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

Standards Board (IAASB) since October 2005, 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. 

Section 2 Clarity Project 

2.1 The explanatory memorandum to the Clarity exposure drafts issued in October 2005 
described how the IAASB proposed to apply the clarity drafting conventions to the 
entire body of ISAs. It included a proposed implementation timetable that called for 
the IAASB to complete this work by the end of 2011. 

2.2 Based on discussions with a number of parties since the issue of the Clarity 
exposure drafts, it is clear that the responses are likely to put pressure on the IAASB 
to complete the Clarity project earlier than allowed for in the published proposal. 
The IAASB is currently considering a number of options to accelerate the timetable. 
In anticipation of accelerated activity, a further IAASB meeting has been agreed for 
October 2006. In addition, we are proposing to enlist the help of some national 
auditing standard-setters who have expressed interest in assisting with the redrafting 
process. The IAASB will determine whether and how it can accelerate the timetable 
in the context of its review of the comments on the October 2005 Clarity exposure 
drafts, which should be received by the end of February. 

Section 3 IAASB Consultative Advisory Group 
3.1 The IAASB CAG met in November 2005. Discussions were held and updates 

provided on a number of IAASB projects.  

3.2 The next IAASB CAG meeting in May 2006 will be open to public observers. The 
agenda material for, and minutes of, the meeting will be accessible by the public. A 
press release announcing this development will be issued in the near future. 
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Section 4 Liaison Activities 
4.1 Since my previous update, the following developments with stakeholders and other 

organizations have occurred and are worthy of note: 

REGULATORS 
European Commission 
4.2 In December 2005, the EC formally established an expert group, the European 

Group of Auditors’ Oversight Bodies (EGAOB), to advise it on any matters relating 
to the implementation of the revised Eighth Directive, including the possible 
adoption of ISAs for use in statutory audits in the European Union (EU). The 
EGAOB comprises high level non-practitioner representatives drawn from the 
public oversight systems for statutory auditors and audit firms (or from the relevant 
ministries where public oversight systems have not yet been established) in the EU’s 
25 member states.  

4.3 The EC has also created an EGAOB sub-group on ISAs. The objective of the sub-
group is to provide proactive input into the IAASB’s standard-setting process. The 
sub-group comprises 16 members, of which 7 represent audit regulators from the 
EGAOB, 6 represent national auditing standard-setters and the auditing profession, 
and 3 represent company (preparers) and investor (users) communities. The sub-
group is expected to meet around 8 times a year, starting from the end of January 
2006. It is expected initially to discuss the IAASB’s Clarity project.  

4.4 The conclusions reached by the EGAOB sub-group on ISAs will be presented 
regularly to the EGAOB in plenary session, and used by the EC to prepare comment 
letters. This mechanism is expected to assist the EC in improving its efficiency in 
participating in IAASB and/or IAASB CAG meetings. 

4.5 The formation of the EGAOB and the sub-group on ISAs is a positive development, 
and moves the EC a step closer to the possible adoption of ISAs in the EU. IAASB 
will actively monitor progress in this respect. 

4.6 Pending the EC’s final assessment of the IFAC Reforms, the EC has appointed two 
observer members to the PIOB.  These are Sir Bryan Nicholson, Chairman of the 
UK Financial Reporting Council, and Prof. Dr. Kai-Uwe Marten, Deputy Chairman 
of the Audit Oversight Commission of the Federal Republic of Germany. The EC 
has also 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. 

NATIONAL STANDARD-SETTERS 
Chinese Auditing Standards Board (CASB) 
4.7 During 2005, China established the policy of converging its national auditing 

standards with the ISAs, reformed its standards system and planned a schedule for 
international convergence. In November, along with Denise Esdon, my Deputy 
Chair, and Jim Sylph, I met representatives of the CASB to discuss progress. This 
resulted in a joint statement which I signed with Mr Wang Jun, Vice Minister, 
Ministry of Finance (and Chairman of CASB), to recognize the progress China is 
making towards international convergence. 
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4.8 Further to the December 2005 issue of that joint statement, the IFAC President, 
Chief Executive and I shall attend a press conference arranged by the Ministry of 
Finance in Beijing in mid-February to celebrate China’s progress. This will also be 
attended by representatives of the IASB, as China has also been working on 
convergence of financial reporting standards. 

OTHER STAKEHOLDERS 
Financial Stability Forum (FSF) 
4.9 The FSF, prompted by senior government and regulatory pressure from the UK, has 

asked the 12 key international standard setters to consider their respective standard-
setting processes.  In particular, it requested that a report be submitted for the March 
2006 meeting of the FSF, dealing with our current standard-setting arrangements, 
what we consider to be best practice in this context, and areas and ways in which we 
are working to strengthen them.  At the time of writing, our draft report has been 
submitted for comment.  Having regard to the various recent reviews of IAASB and 
the implementation of the IFAC reforms, I am confident that our processes are of a 
high standard that will bear international comparison 

4.10 Since October 2005, 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: 
• American Accounting Association, Auditing and International Sections – Mid-

Year Meeting 

• Environmental Management Accounting Network, Bangkok, Thailand 

• Shanghai International Forum – Market Access and Fair Competition 

• University of Arizona, Masters Class and Faculty 

• University Of Bergen, Norway, Masters Class in Auditing 

Section 5 Documents Approved for Issue 
5.1 The IAASB approved for exposure the proposed revised ISA 550, Related Parties, 

at its December 2005 meeting. 

Section 6 Projects in Progress 
6.1 In addition to the Clarity project and the above exposure draft, other projects in 

progress include the development of new or revised standards and guidance on: 

• Auditing accounting estimates and related disclosures 

• Communications with those charged with governance 

• External confirmations 

• Group audits 

• Management representations 

• Materiality in the identification and evaluation of misstatements 

• Modifications to the audit opinion & emphasis of matter paragraphs and other 
matters paragraphs in the independent auditor’s report 
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• Special purpose reports 

• The meaning of material weaknesses in internal control 

• Using the work of an expert 

Section 7 Other Matters of Interest 

7.1 The 2006 Edition of the Handbook of International Auditing, Assurance, and Ethics 
Pronouncements has been finalized and will be available in print, CD-ROM and on 
the website by the end of February. 

Section 8 Future Meetings 
8.1 The meetings of the IAASB for 2006 have been scheduled for: 

• March 6-10, 2006 (Hong Kong) 

• May 22-26, 2006 (New York) 

• July 10-14, 2006 (Brussels) 

• September 18-22, 2006 (Montreal) 

• October 25-27, 2006 (location to be confirmed) 

• December 4-8, 2006 (London) 

 


