CHAPTER 7 — INTERNATIONAL

INTRODUCTION

7.1 The scope of the Pand’s project included seeking information on issues of audit
effectiveness from a globa perspective. Severd speskers a its October 1999 public hearings and
a number of respondents to the survey urged the Pand to consider the effects of globdization.
The QPR assessed the work of U.S. engagement teams on audits on which dgnificant auditing
work was performed outside of the United States by foreign affiliates of the U.S. audit firm.* The
Pand aso addressed issues of globd dgnificance in a number of interviews and other settings.
However, the Pand makes no clam of having made a comprehensve review of audit
effectiveness on aglobd bass

THE GLOBAL ENVIRONMENT

7.2  The busness environmert continues to reflect the extensve globdization of companies
and the markets they serve. Increased cross-border access to the capita markets has helped fuel
the internationd expansgon of many busnesses. Securities offerings that years ago would have
been limited to a company’s home country now are routindy extended to multiple jurisdictions.
The securities of many companies are traded on exchanges located throughout the world or on
sophisticated trading networks that transcend nationa borders.

7.3  The number of foreign companies that have registered securities in the United States has
amost tripled since 1990. In 1999, there were over 1,200 foreign companies from 57 countries
reporting in the United States, 10% of which entered the U.S. markets in 1999.% In 1990, there
were 434 such companies. (Foreign companies that file financid Statements with the Securities
and Exchange Commisson [SEC] are referred to in this chapter as “foreign registrants”) The
securities of many U.S. companies regisered with the SEC are traded outsde of the United
Sates, and the financid datements of those companies may be filed with nonU.S. regulators.
The financid datements of many U.S. companies and foregn companies are avalable to
investors or creditors in numerous countries, irrespective of the jurisdiction that regulates such
companies.

INTERNATIONAL ORGANIZATION OF THE ACCOUNTING
PROFESSION

7.4  The organization of the accounting professon on an internationd scae has many facets.
Audit firms operae in diverse legd environments, as do thar dients The large audit firms
portray themsdves as globd entities, but in redity their legd organizations vary by jurisdiction.

! See “Multi-location Audits’ in Chapter 2.
21999 annual report of the Securities and Exchange Commission, SEC Annual Report 99, p. 76 (U.S. Government
Printing Office).
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Government regulation of the auditing professon dso vaies by jurisdiction, as do the
professon’s sdf-regulatory structures.

7.5 The dandards that affect the professon differ from country to country. Some countries
have highly developed standards or rules for accounting, auditing, independence and qudity
controls over audit firms practices. Other countries, generdly those that are less developed, have
not promulgated their own standards.

7.6  There are a number of internationa organizations that play key roles in the internationa
sting in which the acocounting professon is involved. However, in this chepter only the
following organizations are discussed:

IFAC — the Internationa Federation of Accountants. IFAC is an organization of 143
national and regionad organizations representing the accountancy professon in 104
countries. The American Inditute of Certified Public Accountants (AICPA) is a
member of IFAC.

IASC — the Internationd Accounting Standards Committee. IASC issues internationd
accounting standards® These accounting standards are andogous to U.S. generdly
accepted accounting principles (GAAP) promulgated by the Financid Accounting
Standards Board (FASB). *

IAPC — the Internationa Auditing Practices Committee. IAPC edtablishes
internationadl  auditing standards® These auditing standards are andlogous to U.S,
gengdly accepted auditing dandards (GAAS) promulgated by the Auditing
Standards Board (ASB).°

IOSCO - the Internationd Organization of Securities Commissons. This is a globd
organization of individua country securities regulators. The SEC is a member of
|OSCO.

IFAD — the Internationd Forum for Accountancy Development. This is a group
comprisng the World Bank, IFAC, large accounting firms the Internationd
Monetary Fund and regulators, among others. Its objectives are discussed later in this
chapter.

THE GOAL OF TRANSPARENCY

7.7  Trangparency Imply means “openness” It is a concept that cdls for full and far

3 These international accounting standards are referred to as“IASs.” The FASB staff periodically publishes non-
authoritative reports on the similarities and differences between IAS and U.S. GAAP.

* In this chapter, theterms GAAP or GAAS are preceded by “U.S.,” “national” or “international” to indicate the
body that promulgates these standards.

® Theseinternational auditing standards are referred to as“ISAS” or “international GAAS’ (see note 4).

® Seenote4.
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disclosure of information to the condituencies who need that information. An effective and
efficient globa capitd market depends on financia information that is reliable and comparable,
regardiess of country of origin. For example, the recent Adan criss rased questions about the
effectiveness of accounting and auditing in the affected countries. Critics have cited incomplete
finandd information, inappropriate or inadequate accounting standards and the incongstent
gpplication of the standards that did exist as factors contributing to the seriousness of the criss or
to the delays in responding to it. Consequently, it has become evident that achieving the god of
“trangparency” in the disclosure of information across borders is criticd to the orderly
development of the globd capitd markets.

7.8  Transparency is hindered in some aress of the world by a lack of requisite accounting and
auditing dandards, corporate governance practices and regulation, among other issues.
Achieving transparency requires the cooperative efforts of al participants in the capitd-rasng
and financid-reporting processes, including nationa governments, regulators, the internationa
busness community, internationd lenders and other financid inditutions, accounting and
auditing standard setters and audit firms.

ACCOUNTING STANDARDS AND REGULATION

Accounting Standar ds

7.9  Ciiticd to the rdiability and comparability of finandd informaion (and therefore its
“trangparency”) is the establishment of a set of accounting principles and practices that can be
accepted internationdly. Accounting standards vary sgnificantly from country to country, and in
some jurisdictions the standards or rules condituting nationd GAAP ae not oriented to the
needs of investors.” Instead they may be driven by tax or other regulatory needs. On the other
hand, 1ASs promulgated by the |ASC endeavor to serve the needs of investors. 8

Regulation

7.10 In the United States the SEC permits foreign registrants to present financid Statements
prepared in accordance with ther home country GAAP (i.e, ther nationd GAAP) or in
accordance with standards issued by the IASC.® In ether case, foreign registrants are required to
quantify and reconcile materia differences between their nationd GAAP or IASs and U.S.
GAAP and ditlose such differences in financid datements filed with the SEC. The SEC
requires that these disclosures be audited.

7.11 Ina mgor effort to seek acceptance of 1ASs as the benchmark “international” accounting
gandards, IASC and 10SCO (including the SEC) have been working to develop accounting

" Seenote 4.

8 See note 3.

® In February 2000 the SEC issued for public comment a concept release regarding the use of 1AS (Release Nos. 33-
7801, 34-42430; International Series No. 1215). The release seeks to identify what important concerns would be
raised by acceptance of IAS and asks for comments on whether the SEC should modify its requirement for all
financial statementsto be reconciled to U.S. GAAP. The release al so questions whether having the host country
specify the treatment for atopic not addressed by the core standards is workable.
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standards for cross-border offerings and listings. In 1995, the IASC announced a program to
complete a core set of standards that 10SCO identified as being a reasonably complete set of
accounting standards. 10SCO recognized that the initid core set of standards would not address
al issues, such as those related to specidized indudtries or areas where improvements could be
made but were neverthdess not criticd to the initid core set of dsandards. 1I0SCO dso
recognized that individud jurisdictions might specify required accounting trestments of matters
not addressed satisfactorily in IASs.

7.12 By the end of 1999, the IASC had completed the last mgor component of its core
standards project, and both IOSCO and the SEC were engaged in a detailed assessment of the
gandards. In May 2000, IOSCO recommended that its members permit the use of IAS to prepare
financid datements for cross-border filings and ligings. However, I0SCO recognized that some
of its members might require reconciliation for certain items.

7.13 Because many of the IASC's standards ded with complex issues in consgderable detall,
they will represent a ggnificant change for some companies that adopt them. Transnationd
harmonization (or complete convergence) of accounting standards is gill evolving and likey will
continue for sometime.

7.14 In 1998, I0SCO endorsed a set of disclosure standards for the non-financial statement
portions of a disclosure document. These standards cover fundamenta disclosure topics such as
the description of the securities issuer’s busness. The SEC recently revised its foreign private
issuer integrated disclosure system to incorporate fully those internationdl disclosure standards,
effective September 30, 2000. At that time, except for financid dsatements, disclosures in
offering documents should be subgtantialy equivadent, regardless of the jurisdiction involved.

I nter national Accounting Standards Committee
Structure

7.15 In December 1999, the current IASC Board adopted a proposa to make severa
ggnificant sructurd changes 0 that it can better meet the needs for accounting Standards
acceptable in most aress of the world.*® A key change is that the current part-time board will be
replaced by a new autonomous board of 14 individuas, 12 of whom will be full-time. The most
important board membership qudification is technicd expertise. The new board is expected to
commence its activitiesin 2001.

716 In aoplying IASs questions may aise regading the gppropriate accounting for
transactions that are not specificaly covered by the sandards. The IASC has (and will continue
to have under its revised dructure) a Standing Interpretations Committee (SIC), which is a
vehide for issing timely guidance on internationd GAAP issues, smilar to the EITF If an

10 The new structure adopted by the current IASC Board provides for agroup of 19 trustees having diverse
geographical and functional backgrounds. The trustees will appoint members of the new IASC Board, the Standing
Interpretations Committee and a new Standards Advisory Council. In May 2000, the |ASC Nominating Committee
made up of seven members headed by SEC Chairman Arthur Levitt announced the selection of theinitial trustees,
including astheir Chairman, Mr. Paul A. Volcker, former chairman of the U.S. Federal Reserve Board.

1 EITF refersto the Emerging | ssues Task Force of the Financial Accounting Standards Board.
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issue is not addressed by the SIC, preparers may look to their nationd GAAP for andogous
guidance, or regulators may impose other adternatives® This has the effect of permitting a
vaiety of dternatives in the absence of specific guidance. Thus, SIC has a dgnificant chalenge
in establishing the priorities for deding with issues that are not addressed by the core set of
standards.

Convergence of Accounting Standards

7.17 Many factors may influence how and to what extent standard setters and regulatory
authorities are willing to converge on a sngle set of globa accounting standards. However,
regardless of whether individual countries adopt the IASC's standards, retain their own standards
or sdect other standards, market pressures likdly will encourage convergence over time®®
Countries that elect to participate in the convergence of accounting standards may do o in
different ways. For example, some countries may:

Adopt |ASs nationaly
Permit, but not require, compliance with |ASs as an dternative to national standards
Not alow certain options permitted by |ASs or require additiond disclosures

Adopt |ASs piecemed

7.18 The IASC redizes that identifying and deding with departures from its standards by
preparers (i.e, the enforcement of its standards) will be an important dement of the ultimate
acceptance of its standards. The leadership efforts of the mgor accounting firms and IFAD may
prove hepful in this regard.

AUDITING IN THE INTERNATIONAL ARENA
International Auditing Standards

7.19 Since the late 1970s, IFAC has led the effort to establish globd auditing standards. IFAC
formed the Internationd Auditing Practices Committee to edablish international  auditing
gandards (internationd GAAS). IFAC determines membership on IAPC based on candidates
qudifications and with an eye on geogrephica representation, among other factors. The AICPA

12 \Where the measurement principles of U.S. GAAP and IAS are the same, but U.S. GAAP have interpretive
guidance, the SEC staff may expect registrants to use that additional guidance in implementing IAS. For example, in
determining when the equity method of accounting should be applied under IAS 28, Accounting for Investmentsin
Associates, the SEC staff has stated that indications of significant influence should include those cited in U.S.
GAAPIn FASB Interpretation No. 35, Criteria for Applying the Equity Method of Accounting for Investmentsin
Common Stock.

13 The Panel recognizes that convergence solely to promote uniformity might not result in the highest-quality
accounting standards, and it believes that policy makers, standard setters and investors need to be cognizant of this
fact.
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has been represented on IAPC since its inception, and its representative has chaired IAPC severa
times. The immediate past chair of the IAPC wasthe AICPA’ s representative.

7.20 Hidoricdly, IAPC has been condrained by limited staff and research resources and the
wide geographicd disperson of its members. IFAC's member organizations agpproved a
ggnificant dues increase in 1999 that was dlocated to IAPC's activities. Since then, a new
technical director and additional technical managers have been hired.

7.21 IAPC reviews its agenda and discusses important projects with a consultative advisory
group of public interest organizations. This process has been in effect snce 1994. The
consultative group members include 10SCO, the European Commisson and the Basd
Committee on Banking Supervison.

7.22 IFAC's member organizations endeavor to implement IAPC dandards in ther own
environments, dbet country-specific auditing sandards generdly govern the work of auditors in
their own country. For example, in the United States U.S. GAAS established by the ASB govern
the work of auditors, notwithstanding the AICPA’s membership in IFAC.

7.23 IAPC has endeavored to establish a comprehensive core set of auditing standards. 1t made
ggnificant progress toward that end when it issued a codified core st of internationa auditing
gandards in 1994. To date 34 countries have adopted IAPC's international auditing standards,
and another 35 countries have based their national standards on the international standards with
no sgnificant differences between their nationd standards and the 1SAs!® In addition, the
European Commission is studying whether the European Union should adopt 1SA.

7.24 Smilar to efforts to gain regulatory acceptance of internationd accounting standards,
IOSCO and IAPC are in discussons with respect to IOSCO’s endorsing IAPC's standards. The
process for endorang the internationa auditing standards is expected to proceed once 10SCO
has completed dl of its work on international accounting standards.

7.25 The SEC requires that the financid datements of foreign regigrants be audited in
accordance with U.S. GAAS and that auditors comply with U.S. standards for auditor
independence’®> The SEC accepts an auditor's report prepared in accordance with the
requirements of the auditor's nationa GAAS or internationa auditing standards issued by IAPC
provided that the regort includes a dtatement that the audit dso was conducted in accordance
with U.S. GAAS. ° The SEC recently indicated that quaifying language in auditors reports
such as “subdantidly smila” or “smilar in al materid respects’ to U.S. GAAS is no longer
acceptable.

7.26 The breadth and qudity of auditing standards vary from country to country. Regulators

14 Asreported by IFAC.

15 For example, see General Instruction E(c) to Form 20-F, an SEC form used for registration and annual reporting

by foreign issuers under the Securities Exchange Act of 1934.

18 The 1SASs (see note 5) are similar in concept to U.S. Statements on Auditing Standards (SASs). The staff of the
AICPA periodically publishes a non-authoritative analysis of the ISAs, identifying portions of the | SAsthat require
procedures and documentation beyond those required by U.S. GAAS or that may be in conflict with U.S. auditing
standards.
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requirements dso vary from one jurisdiction to the next. Consequently, one set of “internationd”
dandards that could serve as minimum benchmarks for auditors regardiess of domicile would be
egpecidly useful when an entity’s financid daements are used by investors outsde of the
country where the entity is domiciled. Condggtency in the qudity of assurances provided by
audits would enhance the efficiency of cross-border financing and hedp promote a globd
marketplace for capital.

Other Aspectsof Audit Effectiveness I nternationally

7.27 As in the United States, other dements of the “sysem” play a mgor role in ensuring the
reliability of information. Adde from government regulation, the accountancy professon’s
efforts a sdf-governance are an essentia part of that system. IFAC endeavors to be a catdys in
promoting practice monitoring and appropriate professona sandards, such as qudity control
gandards and ethics standards (including auditor independence). Similarly, IFAC endeavors to
promote higher educational standards for the accountancy professon, snce the educationd
systems and consequently the level of technica skills and competencies differ among countries.
IFAC has made substantia progress over the years in these endeavors. However, it has been
condrained by jurisdictiond issues, the stage of development of the professon in specific
countries, and its limited financia and other resources.

Recent Changesto SECPS Membership Requirements

7.28 In recognition of the increese in the number of foreign regidrants tha file audited
finendd datements with the SEC, in November 1999 the SEC Practice Section (SECPS) of the
AICPA changed its membership requirements for member firms associated with foreign firms
that audit financial datements of foreign regidrants. The changes apply to the foreign offices of
internationd  firms as well as any firm outdde the United States that is a member of,
correspondent with, or amilaly associaed with an internationd firm or international associaion
of firms with which the SECPS member is associated.

7.29 The firg change, sometimes referred to as the “gatekegper” provison, requires a limited
review of mogt foreign regisrants filings by a filing reviewer, tha is a person or persons
knowledgeable about U.S. GAAP and U.S. GAAS, as wdl as about the U.S. ndependence rules
and SEC regulations. The required procedures include discussions with the engagement partner
and documenting the results of the procedures performed. Prior to this change, many of the large
firms dready had such a process, but some firms limited it primaily to initid public offerings
and certain other regidtration statements.

7.30 The second change cdls for enhanced inspection procedures, for example, a review of a
sample of foreign regidrants audits that were peformed by foreign associated firms. The
gudifications of an ingoection reviewer are dmilar to those of a filing reviewer. Prior to this
change, many of the large firms dready performed interna ingpections of foreign offices, but not
aways on arecurring bass or specificaly directed at foreign registrants.

7.31 The “gatekeeper” provison is amed a the audits of foreign regisrants The inspection
procedures, however, dso embrace audits of foreign affiliates of U.S. regidrants. Thus, a firm's
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globa audit practice of both domestic and foreign SEC regigtrants will now be subject to internd
inspection.

7.32 The Pand believes that these changes are gppropriate and will serve to improve both
financid reporting by foreign regidrants and audit qudity.

IMPLEMENTATION OF INTERNATIONAL STANDARDS

7.33 Edablishing accounting standards internationaly appears to the Pand to be progressng
a a ressonable pace. But, lagging behind standard setting is the proper gpplication of the
dandards by the financid reporting community. In its concept release on the use of IAS, the SEC
noted that:

...while the accounting standards used must be high qudity, they dso must be
supported by an infrastructure that ensures that the dtandards are rigoroudy
interpreted and applied, and that issues and problematic practices are identified
and resolved in atimely fashion. Elements of this infrastructure include:

effective, independent and high qudity accounting and auditing standard
setters;

high quality auditing standards;
audit firms with effective quality controls worldwide;
profession-wide qudity assurance; and
active regulatory oversight.*’
7.34  Theformer Vice President and Controller of the World Bank observed:

[IASC and IFAC] ae . . . excdlent standard setters but without an effective
compliance mechanism, commitment or respongbility. On the one hand they can
be seen as useful debating clubs, setting Sate of the at dandards, which, if
complied with, could dramaticaly change the face of the economic earth through
transparency; but again, having no teeth to make it happen, other than by
benevolently agreed regulatory osmoss. When you keep issuing top class
gandards, but 80% of your membership does not comply with your own club
rules and know full well that nothing in the world can make them d it when they
gt in judgment on the next one, you have a problem: tremendous professond
satisfaction in apool of missed opportunities....*

17 Seenote 9.
18 Jules W. Muis, Governance, I nstitutions, Disclosure and Transparency, an address to the Association of
Chartered Certified Accountants, September 1999.
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7.35 Of course, as observed earlier in this chapter, achieving transparency requires an
enormous effort by dl the paticipants in the capitd-rasng and financid-reporting processes.
This effort entails more than merdy mora support from the participants in the processes.
Unfortunately, in some cases, the participants themseves may pose the grestest hindrance for
trangparent reporting. Clearly, strong leadership initiatives are needed.

LEADERSHIP ROLE OF THE MAJOR AUDIT FIRMS

7.36 The mgor internaiond audit firms have a unique role and franchise in the promotion of
uniform accounting standards, financid dSatement trangparency and consgent audit qudity
aound the world. Through ther internationd affilistions and organizationd infresructures, they
can promote condgtent levels of practicee A widdy held view is that ther active leadership is
citicd to achieving the gods of condgtent, high-qudity financd reporting and auditing
throughout the world.

7.37 For example, when the IASs are dlent about the agppropriate accounting for particular
transactions, preparers and regulators may default to their nationa GAAP or other practices for
guidance. Given ther international networks, the mgor international audit firms should be able
to put into place policies tha will hdp identify such transactions and promote consstent
trestment of gmilar items in amilar drcumgances. Furthermore, the firms active support of the
SIC should ad this process by identifying areas of uncertain or differing practice and helping the
SIC resolve the conflicts.

7.38 The mgor firms often have exerted dgnificant influence in the intermationd arena, and
they are increasng that influence through cooperative efforts. For example, the Big 5 audit firms
decided early in 2000 to identify in their audit reports the bass of GAAP and GAAS employed
(i.e, the nationd or internationd standards used). Subsequently, in May 2000, the ASB issued a
proposa to require a reference in the auditor’s report to the country of origin of the accounting
pri ncipl&s1 9used to prepare the financid datements and the auditing standards that the auditor
followed.

INTERNATIONAL FORUM FOR ACCOUNTANCY DEVELOPMENT

7.39 IFAD was formed in 1999 as an initiative of the World Bank and IFAC. Its objectives are
to:

Promote a drong accounting professon throughout the world, especidly in
developing countries

Enhance the underganding by developing countries governments of the vaue to
them of trangparent financid reporting

19 ASB Exposure Draft, Omnibus Statement on Auditing Standards — 2000.
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Help haness funds and expertise to build accounting capacity in developing and
trangtiond countries

Assg in defining expectations about how the accounting professon should carry out
its respongbilities to support the public interest in these countries

Promote the use of IASs a the minimum benchmark for nationd accounting
standards

7.40 IFAD hdd its first two mesetings in 1999 and has held one mesting in 2000 to date. In
response to concerns about inconsstent reporting and auditing practices, the seven largest
internationd audit firms proposed an gpproach to raisng and enforcing standards across the
world, which IFAD adopted. Implementation will require Sgnificant long-term efforts, and the
firms have committed themsdlves to provide aleadership role in that endeavor.

741 The gpproach includes joint efforts by dl participants to develop country-by-country
action plans to achieve a rationd framework of financid reporting. This framework would
encompass upgrading not only accounting and auditing standards, but aso corporate governance,
the accounting and auditing professon, regulation and education. PFilot projects relaed to the
action plans are to be initiated in several countries in 2000. Where any actions are soldy or
primarily within the control of the mgor firms, they have agreed to adopt interim measures until
long-term solutions can be implemented.

7.42 The Pand gpplauds IFAD and the mgor audit firms for this undertaking. IFAD’s misson
is daunting and will require extraordinary patience, perseverance and datesmanship. The Pane
encourages the mgor audit firms and IFAD’ s other members to continue their leadership efforts.

STRENGTHENING SYSTEMIC ASSURANCES GLOBALLY

743 The Pand is aware of recent proposas to strengthen the influence of IFAC that include a
number of idess for enhancing globad sdf-regulation of the auditing professon. The important
gods of this initidive are to involve the large audit firms as catdyss for improving audit qudity,
further increase the resources avalable to IAPC and edtablish the supporting mechanisms for
quality review and monitoring.

7.44 The proposds cdl for IFAC to sponsor a new group of audit firms with transnationd
cients to work cdosdy with IFAC in deveoping and encouraging implementation of
international accounting and auditing sandards. Membership in this IFAC-sponsored group of
firms would require, among other things, intra-firm practice reviews and periodic peer reviews.
The proposds adso include creating an oversght body to oversee dl of IFAC's audit-related
activities, embracing not only auditing standards, quality review and monitoring, but aso ethics
(including independence) and education.

745 At the time of this report, the Pand has not seen the find proposds that are under
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congderation by IFAC. However, given its extensve ddiberations on the sdf-regulatory aspects
of the auditing professon in the United States, the Pand bdieves that its views concerning the
globa aspects of sdf-regulation of the auditing professon may be ussful to IFAC and other
condituencies with an interest in auditing globaly. In making its recommendations to IFAC, the
Pand is cognizant of the difficulties involved in timdy implementation, but bedieves those
difficulties can be overcome if a commitment to do s0 is made by key interested parties,
including audit firms, IFAC, standard setters, preparers of financid statements and regulators.

RECOMMENDATIONS
To the International Federation of Accountants:

746 The Pand recommends to IFAC that the globd sdf-regulatory dructure of the
international auditing professon meet the following criteria

Public Interest Oversight

The globd df-regulatory sructure should have as its centerpiece a globa oversght
body to monitor and report on the activities of individud country sdf-regulatory
organizetions (or the member organizations of IFAC that expresdy serve tha
purpose). The chater of this oversght body should establish clearly that its primary
god is to serve the public interest?® Membership in this body should be established
through a mechanism that ensures its independence and vidbility. (The Pand’s
recommendations to the U.S. Public Oversight Board [POB], included in Chapter 6,
may be hepful to IFAC in this regard, recognizing that a globa structure would not
operate in exactly the same manner as the POB.)

The globa oversght body should ensure that IFAC imposes on its member
organizations cdear and unequivocd minimum guiddines for the sdf-reguldion of the
auditing professon in each country subscribing to its oversght. Timetables for
achieving goas should be established on a by-country basis.

International Auditing Practices Committee

The globd oversight body should be consulted on the membership appointments and
agenda of IAPC and evaduate the efficacy of the 1SAs and the progress made in
achieving their global acceptance. It should ensure that IAPC's dandards are
comprehensve and sufficiently specific and rigorous so that they serve as gppropriate
benchmarks to judge the work of auditors. (See “Edtablishing Auditing Standards’ in
Chapter 2 for the Pand’ s recommendations to the ASB.)

20 The public interest, in the context of aglobal oversight function, includes that of cross-border investors and
creditors who obtain assurance from the work of auditors on financial and other information that they use in making
investment decisions. It also may include the interests of all usersof accounting and auditing services.
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IAPC's ddiberations should be open to the public and the basis for and outcome of its
actions published.** Dissenting views of its members should be published to promote
the god of transparency, encourage development of the highest-qudity standards and
asss in their proper interpretation.

Quality Assurance over Auditing

A key dement of qudity assurance by individud sdf-regulatory organizations should
be externd reviews of the qudity controls of audit firms over ther accounting and
auditing practices. Minimum globd dandards for quality control over the audit
function should serve as the benchmark for these reviews. (See “Recent Changes to
SECPS Membership Reguirements’ above) IAPC (or an equivadent technica body)
should edtablish these qudity controls standards with due process. The globa
oversght body should evauate these standards and the progress of the individua sdf-
regulatory organizations in promoting externd reviews and reporting on ther
results®®  (See the Pand’s recommendation to the SEC in the section “Enhancing
Peer Reviews’ in Chapter 6.)

Ethics and Independence

The oversght body should evauae the adequacy of IFAC's ethics standards,
including independence standards (for firms and individud auditors), in serving the
interests of public investors, creditors and other users of financia statements.

Education

The oversght body should assess IFAC's process for evauating the education and
traning of auditors on a by-country bass and its initigtives for egtablishing high-
leve, minimum educationd standards for the auditing professon. This process should
include monitoring the progress of the professon in each country toward achieving
established goals.

By-Country Monitoring, Investigations and Discipline

The globa overdght body should edtablish a framework for monitoring the
accountancy professon to guide the individua country sdf-regulatory or%;a'lizaions
(or equivaent bodies, if not formally designated as seif-regulatory organizations).?

Key eements that the globa oversight body should ask each country’s sdf-regulatory

2L | APC’ s meetings take place in various | ocations throughout the world. IOSCO isinvited as an observer in these
meetings.

22 The Panel is aware that some elements of “external review” aready are called for by IFAC’s International
Professional Practice Statement No. 1, Assuring the Quality of Professional Services. This recommendation speaks
to therole of the global oversight body.

2 |FAC has set up a Compliance Committee with some functions similar to those described as key elementsin this
recommendation. This recommendation speaks to the role of the global oversight body.
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organization to address include: (1) accounting standards adopted and in use and the
datus of efforts toward convergence with IASC dandards, (2) auditing standards
adopted and in use and the datus of efforts to gpply IAPC standards, (3) ethics
(including independence) standards adopted and in use and the datus of efforts to
adopt internationd sandards as a minimum, (4) educationd levels and skills and the
datus of efforts to achieve gods, (5) qudity reviews (including peer reviews) and the
daus of efforts to achieve gods, (6) monitoring of practice qudity by investigating
dlegations of audit deficiencies or falures and the datus of efforts to achieve gods,
(7) dixciplinay activities and the daus of efforts to achieve gods, and (8) the
regulatory environment over globa financing and changes occurring in  that
environmen.

Membership Requirements of IFAC-sponsored Group of Audit Firms™

Membership requirements of the proposed group of audit firms that will work with
IFAC to raise internationd standards should include periodic reports by those firms to
the global oversight body about their structure and operations?®

Monitoring the Global Auditing Profession

A sygem for monitoring the globd auditing professon should be established by
IFAC that provides for reporting to the globd oversght body by the individud sdf-
regulatory organizations. This monitoring activity should address the key dements
described above for individua countries.

Reporting to the Public

There should be comprehensve annuad reports to the public by the globa oversght
body on its activities, including the results of its monitoring of the qudity assurance
functions for the auditing professon on a by-country basis®® Such reporting should
describe the nature of the sdlf-regulatory processes followed in each country and the
results of reporting by each country’s individud sef-regulatory organization. These
reports should address the progress being made by each country toward achieving
gods in the areas of standards, quality assurance, ethics and independence, education,
monitoring and invedigaions, and discipline. The globa oversght body’'s god
should be to bring “transparency” to how the globa auditing professon functions and

24 The proposed group of audit firms currently is referred to as “The Forum of Firms.”

% For example, World Bank officials have suggested disclosure statements by the various institutionsinvolved in
capital flows, including countries, international standard setters and international accounting firms. One official of
the World Bank has described possible elements of disclosures for firms as, among other things, the international
structure of the firm; what the global use of the firm’s name means to clients and others, when associated with
financial statements; minimum standards followed; their financial strength; their risk profile; their effective control;
and their independence rules (Muis; see note 18).

28 1f some or all of these processes are delegated to regional organizations, the results nonethel ess should be reported
on aby-country basis.
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sarves the interests of investors?’
To audit firms;

7.47  While the changes in the SECPS membership rules described earlier in this chapter are
important firsg deps, the Panel bdieves tha additiond seps are necessary to effect sgnificat
improvements in worldwide accounting and auditing qudity. The Pand beieves that the mgor
firms share this view and that they are in varying sages of upgrading their internationd quality
for the bendfit of dl users of audited financia Statements, not just those who invest in companies

Wrrlc;%% securities are registered with the SEC.?® Accordingly, the Pand recommends that audit
firms™:

Implement uniform  audit methogﬂ?i% throughout the world that use internationd
auditing standards as the base mini

Subject dl audit practice units to periodic ingpection procedures covering al audits,
not just foreign registrants or affiliates of U.S. SEC regidrants

Assgn personnd throughout the world to function as technica consultants in the
goplication of internationd accounting and auditing sandards. Firms should consider
edablishing intra-firm international  “clearinghouses’ to resolve differences in the
goplication of internationa accounting and auditing dandards and  promote
consigency of practice.

To the Auditing Standards Board and the I nternational Auditing Practices Committee:

7.48 The Pand recommends that the ASB and IAPC initiate a formd collaborative effort to
harmonize auditing standards and achieve ther globa acceptance. Others interested in auditing
standard setting should be invited to participate in this effort.>

7.49 While the Pand encourages this initiative, it dso bdieves that such an effort should be
conducted in paradld with the ASB’s congderation of its other recommendations. (See the
Pand’s recommendation to the POB and the ASB under “Edablishing Auditing Standards’ in
Chapter 2.)

27 The Panel recognizes that the global oversight body, not IFAC, would determine what to include in its reports.
This recommendation gives the Panel’ s view of the mattersthat it considers important and appropriate.

28 Usersin this context are those who use financial statements for financing and other needson atransnational basis.
29 The Panel understands that some audit firms already have made significant progress toward implementing these
recommendations.

%0 The Panel understands that audits of the financial statements of foreign registrants are required to comply with
U.S. GAAS. Nonetheless, it believes that it would be in the best interests of both the public and the audit firmsif
there were, regardless of jurisdiction, auniform global “standard” for what constitutes “audit assurance.”

31 The Assurance Standards Board of the Canadian Institute of Chartered Accountants and the United Kingdom's
Auditing Practices Board are two auditing standard-setting bodies that addressed the Panel’ s Exposure Draft. Two
national accountancy organizations, the Institute of Chartered Accountantsin England and Wales and the German
Institut der Wirtschaftsprifer, also addressed the Panel’ s Exposure Draft. Other standard-setting bodiesand IFAC
member organizations may be interested in thisinitiative.
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