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Introduction
I wish to thank the Audit Quality Forum and the Institute of England and Wales for the invitation to take part in one of your sessions. I followed with great interest the previous speakers and I can only say that, from my perspective, I share strongly the concerns and the need for sustained impetus in the effort for audit quality. In fact, we are here at a time of serious crisis. Transparency, accountability, supervision and the institutional infrastructure of financial markets are critical issues that policy must resolve in order to reestablish confidence and normal market liquidity.  And of course the standards that underlie the activity of auditors and accountants are a very important part of that institutional infrastructure.

What I would like to do today in my presentation is to explain the PIOB oversight model that enables the validation of international standards from the perspective of the international public interest. Although I know that many of you are aware of much that I will say, it is of significance to put the whole picture together for you. 

Brief History

International standard setting in the area of auditor activities has been under the wing of the IFAC for many years.  As a brief historical introduction I will say that in 2003, and as a response to loss of confidence, audit failures and corporate scandals at the turn of the century, an IFAC Reform was initiated and ultimately agreed between the Federation and several international regulators and public interest organizations:  IOSCO, the Basel Committee on Banking Supervision, the International Association of Insurance Supervisors, The World Bank and the European Commission.  The main goal of the reform was to reestablish confidence by enhancing the quality and public interest focus of standards emanating from IFAC activities. The main instrument of the Reform was the formation of an oversight body, the PIOB; this body would ensure that the goals of the Reform would be achieved.  Rigor, transparency and accountability should become permanent features of IFAC public interest committees, in addition to high expertise and appropriate governance to assure independence. In this fashion the standards, although produced by a private sector board, would receive the validation of a public interest body.

The PIOB was formed in March 2005. PIOB members are appointed by nominations from the international organizations I noted. These have also constituted a “Monitoring Group” to handle PIOB appointments, approve PIOB budgets, monitor the general process of Reform implementation, and engage in broad discussions on matters of audit quality. Our Board currently has nine members and one vacancy, since Arnold Schilder, who was an original nominee of the Basel Committee and had served very effectively on the PIOB since its inception, resigned last July to take up his appointment as new chair of the IAASB next January. 

International standards inevitably pose the need for international convergence. But what is at stake is not really just the convergence of standards but the convergence of audit quality. This latter goal is an indispensable condition for the reliability that must underlie the function of global markets. Within that broad goal the standards play an important role.  We are presently at a juncture where many have adopted and major jurisdictions are on the verge of adopting ISAs, including the EU, BRIC countries and others. We at the PIOB realize that adoption is important and that once that is achieved, there is a new front that concerns implementation. That is why we place increasing emphasis on oversight of the Compliance Advisory Panel, the IFAC body charged with member body compliance with membership obligations, including the international standards. We also maintain that, although very important, ISAs are not stand-alone items. The Code of Ethics and the standards for accounting education are also very important parts. I do not need to explain to this audience the importance of ethical behavior and rigorous professional training for auditors.

The Model of Public Interest Oversight

PIOB oversight of standard setting and compliance extends to the entire process of production, as it were, starting from the selection of standard setters themselves. Thus, we closely engage and observe the activities of the IFAC Nominating Committee with respect to PIAC appointments. From the very start we asked the Committee to specify criteria of selection that would not only include the goal of parity between practitioners and non-practitioners on the standard setting Boards, but other goals as well. Thus, regional and gender balance, are also factors that weigh in the selection among individuals of expert knowledge. Independence is also an important consideration both in selection and of the judgment of subsequent performance. In fact, the PIOB pressed for and endorsed the chair and membership evaluation program for IFAC Boards and Committees that has been put in place since last year and is working now.  So far, the nominating process has made great strides in terms of transparency, enrichment of the number and the talents of candidates, professionalism and balance. Notably, parity of practitioners and non-practitioners has been achieved in all Boards. The PIOB also has agreed to encourage better representation within the standard setting boards of experts from countries with different legal traditions, e.g. common and civil law. The PIOB has responsibility of final approval of nominations. We carry out this responsibility with diligence, and in several cases we require clarifications, safeguards, and additional calls for candidates as the need may arise. 

Comprehensive monitoring of standard setting meetings by PIOB observers and staff and periodic reporting of Board chairs to the PIOB form the main basis of our oversight. Before PIOB deliberation and decision, standards which are submitted for final approval are independently reviewed by PIOB staff with respect to the due process undertaken and the Board’s response to public comment and consultation. For selected standards which embrace matters of high public interest, the PIOB staff performs “extended reviews”, a feature we have added over the last year. These reviews are designed to complement and not duplicate existing PIAC due process. They take a closer look at the effectiveness of the life cycle of standard development, especially the period between the completion of a public consultation process and finalization of the standard. It is during this period that each PIAC decides how best to respond to public comment and whether finalization or re-exposure is appropriate. For example, over the last year the standards which were selected for their high public interest profile for extended reviews by PIOB staff included: ISA 540 “Audit and Accounting Estimates”, the closed off version of Independence I, ISA 550 “Related Parties”, ISA 570 “Going Concern”, ISA 200 “Audit Objectives”; we are currently conducting an extended review of others, including ISA 700 on the “Audit Opinion”. 
The publication of a “Basis for Conclusions” is the formal outcome of the process the standard setters use to respond to major public comment. These documents have become more substantial and comprehensive over the last three years under our oversight. In addition, the technical director of IFAC is also required to submit a final due process report certifying that pre-agreed steps have been completed; he is also, since last year, required to provide periodic due process progress reports on the development of each standard so that the PIOB becomes aware earlier of possible due process gaps or flaws. I have summarized for you, I hope not too quickly, the direct oversight function that links the PIOB to the standard setting bodies.

The process of oversight is fully described in the diagram that is displayed behind me (source: PIOB Third Public Report, May 2008, page 10). I have so far referred only to two of the vertical lines that make up the process. These are the two lines at the two ends – standard setting board on the left and the PIOB on the right. Let me now turn to the important line in the middle: the work of the Consultative Advisory Groups or CAGs. 

CAGs are groups in which stakeholder organizations, and notably regulators, public interest entities and users of financial statements, are represented. They are chaired by an independent chairman, who is approved by the PIOB. Their terms of reference are also approved by the PIOB. They make up an integral part of the IFAC Reform architecture. Their main role is to provide technical comment on the content of standards on an ongoing basis, and to comment and review on due process and related subjects such as standard setting work-plans and priorities for future work. 

Besides and beyond the original intent of the IFAC Reform document, PIOB policy over the last three years has placed increasing emphasis to the CAGs and their role in standard setting. That is why they appear in the middle line of the diagram. Naturally, the CAGs do not set the standards – nor does the PIOB for that matter – but they are asked to offer assurance that the standards produced are responsive to their review and comment, are cognizant of public interest priorities and are technically adequate for international application, in many different jurisdictions around the world. The review process followed by CAGs has taken on a much more structured form under PIOB direction in recent years. A “report back” feature has been instituted so that CAG members are aware of how their review has been handled. Standards, as reformulated after public consultation, are made available for further discussion in CAGs. Finally, the PIOB asks CAG chairs to explain whether CAG comments have been adequately considered and properly responded to (by either adoption, or justified rejection, or modification) before final approval is offered. This system has been in effect now for over a year, and our perception is that it is working well at this time of stress, at the finish line for ISAs and Independence. This is the way in which the oversight function integrates the operation of the two parallel lines on the left: standard setting and advisory consultation. We consider this a central and distinctive feature of the oversight model that we apply.

We believe in the PIOB that all these steps, procedures and deliberations, satisfy the highest requirements for effective public oversight. We are confident that when we offer PIOB final approval to proposed standards, we are offering well-deserved validation of these standards from a public interest perspective. 

Prerequisites to Audit Quality
The production of international standards under proper public oversight is a major step in fulfilling the prerequisites for high audit quality. The high quality of the standards is based not only on their technical content but also on their applicability in a variety of audit environments and legal contexts. High quality also requires, on a broader base, that standard setters and the process of standard setting enjoy high credibility in the international community of regulators, preparers, investors, all users of financial reporting, and this is where the work of the CAGs, and especially of the PIOB, makes the most significant contribution. 
By ensuring that the production of standards both satisfies technical requirements and undergoes proper scrutiny from a public interest perspective, I believe that we open the way towards endorsement and adoption of the standards by national and regional authorities. Here in the EU for example, we have already participated, and stand ready to do much more, in public discussion and private deliberation, on the pending adoption of the ISAs. As I am sure you know, the Clarity Project which has reformulated ISAs is approaching completion. The IAASB plans to complete this project in December and the PIOB has been working very intensively to ensure that, unless major issues arise on the due process front, its own final review will be completed in February 2009. 

Adoption is of course not the end of the road; rather, it is the platform for new challenges. The translation of standards from English into many languages and the need to have authoritative texts is an immediate concern not only in the EU but everywhere in the world.  It is important to have policy agreement on how translations are constructed. Professional bodies and audit regulators around the world must become engaged in this process. Secondly, there is the whole field of implementation. Implementation requires guidance from standard setters, education and training, checks on compliance, and a process whereby necessary standard revisions will be considered. The main feature of implementation is that it will involve a multiplicity of actors, public and private, and will therefore require a broader coordination effort. The PIOB, whose mandate is oversight of standard setting but also oversight of the IFAC member body compliance program, will be involved through that route in implementation. We have pointed out in our most recent Public Report that we see clearly the need for a coordinated effort to develop around implementation, and that we are ready to participate in this on the basis of our mandate and our accumulated experience of three and a half years. 

As a final comment, let me say that although much has been achieved to date, the circumstances which gave rise to the original IFAC Reform and the formation of the PIOB have been overtaken by even more turbulent market events at the present time. The demand for transparency and effective supervision is increasing at a momentous pace. Underlying any fulfillment of this demand is the further improvement of financial reporting and audit quality. The discussion on market valuations in conditions of stressed or vanishing markets is an important case in point. I believe that the model of the international public interest that has informed our policy and practices over the last three years acquires greater validity under current conditions and can be used in many areas where international action, coordination and supervision in the public interest are required: the improvement and sustainability of high audit quality is just such an area of major importance. 

Thank you.  I will be pleased to take your questions.
6

