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Suitable opening remarks in response to introduction.
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Other speakers will be talking about the challenges faced by professional bodies and how the profession can be supported to the benefit of members.  My theme is the challenges of convergence of auditing standards and how the International Auditing and Assurance Standards Board is meeting them.  Both elements – international and domestic – are essential to the effective implementation of international standards.

Why convergence matters
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There is generally quite wide acceptance that convergence in accounting and auditing standards is desirable. For example, the report on Challenges and Successes in Implementing International Standards: Achieving Convergence to IFRSs and ISAs (the ‘Wong’ report) issued in September 2004, notes that participants in the study were generally positive about the adoption and implementation of the international standards and confirmed that the International Accounting Standards Board (IASB) and the International Auditing and Assurance Standards Board (IAASB) were the appropriate bodies to develop them.
The Financial Stability Forum (FSF) includes International Financial Reporting Standards (IFRSs) and International Standards on Auditing (ISAs) in its 12 Key Standards for Sound Financial Systems. The FSF considers that these 12 Key Standards are most likely to make the greatest contribution to reducing vulnerabilities and strengthening the resilience of financial systems.
But it may be worth recalling what the benefits are, since it is those benefits that justify the undoubted effort and compromise involved in achieving convergence.
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The world is becoming smaller, and investment across international borders is common place. Latin America and the Caribbean get a share of worldwide foreign investment, but there is competition for foreign funds.
 There are clear benefits for a country when investors understand and have confidence in the financial information of the companies they invest in. The quality of financial information, and thereby the confidence in that information, is enhanced when it has been prepared and audited to common international standards. 
Of course, you might say that this would justify convergence for listed entities, but not for the very many – far greater in number – unlisted companies. But any private company may wish at some future date to tap the markets; or to seek international or development finance. For any company the need to produce information to international standards may arise unexpectedly.

For regulators, the advantages are much the same as for investors – it is easier for a regulator to accept that an issuer from another country is meeting the standards required by that regulator, if those standards are being used for domestic purposes as well as for international ones.

For the international auditing firms, the advantages are very clear – the ability to apply a common audit approach and training, knowing that they comply with all relevant standards is very appealing. But other audit firms will equally benefit – if their clients have overseas subsidiaries or if their clients are seeking finance from foreign or international sources.

The advantages in terms of training, including examinations, and the need to learn only about a single set of accounting and auditing rules will also be clear.

The challenges of convergence

For the rest of my topic, I am confining myself to auditing standards, or ISAs.
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There are many challenges. One that I am not going to discuss is the meaning of ‘convergence.’ I interpret convergence as ‘a process of coming together’ that can realistically only be undertaken by a strictly limited number of parties. I therefore argue strongly for adoption rather than convergence. That is, the adoption by a national standard setter of ISAs, or working towards adopting these standards. For the vast majority of countries, adoption is the most sensible strategy:

· Adoption has all the advantages of convergence; 
· all countries may contribute to the standard setting process and IAASB has no domination by any one jurisdiction; and 
· it is the fastest way to eliminate or minimise differences.
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The first challenge a country has is its own starting point. Some countries that do not already use ISAs have their own auditing standards, and in some cases have had so for many years. In fact, the more advanced the economy, the more likely this is to be so. Their own standards may have been written well before international standards were thought about. Why should such a country rewrite its standards, simply to make it clear that it has adopted international ones? I believe that the arguments for such a country to adopt ISAs are just as clear as for other countries, but of course I recognise – and this is the challenge I am dealing with here – that to replace the standards overnight would create an enormous burden on practising auditors, on the professional body and others with an interest in the standards. 
Contrast this with many developing economies. Without an established base of standards, adoption of international standards is an easy way of making rapid progress. But of course, there are many issues associated with such a move:

· the need for training,

· a lack of relevant experience,

· the need for a developed profession and

· other factors that might generally be described as ‘lack of capacity’.

A second challenge is the authority of the standard setters themselves. The IAASB – like the IASB – has no power to enforce its standards. The standard-setting authority in each jurisdiction is established locally, often by legislation. In the past, many if not most of these standard setters were the professional bodies of auditors; and they were mostly member bodies of IFAC, which requires its member bodies to use best efforts to incorporate international standards in domestic standards. Many of the member bodies and their standard-setting arms, made much progress towards adoption of international standards.

But now the landscape is different. In some countries, as a result of reviews of the regulatory structure, the regulation of the profession has been taken out of the hands of the profession to a greater or lesser extent; this has included national standard setters (such as the Public Company Accounting Oversight Board, for listed companies, in the USA) which are therefore not within the scope of the IFAC Member Body Obligations. Why should those new bodies feel bound to adopt international standards, or if they do adopt them, do so without significant amendment? Such bodies need to be persuaded, continually, of the advantages for their auditors and audits of adopting ISAs – and many of them have been persuaded that this is the approach to follow.

The regulatory challenges may be further complicated by having more than one standard setter (which appears to be common in countries in Latin America), and by the separate role and influence of the stock market and other regulators.

A third challenge is a cultural one. Is an audit the same in all parts of the world? Can it be expected to be so? Might some cultures simply interpret the standards in a different way? Do such issues create difficulties of interpretation or of implementation?
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A fourth challenge concerns philosophical differences. This is perhaps cultural, or it may be the result of the legal and regulatory environment. What makes a good standard? To some, it is necessary that the requirements placed on an auditor be spelt out in great detail. In its extreme form, this might be called the ‘rules-based’ approach. At the other end of the spectrum, there are those that think that an approach confined to principles, or objectives, is to be preferred; this might be called the ‘principles-based’ approach. In fact, although the philosophical differences are serious ones, the names are poor. Even someone who would argue for very detailed standards would accept that those would be better if they were based on principles.  In fact, I believe that on the whole the principles of auditing are pretty much accepted throughout the world. The fundamental point of disagreement is how far down in the detail the standards should go towards specifying all the procedures the auditor should do, and how they should be done. 

Such differences could well create barriers to convergence.

A fifth challenge is the scope of the standards. In some countries, audit is confined to listed companies; in others to large companies; while in yet others, as in some Latin American countries, audits are required for all companies. Can the same set of standards deal with all cases, and be applied by audit firms of all sizes? I believe that they can, but if jurisdictions thought they were not suitable for the companies that require audit this would be a clear barrier to convergence.

Then, there are issues of translation. Will standards convey the same meaning if they are translated? And can they be translated in time to be implemented in accordance with their effective dates?
Finally, the frequency with which standards are changing and developing presents a significant challenge; recent standards have been rather more complex than the older standards and their implementation and adoption requires more effort. Some jurisdictions, particularly those with less developed professions, may simply find it too difficult to keep up. And if they cannot keep up, compliance with international standards cannot be claimed.
Meeting the challenges of convergence

These are not inconsiderable challenges; how is IAASB tackling them?
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An important part of our approach is proactive involvement with different jurisdictions. One example is working with national standard setters. We meet a number of standard setters each year. The purpose of these meetings is to discuss our respective agendas, to ensure that we are dealing at the international level with matters of common concern. We also discuss the national standard setters’ convergence strategies – and on the whole, these are positively supportive of alignment with ISAs for those countries that attend the meetings. Our agenda also includes areas for potential cooperation – perhaps through collaborating on specific projects, or sharing resources or documents.

We all recognise that there is much to be gained from convergence in terms of our own efficiency, and through the important act of learning from others. If the IAASB, working in partnership where possible, can produce what is required by most national standard setters, then the national standard setters themselves can concentrate on those things that are of direct concern to them. This would include not only making necessary, though very limited, modifications to the standards to make them suitable for use in the jurisdiction, but may include setting further standards designed to deal with significant additional requirements within the jurisdiction – for example, a requirement to report on internal control.
In order to help national standard setters to adopt the ISAs, the IAASB issued a document that sets out the policy of the IAASB on the question: What modifications may a national standard setter that adopts the ISAs as its national standards make to the ISAs while still asserting that the resulting national standards conform to the International Standards. It is available through our web site.
Another major contribution to convergence is the composition of the IAASB itself: at present the members of the board come from 11 countries. A number of these members are members, or chairmen, of their countries’ national standard setters. This direct input from a broad range of countries is an essential element of our maintaining international acceptance for the IAASB’s standards.

A third primary way of encouraging convergence and adoption of our standards is through frequent dialogue with ‘stakeholders’ such as regulators, legislators, auditors and investors. We do this through separate meetings, but also through our Consultative Advisory Group (CAG). The CAG is chaired by an independent member, and has broad geographical and functional representation.
In general, though, our greatest contribution to convergence will be through the continuing quality of our standards, and our constant attempts to improve them.  For this, we need: 
· a clear idea of what constitutes high quality standards;

· a process clearly designed to achieve that high quality in a way that takes account of the views of our ‘stakeholders’, and in particular of both those representing the interests of large audits and of those with an interest in the audits of small and medium-sized entities;
· and, to give people confidence in our public interest role, proper oversight.
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Quality is fundamental – without the power to enforce use of our standards, we need to be able to demonstrate that they are of high quality. This means that they:

· should be clear;

· should not be capable of being interpreted in different ways;

· should be capable of translation;

· should be enforceable; and

· should be designed to achieve a high quality audit wherever they are used. 
An essential element of this is to draft them in a way that is ‘jurisdictionally neutral’ – that is, that does not assume a particular form of corporate governance, for example.  The standards also need to strike the appropriate balance between the principles-based and rules-based philosophies. 
Due process is a vital part of establishing the credibility of our standards. We have an extremely good due process – fully up to international comparison. It is consultative and open:

· our meetings are open to the public, and recorded for our web site; 
· agenda papers are made available on the web site in advance of our meetings, as are responses to our exposure drafts. 
· sufficient time is allowed for submitting comments on exposure drafts and due consideration is given to comments so received.
Recognising the importance of the smaller entity sector and the particular challenges that smaller practitioners may have in applying the standards we take a number of steps to ensure that we hear and take account of the views of smaller practitioners .We take our due process responsibilities seriously.

Lastly, there is oversight of our activities as standard setter. The Public Interest Oversight Board was established in February 2005 to exercise oversight of IFAC’s public interest activities, including those of the IAASB. It takes a particular interest in our agenda and due process, including how we consult on our draft standards and work programme, and how we deal with responses received. I think we already feel the benefit of the PIOB’s influence and I am confident that it will play a major role in maintaining the credibility, and therefore international acceptance, of our standard setting.

Final words
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I hope I have conveyed some of the challenges surrounding international convergence, and how IFAC and the IAASB are responding to them. But even if the international standards on auditing can be fully adopted, that alone is not enough – they need to be supported by adopting the quality control standards and the IFAC Code of Ethics for Professional Accountants; practitioners may need assistance (in some cases extensive) in the form of implementation guidance, advice and continuing training; education, monitoring and enforcement also have important roles to play in establishing the confidence in financial reporting that adoption of international standards should bring.
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Despite all the challenges of convergence, I am pleased to note that progress is being made. IFAC’s compliance surveys of Member Bodies indicate that over 100 countries use, or base their standards on, international standards.  In the last year or two, significant announcements have been made by such countries as Canada, China, India and the United States of America (for non-public companies) about their progress towards adopting or converging with International Standards on Auditing. In addition, in Europe there is a major project directed at the adoption of ISAs within the European Union.

For our part, as IAASB, we listen to all our stakeholders and seek to respond appropriately to their needs.  This includes not only delivering standards that are acceptable internationally, but also recognising the difficulties that national standard setters, regulators and not least auditors themselves have in keeping up with the pace of change. Perhaps one of our most important contributions to the consistency and quality of global practice will be to ensure that we introduce new standards and changes to our existing standards only when there is a clear need for them.
Latin America represents 20% of the countries that host IFAC member bodies. These countries, through their membership of IFAC, the IFAC Board, and other IFAC boards and committees, and their own standard-setting and regulatory functions, contribute to international convergence. I value this contribution, and look forward to them moving even closer to international auditing standards in the coming years.
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Thank you very much for your attention this morning.
� In the early 1970s, the region got 17 percent of all world foreign investments. From then on, the percentage went down in the 1980s, rose to 16 percent in the late 1990s and has been declining since. In 2006, the region got only 8 percent of all world investments, the second lowest percentage in 15 years.  (“Foreign investment backing away from Latin America” by Andres Oppenheimer, San Jose Mercury News, May 9, 2007)
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