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It is an enormous pleasure and privilege for me to be able to share time with you this morning in order to discuss convergence with international standards on auditing.  President CA Ved Jain, may I start these remarks by thanking you most sincerely for the opportunity to share time with you, with your Vice President, CA Uttam Prakash Agarwal, with your fellow guests and with your members: fellow chartered accountants of the Institute of Chartered Accountants of India.  May I also take this opportunity to congratulate you on your election as a member of the Board of the International Federation of Accountants, which became effective last week on 13 November 2008.  Our global profession has been illuminated by the contribution of the Institute of Chartered Accountants of India and its many excellent nominees to IFAC boards and committees; it will be even more brightly illuminated by your presence at its Board meetings.  Under your leadership, the Institute of Chartered Accountants of India is the largest professional body of Chartered Accountants in the World, with a strong tradition of service to the public interest and to the Indian economy.  Members of your Institute are increasingly working overseas, to the benefit of the economies of the countries in which they work.  I am particularly delighted at the MOU signed yesterday between the Institute of Chartered Accountants of India and my own professional body of the Institute of Chartered Accountants in England and Wales.  This foreshadows a time of great development of our wonderful profession in India and the UK and of even more outstanding service to our two great nations.  May I congratulate you on your outstanding leadership of the Institute of Chartered Accountants of India, which will shine throughout the years ahead as a major milestone in the development of the Indian profession and the Indian economy.  
One of the epithets applied to the Institute of Chartered Accountants of India is “partners in nation building.”  To me, this is an excellent characterisation of the contribution of our profession of accountancy to the world.  Our profession is concerned with adding value to economies, in particular in creating an investment climate of trust.  An investment climate of trust is key to raising capital on the national and international markets.  It is key to the provision of energy, water, education, healthcare, food, and employment.  Indeed, it is key to the fight against poverty—a fight which is so important to us all.

High standards of auditing are an essential component of an investment climate of trust, and it is my firm belief that trust will be higher if all nations adopt and implement International Standards on Auditing as the standards to be followed by auditors in their own country.  I am most encouraged by the progress which has been made in India towards the adoption of International Standards on Auditing and would strongly encourage you to complete this process at the very earliest opportunity.  Indeed, I am delighted to have been told that this is your firm intention. 

Having a variety of auditing standards across a nation or across the world creates confusion, encourages error, and facilitates fraud.  Having a single set of high standards, International Standards on Auditing, creates clarity, facilitates fair markets, and results in reduced costs of capital.

A key feature of International Standards on Auditing is that they are principles based.  Many of you will know that I have always supported a principles-based approach to governance, to business, and to our profession.  I believe passionately that principles encourage compliance and detailed rules encourage avoidance.  This approach is not new.  For example, in the Bible, the Second Epistle to the Corinthians, in Chapter III, discussing sound behaviour, says act “not of the letter, but the spirit; for the letter killeth, but the spirit giveth life.”  
International Standards on Auditing are set by the International Auditing and Assurance Standards Board, an independent body which is under the aegis of IFAC.  Its activities are overseen by the Public Interest Oversight Board: an independent body appointed by the Monitoring Group, which comprises representatives of the Basel Committee on Banking Supervision, the European Commission, the International Association of Insurance Supervisors, the International Organisation of Securities Commissions, and the World Bank.  The Financial Stability Forum and the International Forum of Independent Audit Regulators are observer members of the Monitoring Group.  The Public Interest Oversight Board, which is chaired by Professor Stavros Thomadakis, has oversight of critical elements of the IAASB’s standard-setting processes, including: 
- 
the IFAC Nominating Committee’s process for selection of the members and chair of the IAASB, whose appointments must be approved by the PIOB;
- 
the terms of reference of the IAASB, which must be approved by the PIOB;
- 
due process in relation to standard setting, which must be approved by the PIOB; and
- 
compliance with due process having been followed for each new standard, with PIOB sign-off before the standard can be issued.

The IAASB has a formal due process covering inter alia, project proposals, issues papers, consultation papers (where appropriate), exposure drafts (with sufficient comment period), comment letters posted to the website, final standards being approved only after extensive consideration of comments, and a published, stated basis for conclusions.

Before any standard is issued, the PIOB must approve that due process has been followed, based on a declaration by the IFAC executive director, professional standards and from its independent observations, dialogues, internal reviews, and deliberations.  The PIOB observes every meeting of the IAASB, whose standard-setting process is highly transparent.  Meetings are open to the public, a full package of agenda materials is available to the public before the meetings, and minutes are available after the meetings.  The meetings of the IAASB are recorded and the audio tape is published on the IFAC website.  

The composition of the IAASB is 18 members, including a full time chair.  Ten members are nominated by member bodies of IFAC, five by the Forum of Firms and three are public members.  Public members may be nominated by any organisation or individual and must be, and be seen to be, capable of representing the broad public interest.  Half of the members of the IAASB are non-practitioners, whose independence from auditing firms satisfies a strict test.  There is a clear expectation that they will have the knowledge and experience to participate fully in the standard-setting process.  

This composition achieves an appropriate combination of independence and technical competence, which helps the IAASB to set standards that are in the public interest.  In addition, to those people already mentioned, the IAASB meetings are attended by non-voting observers, currently from the Public Company Accounting Oversight Board, the European Commission, and the Japanese Financial Services Agency.  These observers have the right of the floor and provide assurance that key regulatory organisations are closely involved in the standard-setting process and can raise issues and present arguments during all stages of that process.  
Another key element of the public interest aspect of the the standard-setting arrangements is the IAASB Consultative Advisory Group (CAG).  This provides a means for the IAASB to receive technical advice, as well as advice regarding agendas, from interested external public and private sector institutions.  The CAG elects its own chair, who at present is a highly respected member of the investor community.  The chair is an observer to the IAASB, with the right of the floor.  The CAG also has the power to hear and to reach conclusions on matters relating to the due process of the IAASB and can, if it thinks appropriate, refer a matter of due process to the PIOB.  
I believe that the transparency and accountability of these arrangements is second to none amongst standard setters.  

This strong governance has led to a high degree of acceptance of International Standards on Auditing.  The latest IFAC survey indicates that more than 100 countries use auditing standards that are ISAs, either adopted as written or locally adapted, or national standards that are compared with ISAs to eliminate differences. 

Many of the world’s major capital markets accept the use of ISAs for the audit of financial statements of foreign issuers.  An IAASB survey indicates that 20 out of 23 of the largest capital markets, with overall market capitalisation of 56% of the world total, accept ISAs for this purpose.  In the United States, the Auditing Standards Board of the AICPA, which sets standards for unlisted companies in the United States, has resolved to bring its standards in line with ISAs.
The World Federation of Exchanges, representing 57 securities and derivative markets that account for more than 97% of world stock market capitalisation, has endorsed the IAASB’s processes for standard setting and recognises the importance of ISAs.  

The Financial Stability Forum’s Compendium of Standards lists the various economic and financial standards that are internationally accepted as important for sound, stable, and well functioning financial systems.  The FSF has identified ISAs as one of the 12 key standards for sound financial systems and deserving of priority implementation depending on countries’ circumstances.  
The World Bank, which jointly with the International Monetary Fund has instituted a programme of Reports on the Observance of Standards and Codes by countries, uses ISAs as the benchmark for assessing the quality of national auditing standards.  In the public sector, the International Organisation of Supreme Audit Institutions (the global organisation for national-level government auditors) uses ISAs as the basis of its financial audit guidance.  

The members of the Forum of Firms have committed to have policies and methodologies for the conduct of transnational audits that are based, to the extent practicable, on ISAs.  In addition, IOSCO has recently stated its support for the work of the IAASB and the PIOB. 

The IAASB’s recent work has focussed on the Clarity Project: a major exercise to rewrite, and in many cases update, all of the ISAs and the International Standard on Quality Control.  All of these documents contain improvements, including: 

-
identifying the overall objectives of the auditor when conducting an audit in accordance with ISAs, setting an objective in each ISA, and establishing an obligation on the auditor in relation to those objectives;
-
clarifying the obligations imposed on auditors by the requirements of the ISAs and the language used to communicate such requirements; and
-
eliminating ambiguity about the requirements the auditor needs to fulfil.

Each ISA also has a new structure whereby introductory material, objectives, definitions, requirements, and application and other explanatory material are presented in separate sections in an ISA, which together form the complete ISA.

The new, and revised and redrafted, ISAs include requirements and guidance that aim to strengthen practice in the following areas:

-
Materiality in planning and performing an audit and its use in evaluating misstatements

-
Risk assessment and the gathering and evaluation of audit evidence in relation to accounting estimates (including fair value accounting estimates) and related disclosures; related party relationships and transactions; and an entity’s use of a third party service organisation

-
Audit evidence considerations in relation to external confirmations and written representations (including the implications for engagement acceptance considerations)

-
Using the work of others in relation to audits of group financial statements, including the work of component auditors and the work of an auditor’s expert

-
Communication with those charged with governance

-
Communicating deficiencies in internal control

-
Auditor reporting in relation to modifications to the auditor’s opinion and emphasis of matter paragraphs in the auditor’s report

-
Audit and reporting considerations in the context of special engagements

Issuing the new ISAs and having them adopted by national standard setters is, however, only part of the story.  The job is not complete without successful implementation.  The importance of this cannot be overstated and the level of effort for successful implementation should not be underestimated.  Whilst specific implementation considerations will vary by jurisdiction and depend on which ISAs are currently in force, there are some general considerations that may be relevant to all those responsible for successful implementation of the ISAs.  These include actions by a number of bodies.

For national standard setters, legislators and others involved in setting standards:

-
Finalisation of adoption and convergence plans, including process and timetable considerations, such that the implementation period for auditors is maximised
-
Finalisation of translation activities and related timetables 
-
Development of implementation guidance relevant to the particular jurisdiction, where considered necessary
-
communication of national processes and timetables so that auditors may plan implementation with certainty
For regulators and oversight bodies:

-
Finalisation of applicable regulatory statements or pronouncements

-
Development, or updating, of inspection and oversight policies and related internal training programmes

For IFAC member bodies, such as the ICAI:

-
Development, or updating, of continuing professional and development courses

-
Development of other relevant training materials

-
Updating of relevant pre-qualification programmes

For accounting firms and audit practitioners:

-
Review of firms’ systems of quality control, audit methodologies, manuals and software

-
Development, or updating, of training programmes

-
Updating of audit programmes and procedures

I strongly urge you to give immediate consideration to these implementation issues.

Compliance with ISAs may only be claimed if the auditor has complied with all currently effective ISAs relevant to the audit.

To date, the IAASB has approved 33 clarified ISAs together with clarified ISQC1.  Of these, 22 have been approved by the Public Interest Oversight Board and 12 are to be submitted to the PIOB for its approval in December 2008.  Only three ISA’s including a new ISA in communicating deficiencies in internal control, remain for approval by the IAASB, in December, for submission to the PIOB in February 2009.  At the completion of the Clarity Project, all of the ISAs will be redrafted in accordance with the IAASB’s clarity conventions, subject to a single statement of authority.  

All 36 ISAs come into effect for audits of financial statements for periods beginning on or after 15 December 2009.  Bearing in mind the considerable work necessary to implement the new ISAs, the IAASB has agreed, subject to any unforeseen circumstances, not to issue any additional standards that would become effective in the following two years.  This responds to requests the IAASB has received from stakeholders for a period of stability in the standards, as jurisdictions focus on the important tasks of implementing the clarified ISAs and ISQC1.  

IFAC is acutely aware that the adoption of ISAs may appear daunting, especially to SMPs in the context of SMEs. It did, therefore, issue last December, new implementation guidance entitled “Guide to using ISA’s in the audit of small and medium sized entities.”  This new guide, which is available free of charge on the IFAC website (www.ifac.org), provides an analysis of all ISAs issued up to 31 December 2006 and their requirements in the context of an SME audit.  In just the first five months since the guide was issued, nearly 10,000 copies of the guide were downloaded from the IFAC website, showing the clear interest in and need for such guidance. 
IFAC is already planning an update to the guide once the IAASB’s Clarity Project has been completed, to cover the newly redrafted ISAs.  IFAC is also developing similar types of implementation support on quality control and other topics.

Let me conclude, President, by expressing my confidence in the accountancy profession and in all its professionals here in India.  Through adherence to high auditing and ethical standards we can, together, bring about social stability and good governance in business.  Through convergence to international standards we can, together, deliver on our promise of quality.

Sharing time with you today reminds me that we are, indeed, one profession characterised by diverse professionals practicing in different cultures around the world and operating in different economic environments.  Yet we are united by our common commitment to integrity and to professionalism.  It is this commitment that will help to create a better investment climate, one that earns the public trust and that will ultimately result in meaningful social and economic changes that can improve the quality of life for individuals both in India and around the world.  All of us here, working together, can generate economic growth and stability worldwide.  Working together, we can improve access to education, to health, to basic utilities.  We can, together, make a meaningful contribution to fighting poverty. 

I am proud to continue to work with the accountancy profession in India, both institutionally and personally, in our worldwide profession’s drive to improve the lot of humankind.  Let us join together and create a better world for all.

Thank you very much indeed for your attention.
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