      Public Company Accounting Oversight Board (PCAOB) 

4.11 I attended a meeting of the PCAOB’s Standing Advisory Group, as IAASB 
Observer. This activity complements the PCAOB’s Observer membership of 
IAASB and the IAASB CAG.  
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International Organization of Supreme Audit Institutions (INTOSAI) 

4.12 At the end of 2003, the IAASB approved a memorandum of understanding with 
INTOSAI1 that formalizes a project structure and cooperation process enabling 
INTOSAI to use ISAs as a basis for developing its Guidelines for Financial Audit 
for use in the public sector. The memorandum called for the IAASB and INTOSAI 
to review the arrangements every two years.  

4.13 In light of this, IAASB staff met representatives of the INTOSAI secretariat to 
discuss the need to update the memorandum of understanding, principally to reflect 
recent structural changes within INTOSAI. Once revised, the updated memorandum 
of understanding will be presented to INTOSAI’s Professional Standards 
Committee and the IAASB for approval. 

4.14 Our relationship with INTOSAI is working well and INTOSAI representatives have 
made good contributions to a number of IAASB task forces. 

Other Stakeholders 

4.15 Since January 2006, IAASB representatives and staff have made presentations or 
provided updates on the activities of the IAASB to the following groups or at the 
following events: 

• Financial Stability Forum, Roundtable on Financial Reporting and Auditing, 
Paris – Challenges in implementing IFAC International Standards on Auditing, 
including Independence Standards, and issues on the audit of fair value 
information 

• Financial Stability Institute, Basel – Seminar on International Accounting and 
Auditing for Banks 

• Hong Kong Institute of Certified Public Accountants’ Auditing and Assurance 
Standards Committee, Hong Kong 

• Round Table: The Role of the Professional Organizations of Auditors in the 
Russian Federation, Moscow 

• Kansas University, Lawrence, Kansas – Symposium on Auditing Problems 

• European Federation of Accountants and Auditors for SMEs, Brussels 

 

Section 5 Documents Approved for Issue 
5.1 The IAASB approved the re-exposure draft of the proposed revised ISA 600, The 

Audit of Group Financial Statements, at its March meeting. The first exposure draft 
was issued in March 2005 under the current drafting conventions, and the revised 
exposure draft under the Clarity conventions. While this in itself warrants re-
exposure, there are other issues on which further consultation is required (e.g., the 
effect of the distinction between related and unrelated auditors). 

 

                                                 
1 INTOSAI is the representative organization of supreme audit institutions, which are central government 
auditors. 
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Section 6 Planned Output for the Remainder of 2006 
6.1 Planned output for the remainder of 2006 includes the following: 

• Final pronouncements: 

o ISA 240 (Redrafted), The Auditor’s Responsibility To Consider Fraud in an 
Audit of Financial Statements 

o ISA 300 (Redrafted), Planning an Audit of Financial Statements 

o ISA 315 (Redrafted), Obtaining an Understanding of the Entity and Its 
Environment and Assessing the Risks of Material Misstatement 

o ISA 330 (Redrafted), The Auditor’s Procedures in Response to Assessed 
Risks 

o Revised Preface to the International Standards on Quality Control, 
Auditing, Review, Other Assurance and Related Services 

o ISA 550 (Revised), Related Parties 

• New exposure drafts: 

o ISA 580 (Revised), Written Representations 

o ISA 620 (Revised), Using the Work of an Expert 

• Exposure drafts/re-exposure drafts of the application of the Clarity drafting 
conventions to the following: 

o ISA 230 (Redrafted), Audit Documentation 

o ISA 260 (Revised), The Auditor’s Communication with Those Charged with 
Governance 

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

o Proposed ISA 450, Evaluation of Misstatements Identified During the Audit 

o ISA 510 (Redrafted), Initial Engagements – Opening Balances 

o ISA 540 (Revised), Auditing Accounting Estimates and Related Disclosures 
(Other than Those Involving Fair Value Measurements and Disclosures) 

o ISA 545 (Redrafted), Auditing Fair Value Measurements and Disclosures 

o ISA 560 (Redrafted), Subsequent Events 

o ISA 610 (Redrafted), Considering the Work of Internal Auditing 

o ISA 720 (Redrafted), Other Information in Documents Containing Audited 
Financial Statements 

6.2 This is a heavy agenda, and is dependent on rapid agreement on the major issues 
arising from the Clarity consultation. 
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Section 7 Other Projects in Progress 

7.1 In addition to the Clarity project, the Group Audits re-exposure draft issued in 
March and the planned output for the remainder of 2006, the IAASB is also working 
on the development of other new or revised standards and guidance on: 

• External confirmations 

• The independent auditor’s report on other historical financial information and on 
summary audited financial statements 

• Modifications to the opinion, and emphasis of matter paragraphs and other 
matters paragraphs, in the independent auditor’s Report 

• The meaning of material weaknesses in internal control 

• Service organizations 

Section 8 Other Matters of Interest 
8.1 The IAASB is currently short of two technical managers, which in a relatively small 

staff, is a significant shortage. Despite efforts to fill these positions, it has not yet 
proved possible to do so.  In the circumstances, we are grateful to those national 
standards setters that have offered us assistance with our projects.  As mentioned 
above, we are receiving assistance on the Clarity project, and we are also being 
assisted on the projects on service organizations and confirmations. However, our 
staff position does place additional pressures on our Technical Director and his 
staff, and on IAASB members themselves. As a result, I am more than usually 
grateful for the efforts of all the staff, and the members of the IAASB, particularly 
those leading projects. The Technical Director will be able to update the Board on 
any progress in filling the vacancies. 

8.2 The IAASB’s annual report for 2005 was published in March. Printed copies have 
been mailed to the IFAC Board and stakeholders, including the PIOB. 

8.3 The 2006 Edition of the Handbook of International Auditing, Assurance, and Ethics 
Pronouncements is now available in print, CD-ROM and on the website. 

8.4 In February, a 4-page information brochure, Audit Quality and International 
Standards on Auditing, was published to help inform the public about the IAASB’s 
membership and due process. 

Section 9 Future Meetings 
9.1 IAASB meetings for the rest of 2006 have been scheduled as follows: 

• May 22-26, 2006 (New York) 

• July 10-14, 2006 (Brussels) 

• September 18-22, 2006 (Montreal) 

• October 25-27, 2006 (California) 

• December 4-8, 2006 (London) 

 


