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13 April 2012

Public consultation on the governance (with special focus on
organisational aspects, funding, composition and the roles) of the
Monitoring Group, the PIOB and the standard setting boards and
Compliance Advisory Panel operating under the auspices of IFAC

Response by David Swanney

13 April 2012

Section 1: The structure, objectives, legal nature and name

Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the
public interest?

| do not believe that it is necessary to ‘enhance’ representation of the public interest,
but there is a need to clarify the roles/responsibilities of those currently undertaking
or representing (aspects of) this role. There has always seemed apparent confusion
between the role/purpose — as regards the public interest - of public members of the
PIACs (as | was for six years on IAASB), the PIOB observer attending each PIAC
meeting®, the PIOB as a whole, and the Monitoring Group. [See my response to Q3.]

As part of balancing the perception of the extent to which practitioners can or do
reflect public interest, then as well as the proportions of practitioner and non-
practitioner, the background of each Chair is also important. The appointment of
independent chairs will show that the influence that this role exercises on the
operation of the PIAC will be denied to a practitioner, thus perhaps contributing to a
greater sense to the outside world that the PIAC will prioritise the public interest over
private interests.

Achieving a true balance between practitioners and non practitioners is, however,
difficult. Getting ‘true’ non practitioners (especially on a volunteer basis) with the
necessary ability to contribute in a meaningful way to standard setting (perhaps
especially in auditing) is not easy. The present belief that 50/50 has been achieved
requires some heroic assumptions having to be made on the extent to which some
individuals are sufficiently disassociated from the profession.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how
could such a structure be funded?

! PIOB claim in their work program 2012 and beyond that ‘the knowledge that PIOB were observing each
meeting assured stakeholders that the public interest was being protected.” (page 8). For this rather sweeping
claim to be true, every single meeting of each PIAC would need to be observed. | know from my own
knowledge that this is not the case in practice.
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| have no strong view as to whether, as a matter of philosophy, a model independent
of IFAC would of itself deliver better standards (or a perception of more public-
interestedly developed standards). It is the way that the model works, and is seen
and believed to work, that will determine this. A model independent of IFAC will
necessarily be expensive (just see the IASB model, although this may differ in
important aspects) and it is very difficult to see how — even if it were believed to be a
better model than the existing — such a model could be substantially financed outside
of the accounting/auditing profession. | agree with the caveats regarding the
different perceptions of accounting and auditing standards summarised halfway
down page 31 of the consultation paper.

Moreover, being able to attract sufficient (volunteer) members of the right calibre,
with the necessary technical knowledge to develop quality standards, may be more
difficult without the ‘IFAC’ connection.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

| think that three tiers have to exist in the system — whether one judges that the
present three-tier system is adequate will depend on how the system is perceived to
operate. There has to be one tier that ‘does the work’ of developing standards: a
second tier has to have some level of *hands on’ oversight of this work (in terms of
ensuring that due process is followed): and a third, overarching tier has to oversee
the broader effectiveness of the entire structure — all within the public interest.

It is arguable that the present model does not work in a truly effective way, as there
are many overlaps between tiers: the PIOB observers seem in many ways to
duplicate the role of the public interest members on PIACs (largely because of the
amount of time they spend observing meetings) and they can (and have in my
experience) easily stray into opining on the technical merits of various courses of
action being discussed (rather than, as their remit requires, restricting themselves to
the observation of due process); and the MG seems to be less of an ‘overseer’ of the
whole structure than a ‘second-guesser’ of whether the process is perceived to be
‘working’, which to my mind is the fundamental role of the PIOB. So | see a lot of
confusion in the present structure — but this is more in terms of clarity of role, rather
than a view that there are too many (or too few) tiers.

In practice, the way the present three-tier system appears to operate is actually more
akin to a two-tier model, given the duplication/overlap in the way that the MG and the
P1OB actually appear to work. It may also raise questions about the present level
and granularity of contact and communication between the MG and the PIOB.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you see
as a factor to take into account the fact that IPSASB deals with accounting
rules instead of auditing ones?

| have no strong view on this question. At one level, there would appear to be a lack
of symmetry in the IPSASB not being subject to PIOB oversight. | suspect (but | do
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not know) that the starting point for many IPSASB standards is one or other standard
developed by one of the existing PIACs, so these will have been subject to such
oversight already.

Q5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

In principle, it would be helpful to have all the various ‘foundation’ material in respect
of the PIACs available in one place. That said, | would not see this as a matter that
demands priority in the use of resources, given that this material is already publicly
available (albeit subject to a search). Setting up a Compilation document would also
involve ongoing maintenance costs, which will have to be borne somewhere.

Q6: Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what
name would you suggest?

| have no view on this — it is the structure and its effectiveness that is important, not
its name.
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Section 2: Bodies in the structure (role and composition)

Q7: Do you agree with the proposal that the MG should have a more strategic
role?

As presently structured, | see the MG'’s role as in fact strategic — and therefore at
one level requires no change. It is important to distinguish the role of the MG from
that of the PIOB, which has the (more granular) responsibility for monitoring that due
process is followed by the PIACs. The ‘proposal’ at the top of page 19 of the
consultation paper encapsulates what | see as the kernel of the MG’s role. To move
into a closer relationship with the PIOB (as the first bullet on page 19 suggests)
would blur the distinction even further, and would seem to invite the two bodies being
collapsed into one single body.

Q8: Do you agree with the objectives proposed and, specifically, with the MG
having the possibility of conferring with the PIOB on the PIACs’ agendas and
receiving appropriate feedback?

This specific proposal would seem to bring too granular a role to the MG. There has
to be a reason to have two bodies.......

Q9: Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special
occasions above described direct involvement with PIACs?

The proposal to have more direct contact with the PIACs would seem to bring into
guestion the need to have two separate bodies, and therefore | would not support it.
It is the present role of the PIOB to be satisfied as to due process. It would, however,
be acceptable for the MG to meet the independent Chairs from time to time.

Q10: Do you have any specific suggestions on how liaison with investors
could be improved? In this sense, do you see merit in some portions of the MG
meetings having the public in attendance?

| have no suggestions to make regarding improving liaison with investors. | do not,
however, believe that it is necessary — indeed it would be likely to inhibit debate — for
meetings of the MG to be open to the public. | would have thought that most of the
MG’s meetings are likely to involve confidential discussions. Increased frequency of
press releases, plus perhaps an expanded session at IFAC’s annual conference (or
perhaps something in parallel with it, in the form of a public Annual Meeting) should
provide stakeholders with sufficient opportunity to question the MG about its
activities.

Q11: Would you find it useful that the MG engages with organizations
representing governmental institutions? Would the G20 be the most
appropriate or, should others bodies be considered instead?

Without going overboard on such communication, there would be some merit in

opening some link to the G20, in order to raise the international profile of the
effective development of international standards in the public interest. G20 has
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called for international adoption of ISAs, and so it follows that they ought to have
some interest in being ‘assured’ that adequate and appropriate due process is
followed in the development of such standards.

Q12: What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations (i.e., national or regional regulators) should or
could be represented in the MG? If so, which criteria do you think new
members should fulfil to become MG members? (ii) Should a maximum be set
to the number of MG members? (iii) Would you favour a change on how the
Chairperson is appointed?

| see no reason why one would want to expand the membership of the MG. The
purpose of the MG is to oversee a structure, with monitoring of due process
delegated to the PIOB. It would be wrong and confusing, in my view, to mix
membership of the MG between representative international bodies and national or
regional regulators (accepting as a fact that the EU is a present member). Most
national or regional regulators are likely to be represented in some way through
international organisations that are already members of the MG.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

There is a perception issue here — if the PIOB is there to ensure due process is
followed in the public interest (itself subject to MG oversight), why is it necessary to
have two levels of ‘MG organisational’ representatives? Quite apart from the conflict
of interest point, | see an overlap between the way the MG and PIOB appear to have
been working. For the MG to appoint their ‘employees’ as members of the PIOB
should in principle make it unnecessary for the MG itself to get into much of the
detail — it should concentrate on a more strategic assessment of whether the
‘structure’ under which the PIACs work is effective. But my experience suggests that
the MG has, in fact, gone into a level of detail that is more appropriately the
responsibility of the PIOB. Maybe, however, the real issue is the level of
communication (or perhaps the lack of communication) between the MG and the

At one level, | can see that (senior) employees of the organizations represented in
the MG will have a good understanding of the objectives of these organizations,
which is an advantage. On the other hand, I find it difficult to see how it is justified to
allocate quite so much (valuable) time of very senior employees to the task of sitting
in on a large number of meetings — especially where they are not permitted to
directly contribute to, or influence, the content of these meetings, but are largely
there to observe that due process is followed. | would have thought that such a
‘process ensuring’ role could more cost-effectively be delegated to less expensive
staff. There must also be ways of getting the necessary assurance on the proper
observation of due process through some form of delegation — for example, the
chairs of the CAGs seem to already spend much time on the business and papers of
the PIACs, and could have a more formal role in reporting back to the PIOB on how,
for example, comment letters are dealt with. There could also be some leveraging on
the role of the existing public members of the PIACs. PIOB members sitting in on just
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the occasional PIAC meeting should be enough for them to ‘take the temperature’ of
how these meetings are run.

Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

My comment on the previous question [Q13] might suggest that | believe it would be
better to avoid this.

Q15: Do you think that the roles and responsibilities of MG and PIOB should
be further clarified? Do you have specific suggestions regarding which areas
this clarification should address?

[See my responses to Q3 and Q13]. | agree with the suggestion in the consultation
paper that the MG’s relationship with the PIOB should be ‘reinforced’. | believe there
should be much greater accountability by PIOB to the MG than appears to be the
case at present, so that the MG can acquire an ongoing understanding of how the
PIACs are ‘performing’.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

In any organization, it is good practice that its due process is kept under regular
review; this applies equally to the PIOB. It seems to me, therefore, to be essential
that its due process and oversight framework should be kept under regular review —
for example, whilst it may have made sense in its early years to observe every PIAC
meeting for ‘educational’ purposes, as PIOB’s experience of how these meetings
‘work’ develops, it should not be necessary to invest so much expensive resource in
observation, as opposed to other forms of assessment (including through discussion
with, and feedback from, other participants in the process, such as CAG chairs and
public members).

In addition, it seems to me that the level of ‘public interest’ in the work and output of
all the PIACs is not the same: for example, | would suggest that the level and nature
of public interest in education is quite different from that in auditing standards.
These differences should be reflected in the PIOB’s own due process and oversight
arrangements.

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

Given the nature of its activities, a PIOB ‘strategy document’ has to have limited
objectives — it will describe its due process and oversight framework, but PIOB has
little opportunity to develop a wider ‘strategy’ beyond refining such due process.
Moreover, PIOB is not ‘producing’ anything — and so the oversight of due process
does not in my view lend itself to a normal ‘business plan’ approach. It is the PIOB’s
own due process and oversight framework which is important and of wider interest.
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Q18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s composition is
reviewed each time a new body becomes full member of the MG?

| cannot see any reason why the membership of the PIOB need be enhanced.
Rather, as my responses to Q13-15 imply, | see the current composition as
overlapping with that of the MG, and it is this that should be reviewed.

Q19: Would you consider the current composition of the PIACs appropriate?
Do you see merit, in the context of a second effectiveness review, in exploring
the idea of having a majority of non-practitioners and a majority of public
members?

As | said in my response to Q1, getting the right balance between practitioners and
non practitioners is difficult. | can see that it is undesirable to have a PIAC entirely
comprised of practitioners (for all the obvious reasons), but | am not sure that it is
obvious that a 50/50 split between practitioners and non practitioners (or any other
arbitrary proportion) will of itself persuade outsiders that the process operates more
in the public interest. It is important above all — unless one moved to a model where
the technical staff did all the drafting - to have a PIAC that has sufficient technical
knowledge amongst its members (as opposed to available to members through
technical advisers) that standards can be developed that have technical integrity as
well as coherent and practical presentation. The higher the proportion of non
practitioners (bearing in mind the definition of such persons) the greater is the risk of
diluting the available technical knowledge. | am therefore not persuaded that even a
50/50 split is of itself a priority, especially when it seems to me that some of those
categorized as non practitioners can only just (on a generous interpretation) be
classified as truly non practitioner. But equally, we are where we are, so | accept
we have to live with 50/50, with an independent Chair, but | could not see a case for
increasing the proportion of non practitioners without risking jeopardising the
technical integrity of the PIAC process.

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

| believe there should be a finite length of appointment for any individual that
represents CAG member organisations. The length might vary between CAGs,
depending on the size of a particular PIAC’s agenda, and the level of engagement
that CAG members are required to have.

Q21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial
fashion?

For all the reasons and difficulties noted in the consultation paper, | do not believe
that it is realistic at the current time to try to alter the funding structure. In particular, |
agree with the observation in the paper about the difference in perception between
accounting and auditing standards. | can see that it could be very difficult to
persuade external funding sources of the similarity, in terms of the public interest, of
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these standards, and therefore to get these sources to agree that they should
contribute with equal enthusiasm.

Q22: Do you consider appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an
external fundraising having some contributions of the MG members in the
mean time?

As a matter of practical necessity, | believe that this has to be considered
appropriate. | would be happy to see IFAC launch an external fund raising program,
but | would be cautious in assuming it would deliver anything approaching 51% of
the MG/PIOB costs.

Q23: Do you think it feasible to have a similar funding structure in place for the
PIOB to that in place for funding the IFRS Foundation?

As my response to Q21 implies, | would regard seeking to replicate the IFRS
Foundation arrangements as just not likely to attract sufficient funding.

Q24: Do you see the need for and/or merit in having a permanent Secretariat
for the MG? In this case, do you think IOSCO should provide resources for a
permanent Secretariat to the MG?

| am not persuaded that there is a case for the MG having a permanent Secretariat.
Given the role of MG, which is to ‘oversee’ a PIOB sitting below it, a permanent
secretariat would — not least to justify its existence — be sorely tempted to involve
itself with the detailed work of PIOB, which would complicate an already difficult
relationship. | believe it is sufficient for the MG to oversee the PIOB and the PIAC
structure ‘from a distance’ — based on regular reports and updates from PIOB — with
a closer review taking place at periodic intervals, at which time a small ‘task force’
could be appointed to carry this out.
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Section 3: Final questions

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are
the main objectives that those responsible for governance should take into
account?

The contribution that the governance of the PIACs make to audit quality is through
ensuring the development of high quality standards, drawn up under a due process
that ensures the right balance between the technical quality of standards, the most
appropriate consultation arrangements, and that are ‘flexible’ enough to reflect
changing market conditions and user expectations (especially where these change
suddenly due to external developments).

Above all, the development process must reflect, in all its stages, the public interest,
rather than any private interests, where these interests diverge from those of the
public.

The main objectives that those responsible for governance should take into account
are therefore those that ensure the above aspects are reflected in the current
structure, membership and due process of each PIAC.

Q26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not, what
changes, suggestions or remarks would you propose?

In my view the current structure does allow for the development of appropriate
standards that meet the objectives set out above. | am strongly of the view,
however, that the provision of high quality standards (in all three areas) is only one
part of what delivers audit quality. Education, ethics and auditing standards are
clearly the base on which audit quality is built (albeit each contributing quite
differently to the broad aim), but there are many other factors that affect audit quality
(as recent publications by IAASB point out). It would be wrong, in my view, to
believe that standards alone — however ‘improved’ - will of themselves deliver audit
quality. There has to be discussion and communication (as IAASB well
understands) with other bodies and structures that influence audit quality, to achieve
the result that everyone wishes (however difficult it is, in practice, to measure!).

Q27: Do you agree that the current levels of empowerment and responsibility
of the bodies that compose the current structure (MG, PIOB and PIACs) are
appropriate? If so, do you have any suggestions for improving the dialogue
and interaction between the different bodies? If not, how these levels of
empowerment and responsibility could be improved?

As my responses to earlier questions imply, | do not believe that the present
structure operates in an optimal way. There may on paper be defined roles, but in
the way the various bodies (PIOB and the MG) appear to operate in practice, there
are overlaps which diminish the clarity of the empowerment and responsibility of
each body.
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Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and
how might they be financed?

There is no ‘silver bullet’ that will deliver audit quality. | believe that the present
structure of the PIACs is well placed to deliver what any standard setting bodies
could that will contribute in the best way to audit quality. Provided that these bodies
follow appropriate due process (and that there is a mechanism that confirms this to
the outside world), and there is the right level of communication (and shared
objectives) with those other bodies and structures that affect audit quality, | believe
the standard setting community will have done all it can.
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Comments on IFAC Paper: Public Interest Oversight Board Work Program
2012 and beyond

Q1. Representation of the Public Interest

Response: | consider it necessary to enhance the public interest representation. Currently
| feel the public sector which has a significant impact on the public is not well
represented in the PIAC, and IPSASB which deals with public sector accounting
standards is not covered by PIOB. Recent debt crisis and the global crisis point to more
need for monitoring of all sectors including the public sector. The public sector has a
significant contribution to the national business environment where the technical and
ethics standards are implemented, thus creating a favorable or unfavorable business
environment and enabling or hindering implementation of the set standards even by the
private sector. National standard setters ability to align national policies and legislation
with international standards promotes the adoption and compliance with the international
standards.

Hence besides appointment of an independent IESBA Chair there may be need to
consider more public sector representation in MG and PIOB and especially those from
developing countries. Also bringing IPSASB under PIOB will promote harmonization of
standards across all sectors both public and private. Private Public Partnerships (PPP) is a
common trend across jurisdictions today and harmonization of standards sets the right
atmosphere for these partnerships to succeed for the benefit of all in serving public
interest.

In terms of Boards Composition representation of national Treasuries might be a good
blend to enhance public interest representation. A good balance for the practitioners and
non practitioners in the Boards should still be maintained, the current 50:50 in my view is
okay. Other suggestions include more involvement with stakeholders especially national
governments (through IFAC Member bodies), representation of regional bodies in MG
and oversight bodies like PCAOB and other oversight bodies in the various jurisdictions
in the standard setting process ( e.g inputs through exposure drafts and technical papers
etc) and monitoring their level of involvement.

Q2. Standard Setting Model

I would not favor a standard setting model that is fully independent and outside IFAC.
Even with the current model different countries are at different stages in the
implementation of the set standards, hence the role played by IFAC in terms of
coordination, support and resource management and knowledge sharing across the
various boards and committees is crucial, and moving this out of IFAC would disrupt the
implementation of standards globally which is in itself quite complex.

Funding of a model outside IFAC would also be very difficult. Possibly this could be
considered in the long term, but not in the short term.





Q3.  Three Tier System:

I would consider this to be adequate for now and would not recommend any other model.

Q4. IPSASB subject to oversight

I would support IPSASB being subject of PIOB oversight. IPSASB focus on public
sector has a greater impact on public interest hence the need for PIOB involvement.
It would enhance the role of the profession in influencing governance and financial
reporting in the public sector.

Conditions that should be imposed on such oversight for IPSASB include: Engagement
with Auditor and Accountant General offices at the various jurisdictions and the umbrella
bodies like the Supreme Audit Institutions (INTOSALI etc).

It is worth noting that IPSASB focuses on accounting rules ad not auditing rules.
However, the IPSAS borrow heavily from IFRS, hence linking IPSASB and IAASB
would be another condition in the oversight consideration for IPSASB.

The global crisis has demonstrated the level of interdependence of the private ad public
sectors hence the need for IPSASB oversight.

Q5. Compilation document

I see merit in having a compilation document for the whole structure. The compilation
documents to be organized along the strategic objectives of IFAC. The compilation
document should show the relationship between the various bodies - MG, PIOB and the
PIAC and how these are aligned to IFAC strategy. The compilation document should be
made available to the stakeholders, possibly have it at the IFAC website and the websites
of the other bodies, and make IFAC member bodies have this in their websites.

Q6. Name of the Structure

I would suggest the following name: Public Interest Monitoring Group of the
International Standard Setting Activities for the Accounting Profession.

Q7. MG Strategic Role

I agree MG should have a more strategic role given its working relationship with IFAC
leadership and the leadership of the various standard setting bodies. MG plays an
oversight role over the other bodies within the IFAC structure, hence giving them
strategic direction.





Q8. MG conferring with PIOB on PIAC agendas and receiving appropriate
feedback

| agree with the proposed objectives. MG commitment to promote public interest would
necessitate conferring with PIOB on PIAC agendas to ensure public interest. MG
receiving appropriate feedback is crucial for them to fulfill the strategic role.

Q.9. Improving MG Communication Activities

I agree with the suggested ways of improving the communication activities. MG direct
involvement with PIAC on special occasions would be ideal but not on a regular basis to
avoid independence issues given the strategic role of MG

Q10. Liaison with Investors

Liaison between MG and investor groups should be improved.
I see merit in public attendance of some portions of MG meetings. It might also add value
for MG to interact with regional and national organizations involved in standard setting.

Q11. MG engaging with organizations representing government institutions

It would be useful for MG to engage with organizations representing governmental
organizations. G20 alone is not enough and other national and regional bodies need to be
involved.

Q12. Current Composition of MG

Other organizations like regional and national regulators could be represented in MG.
There should be a set criteria for a new member body to meet before joining MG.

Such criteria could include their ability to participate in funding IFAC activities, having
technical and leadership capability to support the various IFAC initiatives, as MG is like
the Board of the directors in the organization charged with high level decision making at
a global level.

There should be a maximum number for MG members to avoid too large a group that can
be difficult to manage and slow down decision making, hence making it ineffective.

Currently 1 would propose a change in the way the Chairperson is identified, given the
role of IOSCO currently, but in the future with a different composition of MG and PIOB
and possibly less dependence on IOSCO the Chair person can be appointed from any
other body represented in the MG.

Q13. MG appointing full time employees of MG organizations in PIOB

Yes | see a problem with this as there is potential conflict of interest given MG’s control
in these organizations. Given the sentitivity of the PIOB oversight role the process of





appointments in PIOB should be free of any biases like would arise if MG is involved in
appointing full time employees of MG members. Again as full time employees of MG
they may not devote sufficient time to PIOB activities.

Q14. Hierarchical relationship between PIOB and Members

I would consider it convenient for MG members to avoid direct hierarchical relationship
with PIOB to avoid conflict of interest situations.

Q15. Roles of MG and PIOB

I am happy with the role descriptions of MG and PIOB at it is and have no
recommendation on changing or clarifying this. I think it is clear.

Q16. PIOB undertaking regular review of its due process and oversight
framework

I see merit in such a review being done. This is necessary given the changing conditions
and environment where the standards are implemented. Such a review will bring out
emerging areas that need attention and also change in strategy, depending on the
priorities arising from these changes, hence possible re-direction of resources to address
emerging and new risks not previously anticipated and planned for.

Q17. PIOB producing a strategy document to supplement the yearly business plan
and budget

Yes | see merit in PIOB producing this strategy document. This document would be like
a score card to establish the status of implementation of the PIOB strategy and the same
is compared with the yearly business plan and budgets to ensure prioritizing of activities
in the plan and budgets.

MG should be involved on a consultative and advisory role in the preparation of this
strategy document.

Q18. Current Composition of PIOB

I would not consider it necessary for PIOB composition to be reviewed every time there
is a new body becomes a member of MG. This is because the interests of the new body
may already be addressed by PIOB through other bodies already represented in PIOB.
This would happen especially where there are regional bodies as members of MG and a
new body happens to be catered for by the regional body. Again for continuity of projects
and smooth running of PIOB, given its sensitive work there is need for disruptions to be
kept to a minimum and such regular reviews of the composition of PIOB would be quite
disruptive.





Q19. Current Composition of PIACs

I would consider the current composition of PIAC appropriate, with a good balance of
practitioners and non-practitioners. Having more public members who may not be
directly involved with the implementation of the standards may not be very beneficial to
the standard setting process.

Q20. Rotation for CAG Member Organizations

I am not too sure whether 9 years is the best practice for rotation of CAG members.
However, | expect that before arriving at this number of years some research had been
done to support 9 or other number close to this. Given that projects in the standard setting
process take quite some time, even years and PIAC members rotate quite often given the
period they are in the Board is limited it is important to have CAG members not rotated
for at least over two terms for Board members (6+ years), hence 9 years appears quite
reasonable to allow for continuity of projects and smooth running of IFAC.

Q21. Funding of the Standards Setting Activities

I agree it may not be realistic to change the funding structure of the standard setting
activities at the moment. With the current funding through IFAC continuity and smooth
running of the standard setting activities is guaranteed and any significant change to the
funding structure could be disruptive and not serve public interest in the best way
possible. In future other funding models could be considered and planned for.

Q22. IFAC finances the large part of PIOB Budget

I would suggest that IFAC finances a large part of PIOB budget. In the meantime IFAC
could organize for fund raising even through the MG member bodies, and explore other
funding arrangements both in the short term and long term. But to ensure the continuity
of the standard setting activities it is important that IFAC continues funding the larger
part of the PIOB budget.

Q23. PIOB Funding Structure similar to that for IFRS Foundation

Funding for PIOB similar to the on for IFRS Foundation could be considered. If the IFRS
Foundation model has worked then it makes sense o borrow from this and modify as
appropriate given the experiences with IFRS Foundation Model.

Q24. Permanent Secretariat for MG

There is merit in having a permanent secretariat for the MG. I0OSCO need not be the one

to provide the resources for the secretariat. Any of the other member bodies of MG could
provide these resources to reduce overreliance on I0SCO.





Q25. Governance of International Auditing, Ethics and Education Standards
Processes on Audit Quality

Yes the governance of the standards setting processes impacts on Audit Quality, since
these standards have a direct impact on the skills and competencies of the auditors and
the audit methodologies/process adopted by auditors. The auditing standards also guide
the Quality Reviews.

e Composition of the boards and the background and experiences of the
members - this would impact the audit quality

e Monitoring Process of the standards setting process - this too would impact
the audit quality

e Stakeholders involvement - consultation with stakeholders like the PCAOB
and other Oversight bodies and Audit Regulators for their input on common
areas of weaknesses in audits.

Main objectives those charged with governance should take into account:

e User Needs - investors, lenders, creditors ad others should be taken into
consideration in the standard setting to enhance quality of audits.

e Public Interest - to enhance credibility of the profession hence confidence in the
profession public members, regulators and other interested parties need to be
involved in the standard setting process at different levels.

e Specialization - involvement of industry specialists may need to be considered in
the standards setting processes especially on standards that are specific to certain
industries, for instance IFRS 4 on Insurance Contracts and other industry specific
standards.

e Adaptability in different environments - involvement of people from different
jurisdictions in the standards setting process enhances audit quality as practical
difficulties encountered in different environments can be considered and a
common approach adopted.

Q27. Current levels of Empowerment and Responsibility of MG, PIOB and PIAC

I do not have much experience and interaction with these bodies but through this
document and the IFAC reforms and experience with IESBA so far | would consider the
empowerment and responsibility of these bodies appropriate but feedback from these
bodies in terms of how they work would help in making a fair assessment of the
adequacy of their empowerment and responsibility. Some kind of self assessment by each
of these bodies, coupled with assessment by the other bodies would be good feedback on
which to base that assessment.

Q28. Overall Structure and Improvement to Audit Quality

I would suggest the overall structure accommodating audit regulators to be considered as
this would improve audit quality.





Financing could be enhanced by involving member bodies of IFAC and Professional
firms.

Coments Submitted by:
Felicitas Therero Irungu
IESBA Member

26" June 2012

N.B These are my personal views






Michael J. Hafeman
14 Hashbury Place
Thornhill, Ontario L3T 7H3
Canada

June 26, 2012

The Monitoring Group

C/0 International Organization of Securities Commissions
Calle Oquendo 12

28006 Madrid

SPAIN

By e-mail: Piob-MonitoringGroup@ipiob.org

| am responding to the public consultation paper issued by the Monitoring Group in March 2012. As a
member of the PIOB since its inception, | naturally have views on each of the issues set out in the paper,
which can be dealt with through the ongoing discussions among the Monitoring Group, the PIOB, and
the IFAC. However, | strongly believe that it is in the public interest for the setting of public sector
accounting standards by the IPSASB to be overseen, that the PIOB should provide such oversight, and
that concrete steps to do so should get underway. This letter briefly outlines the rationale underlying
my personal views, in the hope that it will assist the Monitoring Group in analyzing the situation.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What conditions, if any, would
you impose on such oversight? Would you see as a factor to take into account the fact that IPSASB deals
with accounting rules instead of auditing ones?

| strongly support the IPSASB being subject to PIOB oversight. The rationale for this is as follows:

Reliable and comparable public sector accounts serve the public interest in many ways;
Relevant and high-quality international standards facilitate the preparation of such accounts;

3. The IPSASB is the only body that exists for the purpose of setting International Public Sector
Accounting Standards;

4. Independent oversight of standard setting contributes to the relevance, quality, and credibility
of the standards, facilitating widespread adoption;

5. For these reasons, the IPSASB should be subject to oversight.

6. The PIOB was established to oversee the public interest activity committees of the IFAC and
does so in an effective manner (according to the Monitoring Group’s recent effectiveness review
and the PIOB’s public reports, with which | concur);

7. The PIOB’s oversight focuses on the processes followed by the public interest activity
committees and those related to the selection of their members, most of which are the same or
very similar with respect to the IPSASB, so extending its oversight to the IPSASB would not
require significant changes in oversight methodology;





8. Operational synergies (for the PIOB, the IFAC, and the Monitoring Group) can be achieved if the
PIOB, rather than another body, oversees the IPSASB;

9. Both the IPSASB and the IFAC support the IPSASB being subject to oversight by the PIOB, and the
IFAC has indicated a willingness to fund the additional costs associated with such oversight;

10. For these reasons, the PIOB is the most appropriate body to oversee the IPSASB.

Except for formalizing the commitment of the IFAC to fund the additional costs of extending oversight
to the IPSASB, | would not impose any conditions on making the IPSASB subject to the oversight of the
PIOB. However, if in the future the responsibility for the setting of public sector accounting standards
ceases to fall under the IFAC umbrella, then it would be appropriate at that point to assess whether
different oversight arrangements would be preferable in the new context.

It would be appropriate to expand the membership of both the PIOB and the Monitoring Group, to
enhance the level of resources and breadth of backgrounds and perspectives applied to the newly-
broadened scope of activity. This should contribute to the effectiveness of oversight and monitoring, as
well as its credibility. Nevertheless, | would suggest that such changes be dealt with as part of the
implementation process rather than as conditions to be met before such process begins. In my view,
the composition of both the PIOB and the Monitoring Group are sufficiently representative of the public
interest in relation to international public sector accounting to provide a credible starting point.

| do not believe that the fact that the IPSASB deals with accounting rules instead of auditing ones is a
factor to take into account. As mentioned above, the PIOB’s oversight is largely focused on due process
and the processes used in developing accounting rules are similar to those used in developing auditing
rules. The PIOB already oversees the setting of not only auditing and assurance standards but also
ethics and education standards. Dealing with this diversity has not been a problem. Also, the team
leader approach currently being tested by the PIOB should be useful in ensuring that sufficient attention
will be devoted to an additional area of oversight. Finally, even if one considers that the subject matter
being overseen is relevant, many current members of the PIOB have experience working in the public
sector or knowledge of accounting, or both.

In closing, | urge the Monitoring Group to take prompt action to lend its own support to the IPSASB
being subject to oversight by the PIOB. The current efforts of many officials around the world to
enhance financial stability and achieve fiscal sustainability serve to highlight the importance of having
reliable and comparable information on public-sector finances. A prompt and positive decision on this
issue will serve the public interest by helping to achieve a situation where such information is widely
available.

Sincerely,

Wikeel Hodorman

Michael Hafeman






Federation of European Accountants
Fédération des Experts comptables Européens

Monitoring Group
I0SCO

Calle Oquendo 12
28006 Madrid
Spain

Piob-MonitoringGroup@ipiob.org

27 June 2012

Ref.: AUD/PRJ/HBL/SHA

Dear Sir or Madam,

Re: FEE Comments on the Monitoring Group Public Consultation on the governance
of the Monitoring Group, the PIOB and the standard setting boards and Compliance
Advisory Panel operating under the auspices of IFAC

FEE (the Federation of European Accountants) is pleased to provide you below with its
comments on the Monitoring Group on the governance (with special focus on
organisational aspects, funding, composition and the roles) of the Monitoring Group, the
PIOB and the standard setting boards and Compliance Advisory Panel operating under the
auspices of IFAC. FEE is separately also responding to the Public Consultation Paper on
the PIOB Work Program 2012 and Beyond.

Main comments

FEE, its member bodies and their professionals are active in all areas in which the
International Federation of Accountants (IFAC) Public Interest Activity Committees (PIACS)
or independent Audit, Education, Ethics and Public Sector Accounting Boards are involved
as international standard setters. We also work in other areas like accounting, financial
reporting, sustainability, integrated reporting, XBRL, etc. which draw on other international
standard setting boards for which the current, highly advanced IFAC governance, due
process, monitoring and oversight is often put forward as a model. This in itself should be
recognised.

In our opinion, IFAC governance, due process, monitoring and oversight are already highly
developed and, as stated in your Monitoring Group Consultation Paper, the
recommendations made in 2003 and in 2010 have been eagerly and satisfactorily
implemented by IFAC and its independent Boards.
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The establishment of high quality standards and practices in auditing and assurance,
ethics and education has until now been achieved by the work of IFAC independent
Boards as accommodated by the IFAC governance, funding and other mechanisms, thus
balancing public interest considerations with the necessary technical expertise. We
strongly believe this continues to be a successful formula for auditing, assurance, ethics,
education and public sector accounting standard setting for the future. For instance, the
adoption of the Clarified International Standards on Auditing of March 2009 by over 100
legislators, regulators, supervisors and others around the globe is the ultimate confirmation
that the objective of setting high quality standards is achieved.

Enhanced focus on monitoring and oversight

We however support the performance of an assessment of the effectiveness of the 2010
IFAC governance reforms by the Monitoring Group and the PIOB as FEE is open-minded
to further enhancements by bringing more public interest considerations into the monitoring
and oversight of the activities of IFAC and its independent Boards. This could include
further enhancements of the role of the Public Interest Oversight Board (PIOB) and in
leading the discussions on further IFAC Reforms.

Funding implications of further enhancements

The Monitoring Group should take into account the fact that improvements usually have a
one-off and/or recurring financial and/or resource implications. The budget of IFAC for its
independent Boards, the Consultative Advisory Groups and the PIOB is limited and while
some re-allocations and further efficiencies might be possible, there appears to be little
opportunity for further increases if the sources of funding remain the same. Therefore, it is
crucial to perform a thorough research of alternative funding sources and a cost/benefit
analysis before embarking on any further enhancements of IFAC and its independent
Boards. Any recommendations the Monitoring Group may have in this respect would be
highly welcomed.

Communication of the enhanced monitoring and oversight

We believe that it is not only important to further enhance the governance, monitoring and
oversight of IFAC and its PIACs, but it is even more crucial that the establishment and
functioning of this governance structure as well as its rigour and independence is
communicated clearly and widely. It is not uncommon to hear criticism on IFAC, the PIACs
and their resulting standards from a governance point of view, often uninformed and
unfounded, which more and better communication could counter.
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In this respect, enhanced transparency on the performance of the oversight functions by
the PIOB would be very helpful as well. More timely disclosure of the agenda and minutes
of its meetings, including an indication of the discussions held, issues encountered,
possible differences of opinion concerning the PIAC’s execution of due process, resolution
of issues and differences of opinion, could be useful to avoid the impression the PIOB
might be a body without any real impact.

SMEs and SMPs

One of the key priorities of FEE which is not addressed In the Consultation Paper is the
consideration in the standard setting activities of the IFAC independent Boards of issues
relating to, and the involvement of, Small and Medium-Sized Entities (SMESs), including
listed SMEs, and Small and Medium-Sized Practitioners (SMPs). Although the interests of
the Monitoring Group and its members might, in the majority of cases, be focused on
listed, regulated or public interest entities, the output of the IFAC independent Boards is
designed to be used globally for all entities subject to audit or assurance and by all
accountancy professionals. Therefore, standard setting should take into account to the
greatest extent possible a broad scope, different cultures, varying levels of development,
and — in addition to large and listed entities - especially the concerns of SMEs and SMPs
on which the economy thrives all over the world.

We have considered your preliminary recommendations put forward in the Consultation
Paper with great interest and in addition to our main comments above, provide you below
with our detailed responses and comments to your questions.

For further information on this FEE" letter, please contact Hilde Blomme, FEE Deputy Chief
Executive, at +32 2 285 40 77 or via email at hilde.blomme@fee.be from the FEE
Secretariat.

" FEE is the Fédération des Experts comptables Européens (Federation of European Accountants). It represents 45
professional institutes of accountants and auditors from 33 European countries, including all of the 27 European Union
(EU) Member States. In representing the European accountancy profession, FEE recognises the public interest. It has
a combined membership of more than 700.000 professional accountants, working in different capacities in public
practice, small and big firms, government and education, who all contribute to a more efficient, transparent and
sustainable European economy.

FEE’s objectives are:

o To promote and advance the interests of the European accountancy profession in the broadest sense
recognising the public interest in the work of the profession;

o To work towards the enhancement, harmonisation and liberalisation of the practice and regulation of
accountancy, statutory audit and financial reporting in Europe in both the public and private sector, taking account
of developments at a worldwide level and, where necessary, promoting and defending specific European
interests;

L4 To promote co-operation among the professional accountancy bodies in Europe in relation to issues of common
interest in both the public and private sector;

o To identify developments that may have an impact on the practice of accountancy, statutory audit and financial
reporting at an early stage, to advise Member Bodies of such developments and, in conjunction with Member
Bodies, to seek to influence the outcome;
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Yours sincerely,

Philip Johnson
President

o To be the sole representative and consultative organisation of the European accountancy profession in relation to
the EU institutions;

o To represent the European accountancy profession at the international level.

Avenue d’Auderghem 22-28, B-1040 Brussels

Tel: +32 (0)2 285 40 85

Fax:+32(0)2 2311112

secretariat@fee.be

www.fee.be
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Responses to specific questions

Question 1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the public
interest?

As the objective of the IFAC governance structure is setting high quality standards to
promote stakeholders’ confidence, we believe that this could be achieved even better by
bringing more public interest considerations into the work of the IFAC independent Boards
or Public Interest Activity Committees (PIACS).

Although FEE is of the view that the current IESBA Chair’s independence is in no way
compromised although he is a practitioner, FEE would also be supportive of the
appointment of an independent IESBA Chair solely for reasons of perception.

At this point in time, we believe that these actions are sufficient to enhance the
representation of the public interest in the work of the PIACs, in particular in the IESBA.

We are for instance not supportive of having a majority of public members and non-
practitioners on the PIACs. In order to properly represent the public interest and produce
high quality output, all independent Board members need to demonstrate both objectivity
and competence in the relevant subject matters. Ideally, each individual board member
should be or be seen as totally objective, a quality more commonly associated with
members from outside of the profession, and highly competent and experienced, a quality
more commonly found within the profession. Therefore, parity in membership is applauded
whereby both objectivity and competence are balanced, based on the principle of the “best
person for the job” as the primary criterion for the selection of board members as currently
applied based on the Terms of Reference of the Boards which continues to be of key
importance.

Question 2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how could
such a structure be funded?

FEE is not supportive of this recommendation as we agree with the Monitoring Group that
this is not feasible in terms of expertise and funding at this point in time.
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Question 3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

On balance, FEE support maintaining the three-tier system of the Monitoring Group, the
PIOB and the PIACs (‘Boards’). We believe that there needs to be a clear allocation of
responsibilities between the Monitoring Group and the PIOB. The potential ambiguity and
over-lap between the roles of the PIOB and that of the Monitoring Group would be reduced
through a clearer definition of the role of each group.

We think that a broader representation is necessary within the Monitoring Group? in order
to be truly representative of the public interest at large, to strengthen the political credibility
of the Group and the standard setting process.® However, in order to continue to be
recognised as global standard setters, high-level monitoring activities and political
accountability of the Monitoring Group have to be accompanied by indisputable technical
expertise. The PIOB exercising direct oversight of the due process connected to standard
setting as well as securing wide stakeholder acceptance is essential to maintaining the
technical credibility of the PIACs.

The responsibilities of the PIOB justify the three-tier approach. The PIOB is in reality
accountable to a broader range of stakeholders and have a wider role to play in exercising
direct oversight over due process.

Therefore, we recommend maintaining the three-tier system. However, clear delineation of
responsibilities between the Monitoring Group and the PIOB needs to be found. This also
involves increasing the role of the PIOB by strengthening their interaction with the
stakeholder community in order to support and strengthen the legitimacy and credibility of
the organisation.

Question 4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you see as a
factor to take into account the fact that IPSASB deals with accounting rules instead
of auditing ones?

We support the expansion of the PIOB’s activities to also include independent oversight of
the IPSASB. In our view, close oversight exercised by the PIOB over the key strategic
decisions and the due process followed by the IPSASB would strengthen public
accountability and contribute to a wide stakeholder’s acceptance of the standards.

2 The members of the Monitoring Group are the Basel Committee on Banking Supervision, European Commission,
Financial Stability Board, International Association of Insurance Supervisors, International Forum of Independent Audit
Regulators, International Organisation of Securities Commissions and the World Bank.

% See our response to Question 12 for further details.
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Given the increased public focus on public financial management due to the ongoing
sovereign debt crisis and the related government debt issues, the adoption of high quality
financial reporting in the public sector is considered essential to enhance transparency and
restore public trust. To this end, an adequate oversight of the IPSASB by the PIOB would
add to the legitimacy and the acceptance of the standards. This would be particularly
important in Europe given the ongoing Eurostat's assessment on the suitability of the
IPSAS for adoption in European Union Member States due by the end of 2012.

In order for the PIOB to meet its commitments regarding its oversight of the IPSASB, it is
also important to reconsider its composition. It should be ensured that the criteria for
selection of its members are adequately defined to allow for an appropriate number of
members with the necessary professional and technical competences and experience in
public sector accounting. It should also reflect broad international representation and
diversity of geographical and other backgrounds relevant to the public sector.

We believe there is no need for having special conditions for the oversight of the IPSASB
by the PIOB in comparison to how it is currently performed for other PIACs.

We are also aware of the ongoing discussion between IFAC and IASB regarding the future
governance arrangement for standard setting for the public sector, including the option of
the IASB and the IPSASB operating under a single oversight body. However, we agree
with the statement made in the Consultation that the possibility of this option should be
considered in the medium and long term.

Question 5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

FEE is supportive of the recommendation to have a compilation document for the whole
structure. However, in case this would result in amendments or additions to the structure
and status of the monitoring, oversight and standard setting structure, a proper due
process for consultation should be set up.

Question 6: Given the breadth of the current mandate, would you consider it helpful
to modify the name of the structure to improve its visibility? In this case, what name
would you suggest?

FEE does not believe that the names of the Monitoring Group and the Public Interest
Oversight Body should be modified. They appear to be well-established and should
therefore not be tampered with.

However, FEE would be supportive of the recommendation to amend the name of the
governance structure of IFAC currently referred to as the IFAC Structure. The reference to
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“International standard-setting structure in the public interest in the fields of audit and
assurance, ethics and education” appears to best reflect the structure of the governance of
IFAC.

Question 7: Do you agree with the proposal that the MG should have a more
strategic role?

FEE is supportive for the MG to have a higher level role as it should remain within the MG
mission of providing high-level monitoring of the activities of the PIOB. This would
ordinarily not include direct involvement with the PIACs, a role which is dedicated to the
PIOB in the current three-tier structure which we support.

Question 8: Do you agree with the objectives proposed and, specifically, with the
MG having the possibility of conferring with the PIOB on the PIACs’ agendas and
receiving appropriate feedback?

FEE is not supportive of this recommendation, as further detailed in our response to
Question 7.

Question 9: Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special occasions
above described direct involvement with PIACs?

FEE is supportive of the recommendation for the MG to improve its communication
activities as long as this would remain within the MG mission of providing high-level
monitoring of the activities of the PIOB. This would ordinarily not include direct involvement
with the PIACs and CAGs, a role which is dedicated to the PIOB in the current three-tier
structure which we support.

Question 10: Do you have any specific suggestions on how liaison with investors
could be improved? In this sense, do you see merit in some portions of the MG
meetings having the public in attendance?

FEE is supportive of the recommendation to improve how the Monitoring Group liaises with
investors. However, investors are not a necessarily a homogeneous group or are even not
necessarily grouping their interests, which makes liaising with them particularly
challenging. In this respect, we refer to our responses to Question 12.

FEE is also supportive of the recommendation to have public Monitoring Group meetings.
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Question 11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most appropriate or,
should others bodies be considered instead?

FEE is supportive of this recommendation.

Question 12: What is your opinion about the current composition of the MG?

(i) Do you believe that other organisations (i.e., national or regional regulators)
should or could be represented in the MG? If so, which criteria do you think new
members should fulfil to become MG members?

(ii) Should a maximum be set to the number of MG members?

(iii) Would you favour a change on how the Chairperson is appointed?

As stated in our response to Question 3, FEE thinks that a broader representation is
necessary within the Monitoring Group” in order to be truly representative of the public
interest at large, to strengthen the political credibility of the Group and the standard setting
process.

The current members of the MG are, in the majority of cases, organisations which are
focused on listed, regulated or public interest entities. However, the public interest in its
entirety is wider and should also take account of the interests of Small and Medium-Sized
Entities (SMEs) including listed SMEs on which the economy at large thrives all over the
world.

This is particularly important as the output of the PIACs, of which the MG provides high
level monitoring, is designed to be used globally for all entities subject to audit or
assurance and by all accountancy professionals. Therefore, standard setting should take
into account to the greatest extent possible a broad scope, different cultures, varying levels
of development, and — in addition to large and listed entities - especially the concerns of
SMEs and SMPs on which the economy thrives all over the world.

() FEE believes that other organisations should be represented in the MG, but ordinarily
not national but at least regional, preferably global organisations. The criteria new
members should fulfil to become MG members should be that they are global or regional
organisations which represent the public interest in its entirety, as explained above, or that
they represent the interests currently underrepresented in the MG, as for instance SMEs.

(ii) In case national organisations would be invited to become members of the MG, it
appears desirable to at least consider to set a maximum number of MG members in order
to keep operating the MG manageable and practicable from a practical point of view.

* The members of the Monitoring Group are the Basel Committee on Banking Supervision, European Commission,
Financial Stability Board, International Association of Insurance Supervisors, International Forum of Independent Audit
Regulators, International Organisation of Securities Commissions and the World Bank.
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(iif) As far as the appointment of the Chairperson is concerned, it appears good practice
that the Chairperson is an individual, elected by the members of the MG from amongst the
representatives of the members of the MG, based on the best practice principle of ‘best
person for the job'.

Question 13: Do you see a problem in MG members appointing full time employees
of organisations represented in the MG as PIOB members?

As this currently already appears to be the case without causing any major issues, FEE
does not see a problem in MG members appointing as PIOB members full time employees
of organisations represented in the MG.

Question 14: Would you consider convenient to avoid direct hierarchical
relationship between the PIOB and the MG members?

This should preferably be avoided, as it appears the high-level monitoring and direct
oversight might otherwise become circular.

Question 15: Do you think that the roles and responsibilities of MG and PIOB should
be further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

As stated in our response to Question 3, we believe that there needs to be a clear
allocation of responsibilities between the Monitoring Group and the PIOB. The potential
ambiguity and over-lap between the roles of the PIOB and that of the Monitoring Group
would be reduced through a clearer definition of the role of each group.

In this respect, the current role of the PIOB is to provide oversight of the standard-setting
process of the IAASB, IESBA, IAESB and CAP, including the standard-setting board
member nominations, whereas the MG provides high-level monitoring of these activities of
the PIOB. This role of the PIOB could be further clarified in a strategic plan as far as the
following is concerned:

e  The public interest mission to which the PIOB is committed. This can include reflecting
on the meaning of public interest as a whole as well as on the strategic objectives
which should be achieved in the short and mid-term time frame:

e The governance of the PIOB, based on independence and public accountability;

e The process to ensure that the standard setting which is overseen is of high quality,
meets the requirements of a well-functioning economy and capital market and is
implemented consistently across the world:
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e The financing to ensure that the organisation is financed in a manner that permits it to
operate effectively, efficiently and independently.

Question 16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

FEE is supportive of this recommendation.

Question 17: Do you see merit in the PIOB periodically producing a strategy
document that would supplement the yearly business plan and budget? What
should the involvement of the MG be in the production of these documents?

FEE is supportive of the PIOB periodically producing a strategy document that would
supplement the yearly business plan and budget. The involvement of the MG in the
production of this document should be the provision of high-level monitoring, similar to its
mission in relation to other activities of the PIOB.

Question 18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s compaosition is reviewed
each time a new body becomes full member of the MG?

Reference is made to our response to Question 12 which is also applicable to Question 18.
Although it is not recommended to review the composition of the PIOB each time a new
body becomes full member of the MG, the composition of the PIOB would be expected to
be reviewed at predetermined regular interval.

Question 19: Would you consider the current composition of the PIACs appropriate?
Do you see merit, in the context of a second effectiveness review, in exploring the
idea of having a majority of non-practitioners and a majority of public members?

At this point in time, we believe that the actions proposed in Question 1 are sufficient to
enhance the representation of the public interest in the work of the PIACs, in particular in
the IESBA.

We are not supportive of having a majority of public members and non-practitioners on the
PIACs. In order to properly represent the public interest and produce high quality output, all
independent Board members need to demonstrate both objectivity and competence in the
relevant subject matters. Ideally, each individual board member should be or be seen as
totally objective, a quality more commonly associated with members from outside of the
profession, and highly competent and experienced, a quality more commonly found within
the profession. Therefore, parity in membership is applauded whereby both objectivity and
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competence are balanced, based on the principle of the “best person for the job” as the
primary criterion for the selection of board members as currently applied based on the
Terms of Reference of the Boards which continues to be of key importance.

Question 20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

FEE fully supports the rotation principle of the representatives of CAG member
organisations to bring fresh viewpoints on a periodic basis. We see this principle as a best
practice but not as a firm requirement, leaving it up to member organisations to comply. In
this respect, we believe it is important that it is also recognised that organisations should
have the legitimate right to appoint the person they consider to be their best representative
and that rotation could also cause some problems in small organisations that do not have
many suitable candidates for that position.

Question 21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial fashion?

FEE is supportive of this recommendation.

Question 22: Do you consider appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?

FEE agrees that the ideal funding formula would involve many parties, providing the PIOB
with a system of financing that permits it to operate effectively, efficiently and
independently. It would indeed be great that the governments of all countries which have
adopted the standards as issued by the PIACs would contribute to funding of the PIOB.

With the largest part of the PIOB budget financed by IFAC, this is currently not achieved
and does not seem feasible in the short term. In this respect, we encourage IFAC to
attempt to make the current external sources more permanent and to explore further
funding of the PIOB from external sources.

Question 23: Do you think it feasible to have a similar funding structure in place for
the PIOB to that in place for funding the IFRS Foundation?

As we agree with the observation that auditing and related standards might not be
perceived as a public good that requires special financing like accounting standards, we
have doubts to believe that a similar funding structure for the PIOB as for the IFRS
Foundation would be realistic.
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Question 24: Do you see the need for and/or merit in having a permanent Secretariat
for the MG? In this case, do you think I0SCO should provide resources for a
permanent Secretariat to the MG?

With the MG providing high-level monitoring and not direct oversight of the standard setting
activities and nominations in PIACs as the PIOB does, there does seem to be less need for
the MG to have a permanent secretariat as compared to the PIOB’s needs for one. As the
PIOB already has an independent permanent secretariat set up, it appears practicable that
the permanent secretariat of the PIOB would also provide for the secretariat needs of the
MG.

Question 25: How do you think the governance of the international auditing, ethics
and education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?

In this respect, we refer to the latter part of our response to Question 15.

Question 26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not, what
changes, suggestions or remarks would you propose?

As indicated before in our responses, we believe that the current structure, together with
some of the recommendations as supported in this letter, are appropriate.

Question 27: Do you agree that the current levels of empowerment and
responsibility of the bodies that compose the current structure (MG, PIOB and
PIACs) are appropriate? If so, do you have any suggestions for improving the
dialogue and interaction between the different bodies? If not, how these levels of
empowerment and responsibility could be improved?

In this respect, we refer to our responses to previous questions.
Question 28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how

might they be financed?

In this respect, we refer to our responses to previous questions.
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The Monitoring Group
c/o International Organisation of Securities Commissions

Sent via email: Piob-MonitoringGroup@ipiob.org

27 June 2012

PUBLIC CONSULTATION ON THE GOVERNANCE OF THE MONITORING
GROUP, THE PIOB AND THE STANDARD SETTING BOARDS AND
COMPLIANCE ADVISORY PANEL OPERATING UNDER THE AUSPICES OF
IFAC

ACCA is pleased to have the opportunity to provide comments on the public
consultation on the governance of those institutions involved in the activity of
issuing international standards for accountants with an overall goal of improving
audit quality.

Responses/comments to the specific questions raised in the paper are as
follows:

Q1: Do you consider it necessary to enhance representation of the public
interest? In that case, which additional actions, apart from the appointment of
an independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the
public interest?

ACCA accepts that IFAC already recognises the importance of serving the public
interest in the current constitutional arrangements concerning the PIACs.

Notwithstanding the above, one aspect of the arrangements which we suggest
merits consideration relates to the criteria for practitioner and non-practitioner
members — the criteria as currently framed contain an express requirement for
the latter group to act ‘in the public interest’. ACCA would expect that all
members of standard setting boards should be committed to acting in the
public interest, whether they are practitioners or non-practitioner members —
and so would expect any principles to be applied to all members of standard
setting boards.

One of the mechanisms that the Monitoring Group (MG) may wish to consider
to further enhance representation of the public interest is to ensure that the
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views of the end users of the standards that are developed — such as investors
and businesses — are more fully involved in the standard setting process.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so, how
could such a structure be funded?

In the long term, ACCA can see benefits in a standard setting model that is
more fully independent from the accountancy profession— but this would have
to be determined by a detailed review of the current model with clear
recommendations on how an alternative model will enhance the standard
setting process. It is also important to emphasise that individual standard
setting boards should not be seen in isolation from other standard setters — and
so the benefits of looking at all standards together should be fully explored
(particularly how the activity between the auditing and accounting standard
setters could be co-ordinated).

On funding, as outlined further in ACCA’s response to question 21, ACCA would
support seeking wider funding for PIOB from regulators, governments and
international associations, and wider funding for PIACs from the primary
stakeholder groups including governments, investors, preparers and the wider
accountancy profession.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

Consideration should only be given to an alternative model in the event that
there is evidence that the current three-tier model is not working effectively or
efficiently, which is not clear from the consultation paper. ACCA would
welcome the opportunity to comment on alternative models that are based on a
detailed review of the current system with clear recommendations for change.
Any such review should aim to reduce complexity and increase efficiency, given
the complexity and cost of having a three-tier system.
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Q4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you see
as a factor to take into account the fact that IPSASB deals with accounting
rules instead of auditing ones?

ACCA believes that the mission of IPSASB should be to promote the adoption of
international public sector standards by national and regional governments. In
this context, the significance of the governance arrangements of IPSASB is that
they have a bearing on the credibility of IPSASB as a standard setter, and
thereby on the rate of adoption of its standards.

ACCA does agree that IPSASB should be the subject of independent oversight,
but consideration should be given to the question as to whether the PIOB is the
most suitable long-term option for that oversight. The main technical issue as
we see it is that the focus of PIOB at present is largely on audit and assurance,
whereas IPSASB covers accounting as well as audit. This means that there is
likely to be a shortfall of skills and experience in PIOB from the public sector
which would need to be addressed if effective oversight were to be possible.
ACCA would support the assumption of oversight by PIOB in the short term but
would also recommend consideration of a long-term roadmap to convergence so
responsibility can move to the IASB or equivalent. Where possible, IAS should
be used to avoid the need for additional standards — and on this basis, in the
longer term it would be appropriate to move public sector standards to the IASB
so that additional standards will only be issued when required.

Should IPSASB be made subject to PIOB oversight, ACCA would make that
conditional on external funding being made available for PIOB, especially from
governments who are the primary beneficiaries of public sector standards.

Q@5: Do you see merit in having a ‘Compilation document’ for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

ACCA would see merit in the production of a ‘compilation document’ and would
favour it being organised through the PIOB Foundation.
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Q6: Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what
name would you suggest?

ACCA would not consider it helpful to consider modifying the name of the
structure — any changes may have the result of confusing stakeholders as
opposed to improving visibility.

Q7: Do you agree with the proposal that the MG should have more of a
strategic role?

ACCA does not agree with the proposal that the MG should have more of a
strategic role as outlined in the consultation paper. It is essential that the
standard setting process remains independent and so the MG should not be
directly involved with the PIACs and keep involvement with the PIOB to its
current mandate.

Q8: Do you agree with the objectives proposed and, specifically, with the MG
having the possibility of conferring with the PIOB on the PIACs’ agendas and
receiving appropriate feedback?

ACCA does not believe it is appropriate for the MG to be directly involved in
determining the agendas of the PIACs — given MG’s oversight role. ACCA
believes that the organisations on the MG already have appropriate channels in
place to input into the agendas through representation on the Consultative
Advisory Groups (CAGs).

Q9: Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special
occasions above described direct involvement with PIACs?

In ACCA’s view, the communication activities of MG should be appropriate to
its overall governance and monitoring mandate and take into account the
communication activities already undertaken by the PIOB.

29 LINCOLN'S INN FIELDS T +44 (0)20 7059 5000 www.accaglobal.com
LONDON WC2A 3EE F +44 (0)20 7059 5050
UNITED KINGDOM





Q10: Do you have any specific suggestions on how liaison with investors could
be improved? In this sense, do you see merit in some portions of the MG
meetings having public attendance?

ACCA would support investors’ involvement in the standard setting process, as
opposed to involvement in the MG. Standard setters need to clearly understand
investors’ needs and so this is an area that should be dealt with by PIACs and
their CAGs. It is not consistent with the mandate of the MG to have a direct role
in engaging with investors in relation to the activities of the PAICs.

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most
appropriate or, should others be considered instead?

ACCA would support the MG engaging with governmental institutions as it
deems to be appropriate and relevant to its function.

Q12: What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations (i.e. national and regional regulators) should or
could be represented in the MG? If so, which criteria do you think new
members should fulfil to become MG members? (ii) Should a maximum be set
to the number of MG members? (iii) Would you favour a change on how the
Chairperson is appointed?

(i) ACCA believes that any changes that are made to the current composition
should be driven by the need to bring a more diverse perspective to the MG,
rather than risk representation by individual roles or organisations. ACCA would
support widening participation to include the perspective of
emerging/developing and high-growth markets.

(ii) In ACCA’s view, there should be a maximum number of MG members to
ensure overall effectiveness of the group. However, ACCA would support the
MG periodically widening the group as required to ensure a wider, diverse pool
of expertise can be convened to consider specific reviews and consultations.
This expansion of the MG would be short term and for the duration of any
consultation.

(iii) Many organisations globally use a form of Nominating Committee to
appoint a Chairperson and ACCA would therefore recommend that MG consider
a similar approach.

29 LINCOLN'S INN FIELDS T +44 (0)20 7059 5000 www.accaglobal.com
LONDON WC2A 3EE F +44 (0)20 7059 5050
UNITED KINGDOM





Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

ACCA does not regard this as a problem as long as the appointees have clear
personal responsibilities to act in the best interests of PIOB.

Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

ACCA would expect the relationship between the MG and PIOB to be managed
appropriately and in the public interest — and that it would be best to avoid a
direct hierarchical relationship between the PIOB and MG members.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be
further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

ACCA believes that at present the roles and responsibilities of both the MG and
PIOB are sufficiently clear and therefore ACCA does not consider further
clarification to be required.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

ACCA supports the PIOB undertaking a regular review of its due process and
oversight framework to ensure that confidence in independence is maintained —
although good practice would suggest such a review is conducted every five
years.

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

ACCA would support the PIOB periodically producing a strategy document that
includes a regular review of its due process and oversight framework, as
referred to in Q16. The MG should be consulted as part of the process and
continue to exercise oversight in relation to it.

29 LINCOLN'S INN FIELDS T +44 (0)20 7059 5000 www.accaglobal.com
LONDON WC2A 3EE F +44 (0)20 7059 5050
UNITED KINGDOM





Q18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s composition is
reviewed each time a new body becomes a full member of the MG?

ACCA would propose that the composition of the PIOB is reviewed, should
PIOB assume oversight responsibility for IPSASB. Should this be agreed, then
the composition of the PIOB should include appropriate expertise on public
sector accounting.

Q19: Would you consider the current composition of the PIACs appropriate? Do
you see merit, in the context of a second effectiveness review, in exploring the
idea of having a majority of non-practitioners and a majority of public
members?

ACCA regards the current composition of the PIACs, with an equal split
between expert and lay members, to be appropriate in ensuring they work in
the public interest. ACCA would reinforce the importance of having expert skills
on the PIACs to ensure they can discharge their mandate (which is now the
case).

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

ACCA considers a nine year period for rotation to reflect current good practice.

Q21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial
fashion?

ACCA would not agree with this statement. Given the oversight role of the
PIOB, ACCA believes that the PIOB should be primarily funded from outside the
profession — to include regulators, governments and international associations.

ACCA would further support broadening out the funding model for PIACs in
recognition of how important standards are to maintaining confidence in capital
markets. This should include all the stakeholder groups that are the major
beneficiaries of the standards.

Should the funding base become broader, it may be necessary to revise the
governance model to accommodate that.
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Q22: Do you consider appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an
external fundraising having some contributions of the MG members in the mean
time (until the fundraising is able to provide with some funds)?

ACCA does not consider it appropriate that IFAC finances the largest part of the
PIOB budget, given the importance of the perception of independence to wider
stakeholder groups. ACCA would consider it appropriate for PIOB to undertake

external fundraising and for MG members to contribute funds.

Q23: Do you think it is feasible to have a similar funding structure in place for
the PIOB to that in place for funding the IFRS Foundation?

It may be feasible to use a similar funding structure for the PIOB as used for the
IFRS Foundation, but the differences in governance and purpose between the
two organisations would need to be clearly understood, and the most
appropriate long-term funding structure for PIOB chosen. The wider breadth of
funding from stakeholder groups that benefit from the standards could also be
replicated for the PIACs.

Q24: Do you see the need for and/or merit in having a permanent Secretariat
for the MG? In this case, do you think IOSCO should provide resources for a
permanent Secretariat to the MG?

ACCA would regard it as a matter for the MG to consider the most effective
means of ensuring it is sufficiently resourced to carry out its role.

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?

ACCA believes that the standard setting process does improve audit quality
work by:

e identifying best practice clearly and comprehensively

e covering all relevant technical issues

e providing a source for determining the competences required by auditors
and therefore the training and educational requirements for professional
auditors
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e being consistent with other relevant guidance, including ethical rules and
to the extent that is practicable, legal requirements

e making the process of compliance straightforward and cost effective,
thus avoiding superfluous requirements.

The governance of the standard setting process should therefore aim to ensure
that standard setters develop and issue standards which are clearly written and
presented, are technically expert, identifying and addressing all the right issues,
are prepared in a way which is mindful of other relevant guidance and which
accommodates a concern for how compliance can be most effectively achieved
at the practitioner level and monitored and enforced by regulatory bodies.

It should also be noted that standards themselves are only one element in
achieving quality work. Other factors have to be taken into account, including
internal quality control arrangements and external monitoring and enforcement
activities.

Q26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not, what
changes, suggestions or remarks would you propose?

ACCA believes that the current governance structure in place is appropriate to
continue to improve audit quality. Any proposed changes to the structure should
be based on evidence either that there are problems with the current structure
or significant governance improvements that can be made in line with best
practice, and to ensure they can more effectively discharge their mandate to
work in the public interest. It should also be noted that if the funding model
changes to include a wider group of stakeholders, then the governance
structures may also need to be revised.

Q27: Do you agree that the current levels of empowerment and responsibility of
the bodies that compose the current structure (MG, PIOB and PIACs) are
appropriate? If so, do you have any suggestions for improving the dialogue and
interaction between the different bodies? If not, how these levels of
empowerment and responsibility could be improved?

Whilst ACCA believes that the current levels of empowerment and responsibility
of the MG, PIOB and PIACs are appropriate, there could be a clearer separation
between the PIOB and PIACs — reinforcing that PIOB should not itself take part
in developing a standard.
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ACCA supports the application of good regulation principles. Using regulatory
impact assessments and ensuring there is transparency regarding the meetings
of the MG/PIOB and PIACs will help to ensure that empowerment and
responsibility continue to be enhanced.

Q28: Do you think that there is any overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and
how might they be financed?

Please see the response to question 2. It is also important to emphasise that
individual standard setting boards should not be seen in isolation from other
standard setters — and so the benefits of looking at all standards through a more
integrated framework should be fully explored.

On funding, as outlined further in ACCA’s response to question 21, ACCA would
support seeking wider funding for PIOB from regulators, governments and
international associations, and wider funding for PIACs from the primary
stakeholder groups including governments, investors, preparers and the wider
accountancy profession.

Please direct any requests for clarifications to:

Andrew Steele

Director — Corporate Development, ACCA
+44 207 059 5765
andrew.steele@accaglobal.com
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Dear Mr. Restoy:

Re.: Public consultation on the governance (with special focus on the
organisational aspects, funding, and roles) of the Monitoring
Group, the PIOB and the standard-setting boards and Compliance
Advisory Panel operating under the auspices of the IFAC

We would like to thank you for the opportunity to provide the Monitoring Group
with our comments on its public consultation on the governance (with special
focus on the organisational aspects, funding, and roles) of the Monitoring
Group, the PIOB and the standard-setting boards and Compliance Advisory
Panel operating under the auspices of the International Federation of
Accountants (IFAC).

The Institut der Wirtschaftsprufer in Deutschland e.V. [Institute of Public
Auditors in Germany, Incorporated Association] (IDW) represents the
Wirtschaftsprufer [German public auditors] (WP) profession in Germany and is
responsible for the issuance of IDW Auditing Standards, which transpose the
International Standards on Auditing (ISAs), and other technical professional
standards in Germany for the WP profession. The IDW is a full and founding
member of the International Federation of Accountants (IFAC) and of the
Fédération Experts Comptable Européen (FEE). Together with the
Wirtschaftpriferkammer [Chamber of Public Auditors] (WPK), the IDW has been
a sponsoring organization of members of the International Auditing and
Assurance Standards Board (IAASB) and its predecessor, the International
Auditing Practices Committee (IAPC), of the International Ethics Board for

GESCHAFTSFUHRENDER VORSTAND:
Prof. Dr. Klaus-Peter Naumann,

WP StB, Sprecher des Vorstands;

Dr. Klaus-Peter Feld, WP StB CPA;
Manfred Hamannt, RA
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Professional Accountants (IESBA), and of the IPSAS Board, since their
inception.

We believe that the IDW is recognized by relevant Ministries of the German
government and German regulatory authorities, and by the European
Commission, as a technically competent participant in discussions with them
about auditing and auditors in both the long-term interests of the profession and
the overall public interest, which we believe to be in consonance in the long run.
We believe that this is so because, ultimately, auditors as a profession must
provide services that deliver real added value to users in the public interest as a
prerequisite for the long-term success of the profession. We have written our
comments on the public consultation from this perspective.

While the public consultation addresses broad issues in relation to all public
interest activity committees (PIACs) of IFAC, their Consultative Advisory Groups
(CAGS) and to the Public Interest Oversight Board (PIOB), it focuses on the
IAASB (auditing and assurance) and IESBA (ethics). In our comments we will
focus on the impact of the recommendations of the Paper on the IAASB, since
these comments may also apply in an analogous fashion to the other PIACs.
However, as a whole, the public consultation does not adequately address the
importance of education (IAESB).

Before responding in the Appendix to this letter to each of the questions posed
in the public consultation, we provide some general comments in the body of
this letter.

General Comments

We believe that some of the statements in the public consultation appearing to
form the justification for subsequent contentions therein represent non sequiturs
or false causes, or in some cases lack evidential support.

In the executive summary, the statement is made that “in relation to
independence, the document deals with the possible conflicts of interest that
might arise from the fact that employees of audit firms still have a very
significant involvement in standard-setting”. We do not deny that such conflicts
of interest might exist, but as a statement on its own it conveys the impression
in the executive summary that the only important issue in relation to the
composition of standard-setting boards is significant practitioner involvement
and the potential conflict of interest from this. The statement conveys an entirely
biased view of the matter, since it does not recognize that members from other
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stakeholders may have also have conflicts of interest of a different sort with the
potential added handicap of less competence.

Of particular concern is the lack of underlying analysis and logic in the
subsection of the Introduction entitled “Background — lessons from the financial
crisis”. A bold statement is made in the first sentence of the third paragraph of
that subsection that “the current financial crisis provides a new impetus to
strengthen the governance of international standard-setting activities for
accountants”. Without in any way suggesting that there is no room for
improvement in audits and auditor ethics, and in the standards governing these
activities and governance over the standard-setting processes for those
standards, there is in fact little — if any — evidence that the financial crisis was
caused by deficient audits or auditing standards, a lack of auditor ethics, or
deficient governance processes over standard-setting. Why, therefore, the
financial crisis should provide an impetus to strengthen such governance is
unclear: no logical link is established between the financial crisis and such
governance.

In fact, the financial crisis might also be seen as having been caused — at least
partly - by a systematic failure of regulators (i.e., those member bodies of some
of the bodies comprising the Monitoring Group) and governments to properly
regulate financial markets to prevent the creation of a financial bubble based on
substandard financial products (whether asset-backed mortgages, synthetic
derivates, or low quality sovereign debt, etc.). The Monitoring Group can afford
to be a little more humble when seeking to throw the first stone. In this context,
the question that IFAC and its PIACS ought to be asking themselves is whether
it increases the credibility of their standard- setting activities to have the blessing
of the Monitoring Group, or whether IFAC should be seeking the imprimatur of
bodies less tarred by the financial crisis.

The following three sentences in the noted paragraph betray the shallowness of
the analysis undertaken to justify the final sentence in that paragraph, which
questions the adequacy of the governance framework under which auditing and
ethics standards have been created. The second sentence of the noted
paragraph states that “Stakeholders expect the auditor to provide them with
assurance concerning the fair presentation of the financial statements”. This is a
true, but not fair, statement. First, stakeholders may have many expectations,
but that does not mean that all of them are worthy of fulfilment. Second,
auditors do not “provide” assurance — auditors obtain assurance (see the IAASB
Assurance Framework, ISAE 3000 and the ISAs) and seek to communicate the
assurance obtained, because the assurance obtained can never be precisely





page 4/23 to the comment letter to the IFAC MG dated June 27, 2012

communicated, and that communicated is never that attributed by the recipients
of that communication thereto. Third, and most importantly, “fair presentation”
cannot be understood without the underlying context of financial reporting
standards, since for example under IFRS, it is only in extremely rare
circumstances that auditors would judge application of the financial reporting
standards to result in inappropriate recognition of measurement that cannot be
remedied by disclosure alone. By ignoring the role of financial reporting
standards, the second sentence appears to be suggesting that auditors
generally apply, or should generally apply (as opposed to rarely), a “fair
presentation” test beyond the strictures of financial reporting standards, which is
an unreasonable proposition because there would be no objective criteria for
determining appropriate financial reporting treatment. Hence, the second
sentence provides no basis for questioning the governance of audit standards
setting processes.

The third sentence states that stakeholders “may be interested in assurances
[sic] ...about other issues, such as fraud or the responsible behavior with regard
to environment, governance and social matters.” This is true, but is also a non
sequitur because none of these issues relate to audit or ethics standards: they
relate to what ought to be reported by management or those charged with
governance and then perhaps subject to an assurance engagement. On this
basis, the beginning phrase of the fourth sentence “In this sense” is without
content. Consequently, the noted contents of the third sentence do not provide a
basis for questioning the governance of audit standard-setting processes either.

The beginning of the third sentence addresses stakeholder interest in assurance
regarding the going concern status of the entity and ties into the example in
footnote 4 of the fourth sentence and the subsequent assertion in that sentence
that “public expectations of what the financial statements and the auditor’s
opinion provide appear not to have been completely fulfilled ...". First, it is
management’s responsibility to disclose in the financial statements the going
concern status of the entity — not that of the auditor. Only if management has
not made adequate disclosures about that status must auditors qualify their
opinion or express an adverse opinion. Consequently, at variance with the
assertion in footnote 4, if management has made adequate disclosures, no
qualification with respect to going concern is required — indeed, it would be
entirely inappropriate to qualify the opinion on the financial statements if
disclosure is adequate because the financial statements are “right”. Second, if
there are material uncertainties (in the U.S., substantial doubt) relating to the
entity’s ability to continue as a going concern, if (and only if) disclosure thereof
in the financial statements is adequate, auditors are required to include an
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emphasis of matter paragraph on such material uncertainty. However, such an
emphasis of matter paragraph and related disclosures are not necessary if
management or third parties (such as governments) have taken measures to
mitigate that uncertainty. So for example, shortly after the commencement of the
financial crisis, banking oversight authorities in some jurisdictions clarified to
management and auditors prior to the issuance of the financial statements and
the auditor’s report that the governments of those authorities would provide the
necessary support to the financial institutions to prevent their illiquidity or
insolvency (which they subsequently did), and that therefore such disclosures
and emphasis of matter paragraphs were not desired because they would cause
a “run on the banks”. We find it to be somewhat hypaocritical that those same
banking oversight authorities, which are represented in the Monitoring Group,
are now accusing auditors of not having qualified their auditors’ reports for going
concern disclosures, or not having included an emphasis of matter paragraph in
relation to material uncertainties, prior to the extension of promised government
support.

The fourth sentence states that “public expectations of what the financial
statements and the auditor’s opinion provide appear not to have been
completely fulfilled — the “expectation gap”. This is only a partly true, but
definitely not fair, statement. First, public expectations of the financial
statements relate to the “information gap”, not the expectations gap. Second,
public expectations with respect to information about an entity can never be
fulfilled by the financial statements or any other form of reporting because there
will always be a gap between what is reported and what is, and the public will
never have access to all entity information. Third, it is not necessarily the role of
auditing, auditing standards, and auditors to reduce the information gap: that is
properly the role of corporate reporting (financial statements and other
reporting) through management and those charged with governance in
accordance with reporting — not auditing — standards. Fourth, the expectation
gap is composed of a number of components — some of which can be narrowed
and some not. In particular the gap between what the public expects and what
can reasonably be expected of audits (the so-called “reasonableness gap”
component of the expectation gap) can never be completely eliminated. It is
therefore a non sequitur to claim that because public expectations have not
been completely fulfilled, questions ought to be raised about the governance of
auditing and ethical standards.

The fifth and final sentence of that paragraph raises the question of “whether
audit and ethics standards have worked sufficiently well and how they have
been applied by extension raises the question about the suitability and
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adequacy of the current governance and regulatory framework under which the
auditing mandate operates”. First, there is little or no evidence that audit and
ethics standards as a whole have not worked sufficiently well. Second, even if
they have not worked well, there is no evidence that this is due to deficient
standards as opposed to deficient execution (i.e., how they have been applied),
which is not a standard-setting governance issue. Lastly, even if the standards
were deficient, this does not imply that the current governance and regulatory
framework is unsuitable or inadequate — but it would be cause to investigate
whether this is so. However, the public consultation does not represent such an
investigation.

Overall, the public consultation makes a chain of assumptions and logical leaps
with little or no evidence to support the conclusion that questions need to be
raised about the suitability and adequacy of the governance of auditing and
ethics standard-setting. This is tragic because it may lead to the Monitoring
Group (MG) seeking to “fix” something that is not broken, and thereby actually
cause the decline in quality in auditing and ethical standard-setting that it seeks
to avoid. We are not opposed to change and to reasonable discussions about
improvements that can be made to the governance arrangements over auditing,
ethics, and education standard-setting, but we do believe that such discussions
should be based on evidence and objective analysis.

We would be pleased to provide you with further information if you have any
additional questions about our response, and would be pleased to be able to
discuss our views with you.

Yours truly,

P

S

Klaus-Peter Feld Wolfgang P. Béhm
Executive Director Director Assurance Standards,
International Affairs

494/584
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APPENDIX :
Responses to the Questions Posed

Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner
board members, would you suggest to reinforce the mechanisms to
safeguard the public interest?

We would like to point out that the Nominating Committee has already applied
the new definition of non-practitioner in its selection of candidates for 2012, and
that an independent IESBA Chair has already been selected for the near future.

In this context, the question posed above is not neutrally worded, because it
asks whether enhancement of public interest representation is necessary and
whether additional actions could be suggested to “reinforce mechanisms to
safeguard the public interest” — not whether the current degree of public interest
representation is appropriate, and what actions are suggested to make it
appropriate. It seems to us that the Monitoring Group is seeking to use
“motherhood” phrases such as "enhance” in connection with “public interest”
and “safeguard the public interest” to prejudice the uninitiated non-professional
accountant stakeholder to say “yes”, it needs improving”, for would anyone
without a deeper knowledge of current conditions say “no, it need not be
improved™? As any academic with survey experience would point out, the
responses would not be valid because the questions have not been neutrally
posed. A valid question is therefore, does the current structure of standard-
setting appropriately safeguard the public interest?

Furthermore, the discussion of the structure in the text prior to Questions 1 and
2 does not provide a neutral depiction of the situation. In particular, the text
notes only two key elements to achieve the goal of stakeholder confidence in
the quality of standards: independence and accountability. This is ludicrous,
because it suggests that if the standards are independently and accountably
set, the competence with which they have been set is irrelevant.

We note that as part of the standard-setting process, users of assurance reports
must advocate the nature and extent of assurance desired, if any, whereas,
based upon its expertise, the profession must circumscribe the nature and
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extent of assurance technically deliverable in the context of user desires and the
costs that would be incurred. Ultimately, successful standard-setting involves an
understanding between the profession and other stakeholders about whether
the engagements designed by the standards meet user needs in terms of costs
and benefits and whether, based upon its expertise, the profession is of the
opinion that such services are technically deliverable. In this sense, the IAASB
is a “technical board” in the first instance, rather than a “political board”, but it
does have the political responsibility to ensure that the public interest is met by
the standards it promulgates.

Consequently, without the decisive influence of both the profession and other
stakeholders in IAASB standard-setting, the quality and acceptability of the
standards, and hence, whether they would meet the public interest, would be
guestionable. For these reasons, technical competence is just as important as
independence and accountability.

The text then goes on to claim that the governance structure should provide for
a standard-setting environment that is independent of and protected from vested
interests. The text then points to the “non-controlling but significant involvement
in standard-setting” of audit firms and that “this could raise doubt about possible
conflicts of interest — both actual and perceived — which are inherent in the
current scheme”.

We would like to point out that the profession has a vested interest in the long-
term value of the primary service it provides (audit) and that therefore there is
no long-term conflict of interest between the profession and the public. Even if
there was, replacing some or all of the remaining practitioners would not reduce
conflicts of interest: it would just shift the nature of the conflict of interest to other
stakeholders, who would then write standards that are technically weak, or even
worse, technically impossible to meet because they would write standards that
meet their expectations, even if these expectations are unreasonable. Having a
balance between practitioner and non-practitioners is the best solution to the
development of standards that meet the needs of both users and practitioners.

Given the oversight of the PIOB (without any practitioners) under the monitoring
of the Monitoring Group (no practitioners), the input from the CAGs (virtually no
practioners), the leadership of a non-practitioner chair, at least half of the Board
members being non-practitioners, and all members (including practitioners)
being held to set standards in the public interest, it is hard for anyone to make a
convincing claim that the public interest is not adequately safeguarded.
Therefore, further enhancements to protect the public interest are not
necessary.
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Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so
how could such a structure be funded?

We note that under the current model, the standard-setting Boards ARE fully
independent (in fact) in terms of their standard-setting. It is therefore unclear to
us what the benefit in terms of independence in fact would be of having the
Boards outside of IFAC. The question posed is therefore a leading one,

because uninitiated readers will assume that the standard-setting boards are not
independent in fact. If the issue is one of independence in appearance, then that
can be solved by having IFAC be less prominent in communications relating to
the standard-setting boards. It is not clear to us who would fund the international
boards outside of IFAC. We would like to point out that the auditing standards of
the IAASB and the Code of Ethics of the IESBA under the auspices of IFAC
have enjoyed great success internationally, in part due to the support of IFAC
through its Statements of Membership Obligations and the Compliance Advisory
Panel

Q3: Do you consider the current three-tier system adequate for achieving
its objectives, or an alternative model could be more adequate? In the
latter case, which model would you suggest?

Given the fact that there are a number of important bodies beyond three in the
noted system, it is more appropriate to speak of a “multi-tiered” system, than a
three-tier system. In particular, in addition to the MG, the PIOB, IFAC, and the
PIACs, there are also the CAGs. Each has an important, but different, role to

play:

e The PIACs are responsible for setting technical standards in the public
interest

e The CAGs are responsible for providing political and high level technical
input from a wide range of international stakeholders on the standards,
standard-setting processes and strategy and work plan

e The PIOB is responsible for ensuring that the standard-setting process,
the process for selecting PIAC members, and the process for
determining the strategy and work plan takes place in accordance with
the public interest
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e |IFAC is responsible for supporting the work of the PIACs financially and
with other services, and by promoting the use of the standards
worldwide

e The MG is responsible for ensuring that the PIOB fulfils its public
interest role and for ensuring that the overall system meets the objective
of promulgating high quality standards in the public interest

We believe that the current multi-tier system to be adequate for achieving its
objectives because each of the bodies mentioned has a clear and
complementary role. We would be very concerned if the MG were to short-
circuit the process by intervening more directly into the standard-setting process
because then the PIACs would no longer be independent — they would be
subject to the interests of the members of the MG, the members of which are an
interest group, too. If the members of the MG have concerns about additional
opportunities to tackle challenges arising from the changing environment, they
have the opportunity currently to make these issues known through the CAG, to
the PIOB, or in outreach meetings with the Chairs of the PIACs.

Unless there is clear evidence that the standards issued by the PIACs are
deficient as a whole, we believe that the MG has no case for changing the
structure, and may in fact endanger a process that is working well.

Q4: Would you support the IPSASB being subject to PIOB oversight?
Why? What conditions, if any, would you impose on such oversight?
Would you see as a factor to take into account the fact that IPSASB deals
with accounting rules instead of auditing ones?

As a matter of principle, we would support the IPSASB being subject to PIOB
oversight because the IPSASB is clearly setting financial reporting standards for
the public sector in the public interest and therefore ought to be subject to public
interest oversight. This has become a particularly important issue in the context
of the current sovereign debt crisis, because transparency in financial reporting
by governments is a prerequisite for identifying and dealing with their financial
problems before they become acute. We would not support a public sector
exclusive model because it is important that the body overseeing the standard-
setting process of the IPSASB not be dominated by public sector bodies, which
are interest groups too and have their own agendas. The entire private sector
(businesses and individuals) has a vested interest in public sector financial
reporting, too. By having the PIOB engage in such oversight, the oversight
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would be independent of too much public sector influence because private
sector stakeholders are represented on the PIOB.

We do not believe it to be an oversight issue that the IPSASB promulgates
financial reporting standards rather than auditing ones: what is important is that
an excellent oversight system, such as the one devised by the MG and IFAC be
applied to the IPSASB. Once the funding issues have been resolved (which are
comparatively small compared to other funding issues related to oversight), the
benefits of PIOB oversight significantly outweigh the challenges.

Q5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising
the structure and nature of the Compilation document?

We agree with the statement made in the public consultation that the structure
and status of the monitoring, oversight, and standard-setting structure is not
clear to many stakeholders, which is why there appear to be issues about
independence in appearance. For this reason, a compilation document that pulls
together the relevant contents of the individual documents forming the basis for
the structure (IFAC Constitution, FOF Constitution, PIOB Terms of Reference,
PIAC terms of reference, and MG “constitution”) as the basis for a
communications instrument may be very helpful. However, such a compilation
document should only reflect the provisions in the underlying documents — not
change them.

For these reasons, we do not believe that a stand-alone charter establishing the
governance of the whole structure is appropriate, since a stand-alone charter
would invariably lead to changes to the structure with unintended
consequences. A compilation, on the other hand, only reflects the underlying
documents without any separate authority. For these reasons we believe that
such a compilation can be undertaken by the PIOB and be communicated by
that body on behalf of all of the bodies involved.

Q6: Given the breadth of the current mandate, would you consider it
helpful to modify the name of the structure to improve its visibility? In this
case, what name would you suggest?

Branding of a structure can be important to convey certain messages, such as
the safeguarding of the public interest through the independence of standard-
setting boards and public interest oversight. At present, there is no name or
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brand for the entire structure, so the question about “modifying” the name
seems to be inappropriate: it is more about creating a name.

It is also important that a title as a brand be relatively short. “International Public
Interest Standard-Setting Architecture for the Accounting Profession” seems an
appropriate title. However, it would not be appropriate to attach this title to the
bodies in that architecture because the titles would become unwieldy.
Furthermore, these bodies are already well-known by their current titles.

Q7: Do you agree with the proposal that the MG should have a more
strategic role?

It is unclear what is meant by “a more strategic role”. We believe it to be
appropriate for the MG to reconsider its activities, but whether that implies a
“more strategic role” depends upon what is meant by “strategic”. In our view, it is
therefore not useful to attempt to answer the Question 7, but rather, to answer in
Question 8 below the detailed proposals in the bullet points of the text prior to
Questions 7 and 8.

Q8: Do you agree with the objectives proposed and, specifically, with the
MG having the possibility of conferring with the PIOB on the PIACs’
agendas and receiving appropriate feedback?

It appears to be more fruitful to attempt to respond to the objectives that the MG
would pursue as set forth in the two bullet points prior to Questions 7 and 8,
than to answer this question directly. In this respect, providing more input and
guidance to the PIOB about recent developments in regulatory issues and
changes in the economic context, trends and concerns appears to be a
reasonable activity, and we ask ourselves why this is not already occurring,
since the PIOB needs this information to consider the strategy and work plan of
the PIACs. However, since the standard-setting boards are independent of
IFAC, we question what the purpose would be of providing such input, and
guidance about the matters noted to the IFAC International Regulatory Liaison
Group. If the purpose is to have the IFAC International Regulatory Liaison
Group use this information to inform IFAC’s strategy, then this is appropriate,
but this is not relevant at all to the PIACs because the IFAC International
Regulatory Liaison Group has no role vs. the PIACs.

We thought that the MG already monitors its PIOB oversight methodology,
including regular benchmarking against relevant organizations to continually
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improve those methodologies. If this has not been taking place, we ask
ourselves why not. However, the words “giving regard to the PIOB’s
consideration of whether due process in the standard-setting activities of PIACs
is robust and responsive to the public interest” suggests that the MG would
actually seek to influence the PIOB’s independent consideration of whether the
standard-setting due process of PIACs is robust and responsive to the public
interest. In our view, the MG should refrain from engaging in an activity in which
the PIOB has greater expertise due to its being closer to the actual due process
activities of the PIACs. Just because MG suggestions have been appropriately
considered by the PIACs, but not resulted in changes to PIAC pronouncements,
is not a reason for the MG to cause the PIOB to reconsider the appropriateness
of the due process. All stakeholders (preparers, auditors, users, regulators, etc.)
have an equivalent stake in the functioning of the due process.

As we mentioned in our response to Question 3, we would be very concerned if
the MG were to short-circuit the process by intervening more directly into the
standard-setting process through closer involvement with the PIACs because
then the PIACs would no longer be independent — they would be subject to the
interests of the members of the MG, the members of which are an interest
group, too. As we pointed out, if the members of the MG have concerns about
particular issues, they have the opportunity currently to make these issues
known through the CAG, to the PIOB, or in outreach meetings with the Chairs of
the PIACs. There is no need for an additional mechanism for additional
meetings with the Chairs or the need to reference public interest issues through
the PIOB for consideration on Board agendas.

The right of receiving specific feedback on whether the topic was added to the
agenda or otherwise the reason justifying its omission, would in our view impair
the independence of standard-setting boards in both appearance and fact. It
would detract from the credibility of the standard-setting process if some
stakeholders were given special treatment in this respect. The fact that the MG
is making such a recommendation in a Paper that it has written itself could be
interpreted by some as unseemly in that the MG is using its position, in relation
to its public interest role to assess the effectiveness with which IFAC has
implemented its reforms, to garner special advantages over other stakeholders.

Q9: Do you agree with the suggested ways of improving the
communication activities? Would you consider it useful for the MG to have
in the special occasions above described direct involvement with PIACs?
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On the whole, we would welcome the MG improving its communication activities
because this would clarify to the public the nature and extent of its involvement
in the standard-setting architecture.

However, as we have noted in our response to Questions 3 and 8, we would be
very concerned about additional direct involvement with PIACs for the reasons
noted in those responses.

Q10: Do you have any specific suggestions on how liaison with investors
could be improved? In this sense, do you see merit in some portions of
the MG meetings having the public in attendance?

We do not have any specific suggestions on how liaison with investors could be
improved. While transparency is often considered important, it is difficult for us
to judge whether having the public in attendance at MG meetings would be
useful.

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most
appropriate or, should others bodies be considered instead?

On the whole, we would find it beneficial for the MG to engage with
organisations representing governmental institutions because it would help
broaden the MG'’s consideration of public interest issues in relation to
governance of standard-setting. We are not in a position to provide advice as to
whether the G20 or other bodies would be most appropriate.

Q12: What is your opinion about the current composition of the MG? (i) Do
you believe that other organisations (i.e., national or regional regulators)
should or could be represented in the MG? If so, which criteria do you
think new members should fulfil to become MG members? (ii) Should a
maximum be set to the number of MG members? (iii) Would you favour a
change on how the Chairperson is appointed?

It is unclear to us whether the current composition of the MG is appropriate. We
would support having the MG develop clear criteria for membership, so that it is
clear what kinds of organizations ought to be members — and more importantly,
what kinds of organization should not be members. On the whole, we do not
believe that national or regional regulators ought to be included, because the
MG should represent the international organizations of those national or
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regional regulators. We are not in a position to give advice on the other criteria
that might be appropriate for membership in the MG, but would suggest that the
MG not be made too large, or it would become unwieldy. How the chairperson is
appointed ought to be a matter for the MG to decide.

Q13: Do you see a problem in MG members appointing full time
employees of organisations represented in the MG as PIOB members?

We do not see a problem with full-time employees of organizations in the MG
being appointed as PIOB members, just as we do not believe it to be
appropriate to object to having full-time employees or partners of other
organizations being members of the PIACs or their CAGs: it will be difficult to
find individuals who are not fully active otherwise to serve in these positions.
Furthermore, such persons benefit from the access to information and other
support in their organizations. However, PIOB members should be subject to
the same “independence declaration” to which the members of the PIACs are
subject, and their organizations should be subject to the same “no undue
influence” declaration to which the employers and the sponsoring organization
of PIAC members are subject.

Q14: Would you consider convenient to avoid direct hierarchical
relationship between the PIOB and the MG members?

We would be very concerned if there were to be a hierarchical relationship
between PIOB and MG members because the PIOB is supposed to be acting
independently and in the public interest. The MG's role is to ensure that the right
persons and due processes are in place to enable the PIOB to fulfil this role.

Q15: Do you think that the roles and responsibilities of MG and PIOB
should be further clarified? Do you have specific suggestions regarding
which areas this clarification should address?

We do believe that it is necessary that the roles and responsibilities of the PIOB
and MG be further clarified — in particular, to safeguard the independence of the
PIOB. If the PIOB were not to be independent of the MG in matters other than
the selection of its members and due process, there would be no need for a
PIOB: the MG could undertake the PIOB's role directly. The PIOB should be
independently ensuring that the public interest is being served by the PIACs by
addressing the selection of members, strategy and work program, and due
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process of the PIACs. In this context, we do believe it to be useful for the MG
members to give presentations of the latest regulatory developments and
changes in economic context to provide informational context to the PIOB
members for their work — but not “guidance”, which intimates that the MG is
directing the work of the PIOB. For this reason, we are concerned with the MG
providing “input” on the “strategic direction” (which implies directing the PIOB’s
work at a high level) of the PIOB. What would that “strategic direction” entail and
what would it be in relation to, if not to address substantive issues beyond
governance and due process that are actually within the remit of the PIACs? As
we have said before, there is nothing wrong with the MG making information
available or its views known to the PIACs through the PIOB, through the CAG,
through comment letters, or through the outreach activities by PIAC chairs, but
not to “direct” these bodies or the PIACs.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

We do see merit in having the PIOB undertake a regular strategic review of its
due process and oversight framework through its strategy document to ensure
that its due process and oversight framework continues to be fit for purpose.
However, a review every two to three years is overkill: it does not allow the
PIOB to properly design, implement, and operate changes to its due process
and oversight framework and to determine their long-term effects before
needing to undertake another review. Such “short-termism” is not conducive to a
stable, well-operating oversight system. In our view, a regular review should
take place not more than once every five years, unless there is clear evidence
that a non-regular review is needed to address significant problems that arise
due to major changes in circumstances. Such non-regular reviews should be
rare (i.e., if they occur more than once every twenty years, then the institution of
non-regular reviews is being abused).

Q17: Do you see merit in the PIOB periodically producing a strategy
document that would supplement the yearly business plan and budget?
What should the involvement of the MG be in the production of these
documents?

We do see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget, but a strategy should
be long-term and clearly be distinguished from short-term goals. This means
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that a strategy should set out long-term objectives (i.e., for the next ten to twenty
years) and a proposed strategy over the medium- (five years) and long-term to
achieve these objectives. Such a strategy document would need to be produced
at most once every five years (if it is produced more often, it is no longer a long-
term strategy — see below). This would not preclude the annual business plan
from reviewing progress in implementing the strategy to achieve the objectives.
The MG needs to remember that the shortest standard-setting projects at the
IAASB take at least two to three years; major projects that address
fundamentals need to take longer (up to five to six years). This is not out of line
with the time needs for projects at the IASB (indeed, the IAASB actually takes
much less time to complete projects on average that the IASB). In any case,
international standard-setting does require more time than at a national level
because there are more cross-jurisdictional issues to consider. This is the
reason why a long-term strategy of shorter than five years for the PIOB is not a
long-term strategy at all, but just represents the short- and medium-term goals
of a “work program”.

In this context, the consultation paper suggests that the PIOB reflect on the
meaning of “public interest”. This is one of the most challenging issues for
political philosophers and political economists: hence, we are not convinced that
the PIOB will be able reach universal solutions in this matter. What is more
important is that the PIOB asks the right questions in this respect: the IFAC
paper on the meaning of the public interest might be a good starting point for
this activity. Furthermore, since the oversight process and due process of the
PIACs is state-of-the-art, there will be little benefit in benchmarking the process
against that used by other organizations, such as the IFRS Trustees, since their
processes are much more rudimentary than those used in the PIACs.

In our view, the role of the MG in the production of a strategy document is much
like that of non-executive directors (those charged with governance) in
corporate governance: The MG should examine the process by which the long-
term objectives and strategy are developed and determine whether these are in
line with the PIOB’s public interest mandate, and should cross-examine the
strategy chosen to achieve the objective to ensure that the strategy was
developed in a robust manner.

Q18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s composition is
reviewed each time a new body becomes full member of the MG?
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At the present time, we are satisfied with the current composition of the PIOB,
and are at a loss as to how it could be further enhanced. Certainly, it may be
convenient that the PIOB’s composition be reviewed on a regular basis, but we
cannot give advice as to whether this would be appropriate when a new body
becomes a full member of the MG.

Q19: Would you consider the current composition of the PIACs
appropriate? Do you see merit, in the context of a second effectiveness
review, in exploring the idea of having a majority of non-practitioners and
a majority of public members?

We consider the current composition of the PIACs to be appropriate because
there needs to be a balance between those applying the standards and those
using the product of those standards.

We would like to point out that there is no evidence demonstrating that
standards had been issued with the effect of furthering auditor self-interest
under the current composition. We are convinced that the MG underestimates
the impact on the quality of standards of the nature and extent of expertise
involved in the standard-setting process — in particular by those who apply the
standards in practice.

In this context, the fact that the MG is bringing up this issue of practitioner
representation again in this public consultation (and in every paper it produces
on this issue) intimates a discomfort with the participation of the profession in
the standard-setting process. It is not clear from the public consultation what the
ultimate objectives of underlying questions are, i.e., what is the endgame? Is the
ultimate objective to obtain the highest quality standards possible set in the
public interest, or is the actual quality of the standards of secondary importance
compared to addressing the supposed perceptions of some stakeholders that
ample auditor involvement in setting auditing and ethics standards is per se
undesirable?

We believe that no one would dream about setting standards for medical
surgery, engineering processes, or legal proceedings without a preponderance
of surgeons, engineers or lawyers, respectively, in bodies promulgating such
standards because such standards, while having public interest objectives, are
“technical standards” in the first instance — not “political standards”. Auditing is
also a highly technical, complex service requiring years of education, training
and experience. Having stakeholders beyond those applying the standards
substantially participate in technical standard-setting is critical to ensuring that
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standards are set in the public interest rather than in the sole interest of those
who are applying them. However, further increasing the proportion of such
stakeholders such that they actually constitute a greater preponderance of
standard-setting boards may lead to the degeneration of technical standard-
setting boards into political bodies that know very little about the details of what
they are regulating (an example of the difficulty that non-practitioners have with
the needed technical precision in auditing standard-setting becomes apparent
when a technical analysis is performed on some of the wording used in Article
22 on the auditor’s report in the regulation for audits of PIEs as proposed by the
EU Commission). In addition, by reducing the influence of the profession for
supposed “conflicts of interest”, the MG would only be increasing the conflicts of
interest arising from the other stakeholders — that is, replacing one set of
conflicts of interest with another.

This is why we are convinced that a balance between those who apply the
standards and those who use the product of those standards is crucial to high
quality standard-setting in the public interest. We therefore see no merit at all in
exploring the idea of having a majority of non-practitioners and a majority of
public members.

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

We are concerned that periods of rotation for the representatives of the CAG
member organizations do not make sense: the members of the CAGs are
supposed to be providing the views of their organizations to the PIACs.
Consequently, it is unclear to us why a period of rotation is necessary for
representatives of CAG member organizations. Furthermore, the longer a
representative is a member of a CAG, the greater their expertise in dealing with
the issues arising from the PIAC involved. New blood will be infused into the
CAG on a regular basis by attrition, and some long term “old blood” is useful so
that the CAG retains its “institutional memory”.

In this context, overall, our experience on the IAASB has convinced us that the
maximum six year term of service for PIAC members is too short. It takes at
least two to three years for most PIAC members to become adequately
cognizant of the details of the interconnections between pronouncements, and
since the maximum term of service has begun to bite (and ex-Board members
are no longer permitted to be TAs), we note a decline in the institutional memory
of the Board, which is not conducive to internally consistent, high quality
standard-setting. As noted, some attrition occurs anyway without maximum
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terms of service, so having longer maximum terms would not prevent the
infusion of fresh blood onto the PIACs and would safeguard PIAC institutional
memory. This becomes particularly important for long-term projects that might
take more than just three or four years.

Q21: Would you agree that it is not realistic at the current time to attempt
to alter the funding structure of standard setting activities in any
substantial fashion?

At the present time, we agree that it is not realistic to attempt to alter the funding
structure of standard-setting activities in any substantial fashion. However,
consideration does need to be given to finding external funding for the PIOB,
since having most of the funding come from IFAC impairs the PIOB’s
independence in appearance — though, given the safeguards in place — not in
fact. However, other funding must become available before seeking to replace
IFAC funding.

Q22: Do you consider appropriate that IFAC finances the largest part of
the PIOB budget? If not, do you consider appropriate that IFAC launches
an external fundraising having some contributions of the MG members in
the mean time?

As noted in our response to Question 21, we do not consider it appropriate that
IFAC finance the largest part of the PIOB budget, but recognize that other
funding organizations need to “step up to the plate” first. In our view, it is NOT
the responsibility of IFAC to find external funding for the PIOB: that is the
responsibility of the PIOB and of the MG. To this effect, the MG has received a
“free ride” from IFAC by not having funded the PIOB. We therefore would
welcome MG funding.

Q23: Do you think it feasible to have a similar funding structure in place
for the PIOB to that in place for funding the IFRS Foundation?

We are not convinced that PIOB funding will be as easy to raise as funding for
the IFRS foundation because industry is less interested in auditing standards
than in accounting standards. We are therefore sceptical that a similar funding
structure can be established.
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Q24: Do you see the need for and/or merit in having a permanent
Secretariat for the MG? In this case, do you think IOSCO should provide
resources for a permanent Secretariat to the MG?

We are not convinced there is a need for a permanent secretariat or that this
would be advantageous for the PIOB or PIACs, or for the quality and
independence of standard-setting. Our experience has been that once an
institution has permanent staff, it creates papers (i.e., proposals for change of
some sort). Since strategic change ought to be a long-term process, and the
work of the PIOB needs to be evaluated at most once per year and its strategy
at most once every five years, we are concerned that creating a permanent
secretariat would lead to the MG issuing all sorts of proposals throughout each
year in future years. The PIACs are already spending an inordinate amount of
time of due process and political issues, rather than standard-setting, due to the
initiatives of various regulators and other parties around the world.

The MG should allow the PIOB to do its work on an annual basis free from the
continual interference that would be caused by an MG with a permanent
secretariat that then would “second-guess” the work of the PIOB or, even worse,
“second-guess” the work of the PIACs. In addition to costing more money, this
would reduce the independence of both the PIOB and the PIACs. Rather, if
resources and funding are available for a permanent secretariat of the MG, the
MG should make those resources and funds available to the PIOB and thereby
help reduce the PIOB’s dependence on IFAC funding.

Q25: How do you think the governance of the international auditing, ethics
and education standards setting process could improve audit quality?
What are the main objectives that those responsible for governance
should take into account?

Upon reflection, the governance of international auditing, ethics, and education
standards setting processes improves audit quality when such governance
safeguards the independence of those standard-setting boards — not only from
the profession, but also from other interest groups, including the MG — by
ensuring that there is a balance between those who apply the standards and
those who use the product of those standards. The governance process must
ensure that the right individuals in terms of technical competence are selected
for the PIACs and that the PIACs have the due process in place to ensure the
public interest is served by the standards that they issue. Furthermore the
governance process should ensure that oversight of these matters through the
PIOB is effective. These are the objectives that those responsible for
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governance ought to take into account. In our view, the current structure largely
fulfils these roles. There is a great danger in seeking short-term change to this
structure without having examined the long-term consequences.

Q26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not,
what changes, suggestions or remarks would you propose?

In our opinion, the current structure works well: there is no evidence that on the
whole the standards set are not of high quality or are not in the public interest,
or that the PIACs are not being responsive to rapid changes in the environment.
Consequently, we believe that the current structure is appropriate in order to
improve audit quality. However, this does not mean that further improvement
cannot be considered. However, reducing the independence of the PIOB or the
PIACs from the MG, or disturbing the balance between those who apply the
standards and those who use the product of those standards will ultimately
reduce the quality of those standards and should not be among the changes
considered.

Q27: Do you agree that the current levels of empowerment and
responsibility of the bodies that compose the current structure (MG, PIOB
and PIACs) are appropriate? If so, do you have any suggestions for
improving the dialogue and interaction between the different bodies? If
not, how these levels of empowerment and responsibility could be
improved?

We agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB, PIACs,CAGs, and IFAC)
is appropriate. However, improving the dialogue between these bodies is
certainly worthy of consideration, as long as it does not lead to the MG directing
the work of the PIOB or of the PIACs. Therefore, we do not believe that the
levels of empowerment and responsibility need changing, other than perhaps
clarifying them.

Q28: Do you think that there is any other overall structure that could
achieve improvement in audit quality more efficiently? If so, what could
they be and how might they be financed?





!
Cor

INSTITUT DER WIRTSCHAFTSPRUFER

page 23/23 to the comment letter to the IFAC MG dated June 27, 2012

We are not convinced that there is an overall structure at the present time that
could achieve more than has been achieved in audit quality more effectively,
which is more important than efficiency. Furthermore, we are not convinced that
other forms of financing will become available in the near future.
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Public Consultation on the Governance (with special focus on organizational aspects,
funding, composition, and the roles) of the Monitoring Group, the PIOB, and the
Standard-setting Boards and Compliance Advisory Panel operating under the auspices
of the International Federation of Accountants (IFAC)

Dear Ladies and Gentlemen,

We would like to express our appreciation for the efforts being undertaken by the Monitoring
Group and the PIOB to review and improve the governance arrangements for international
standard setting and would like to thank you for the opportunity to comment on the above-
mentioned consultation paper.

We would like to refrain from commenting on all questions of the consultation paper, but instead
provide you with our deliberations on certain questions which seem of particular and prior-
ranking interest to us.

Q 1: Do you consider it necessary to enhance representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce
the mechanisms to safeguard the public interest?

After the reforms that had already been carried out in the recent years, there is in our view no
necessity to enhance representation of the public interest. The public interest is already being
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represented sufficiently by, inter alia, the composition of the committees and the independent
IESBA chair. The public interest is also protected well by means of the oversight of the PIOB in
relation to many activities of the Public Interest Activity Committees that operate effectively in the

public interest.

Q 2: In the long term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

We deem the current IFAC standard-setting model as appropriate and efficient. Establishing a
standard-setting model completely outside the IFAC structure would neither be necessary nor in
the public interest. A standard setter needs the opportunity to draw back directly on the unique
skills and knowledge of the profession in order to guarantee high quality standards. Only by the
direct involvement of professionals the extensive technical experience gained by the profession
can be used to develop the highest quality standards possible.

If there were public concern about the direct involvement of those persons who are later the ad-
dressees of their own standards, there would be a need to take measures to address this per-
ception by providing more useful information to the public rather than changing a very well work-

ing system.

In this context, it is also important to note that by means of the oversight of the PIOB it is, as
stated under question 1, guarenteed that the public interest is already being taken into consider-
ation and protected to a great extent, respectively. Besides, the necessary level of independ-
ence for the Public Interest Activity Committees is also safeguarded by other measures, like the
involvement of the Consultative Advisory Groups and the independent chairs of the IAASB and
IESBA.

To sum up, the establishment of a standard setting completely outside the IFAC structure would
be counterproductive to the global efforts to establish, maintain and guarantee high quality

standard setting processes.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What condi-
tions, if any, would you impose on such oversight? Would you see as a factor to take into
account the fact that IPSASB deals with accounting rules instead of auditing ones?

When it comes to the necessity of public institutions” accounting, the predominant issues to be
taken into consideration should be: increasing quality, consistency, comparability, transparency





and accountability. There is nothing but a consistent accounting frame for public institutions that
can serve as a meaningful instrument to avoid crises. It is precisely the recognition of state as-
sets and sovereign debt that should be uniform and comparable. In other words, the existence of
high quality and globally accepted financial reporting standards for the public sector is of pa-
ramount importance to the public in order to overcome the current sovereign dept problems.
Subjecting the IPSASB to the oversight of the PIOB would foster the acceptance and use of the

IPSASs.

If the oversight of the PIOB were extended to cover also the PIOB, it should be ensured that also
the necessary technical knowledge, personnell and fiscal resources are available on the part of
the PIOB. Apart from that, the same rules should apply to the extended oversight as to the ,nor-

mal” oversight.

Q 7: Do you agree with the proposal that the MG should have a more strategic role?

The current structure and involvement of the MG are, in our view, well balanced. There is no
need for further involvement of the MG in the Public Interest Activity Committees. Instead, the
direct oversight should, as is currently the case, be carried out by the PIOB.

Q 19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?

We deem the current composition of the PIACs with a balance of practitioners and non-
practitioners appropriate. In our view, there is no need for change. On the contrary, preserving
the technical knowledge guaranteed by the current involvement of practitioners is essential for
the development of high quality standards. As indicated under question 2, a change in terms of
establishing a majority of non-practitioners would jeopardize the global efforts to restore public
trust into the profession by issuing high quality standards.

Q 25: How do you think the governance of the international auditing, ethics and education
standards setting process could improve audit quality? What are the main objectives that
those responsible for governance should take into account?

It is crucial that those persons responsible for the governance remain in a constant dialogue with
the relevant parties which would be of mutual benefit. In addition, the parties concerned are to
develop and cultivate a certain level of awareness according to which they subject all their oper-





ations to the public interest. As a whole, we see no need to make any changes regarding the
current governance of the Public Interest Activity Committees.

Q 26: What is your opinion about the current structure? Do you think the current struc-
ture is appropriate in order to improve audit quality? If not, what changes, suggestions or
remarks would you propose?

As already explained under question 25, we deem the current governance structure as appropri-
ate and efficient. In our view, there is no need for changes.

We hope that our remarks will be taken into consideration in the subsequent course of the pro-
ceedings, and we would be delighted to answer any questions you may have.

Kind regards,

5 Lg/(\/k/ij {//

Dr. Reiner Veidt RA Peter Max!
Executive Director Executive Director
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CIPFA, the Chartered Institute of Public Finance and Accountancy, is the professional body
for people in public finance. Our 14,000 members work throughout the public services, in
national audit agencies, in major accountancy firms, and in other bodies where public
money needs to be effectively and efficiently managed.

As the world’s only professional accountancy body to specialise in public services, CIPFA’s
portfolio of qualifications are the foundation for a career in public finance. They include the
benchmark professional qualification for public sector accountants as well as a postgraduate
diploma for people already working in leadership positions. They are taught by our in-house
CIPFA Education and Training Centre as well as other places of learning around the world.

We also champion high performance in public services, translating our experience and
insight into clear advice and practical services. They include information and guidance,
courses and conferences, property and asset management solutions, consultancy and
interim people for a range of public sector clients.

Globally, CIPFA shows the way in public finance by standing up for sound public financial
management and good governance. We work with donors, partner governments,
accountancy bodies and the public sector around the world to advance public finance and
support better public services.
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The Monitoring Group

c/o International Organisation of Securities Commissions
Calle Oquendo 12

28006 Madrid

Spain

By e-mail: Piob-MonitoringGroup@ipiob.org

Dear Sir / Madam,

Public consultation on the governance (with special focus on organisational
aspects, funding, composition and the roles) of the Monitoring Group, the PI1OB
and the standard setting boards and Compliance Advisory Panel operating
under the auspices of IFAC

Introduction

1. As a member of the UK Consultative Committee of Accountancy Bodies, CIPFA has
submitted a joint overall response together with the ICAEW, ICAS and Chartered
Accountants Ireland to this public consultation. We fully support this joint response
but wish to expand on a number of points in relation to question 4 in the consultation
document.

Additional Response to Specific Question 4: Would you support the IPSASB
being subject to PIOB oversight? Why? What conditions, if any, would you
impose on such oversight? Would you see as a factor to take into account the
fact that IPSASB deals with accounting rules instead of auditing ones?

2. In line with the joint response, we support the IPSASB being subject to PIOB
oversight. However we would like to emphasise the need for careful consideration of
the future composition of PIOB.

3. We understand that the role of the PIOB will be to oversee the processes of the
IPSASB, rather than the technical content of the standards (where the role of the
Consultative Advisory Group will be significant). Nevertheless, in undertaking its
oversight role, there will be a need for PIOB to form a view on whether IPSASB’s
processes are successfully identifying and appropriately addressing key public sector
issues and views raised by stakeholders. This will require an appropriate level of
understanding of the public sector from those PIOB members undertaking the
oversight role for IPSASB. Although some existing PIOB members have relevant
experience, it will be important that this new requirement is expressly factored into
the recruitment of the additional PIOB members required to fulfil the Board’s
expanded remit.
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4. The second matter we would like to highlight is the potential interaction with
Eurostat’s consideration of the suitability of IPSAS for implementation in EU member
states. CIPFA believes that it is important that revisions to IPSASB’s governance
arrangements do not create an unnecessary barrier to IPSAS adoption throughout
the European Union. We would therefore recommend that the Monitoring Group
engages with Eurostat before it finalises its report in December 2012 to ensure that
the oversight arrangements finally proposed will not impact adversely on their
recommendations.

Yours faithfully

VNN

lan Carruthers
Policy and Technical Director

E: ian.carruthers@cipfa.org.uk
T: 020 7543 5676
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+32 2 5090059 DS/AC June 28, 2012
sg@ibr-ire.be

Dear Sir or Madam,

Regarding: IBR-IRE _Comments on the Monitoring Group Public
Consultation on the governance of the Monitoring Group, the
PIOB and the standard setting boards and Compliance Advisory
Panel operating under the auspices of IFAC

The Belgian Institute of Registered Auditors (Instituut van de Bedrijfsrevisoren —
Institut des Réviseurs d’Entreprises, “IBR-IRE”) is pleased to provide answers to
some of the specific questions raised in the “Monitoring Group Public
Consultation on the governance of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operating under the
auspices of IFAC .

Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner
board members, would you suggest to reinforce the mechanisms to safeguard
the public interest?

IBR-IRE considers that the representation of the public interest can be enhanced at
different levels. We refer therefore to the answers to questions 11 and 12. In
particular, the Monitoring group (“MG”) could be integrated in the system of the
United Nations (in order to give more legitimacy and cultural diversity), and
composed of representatives decided upon by the UN among national regulators
or oversight authorities. The PIOB could remain composed of a smaller group of
competent and knowledgeable people.

The MG could use the six official languages of the United Nations. This would in
our view, contribute to enhance the cultural diversity within the MG and serve in
the meantime the public interest.





In relation with the second part of the question, we are not supportive of
enhancing and strengthening the definition of non-practitioners if this means that
they need to “bring substantial experience outside the auditing profession and
have severed any material economic link with that profession”.

We consider it important to ensure persons employed by auditing, tax and
accountancy professional associations are included in the definition of “non-
practitioner” especially when they are not even qualified for practicing such a
profession and this because of their interesting background which is without any
doubt very helpful to the discussions leading to the issuance of high-quality
standards. Furthermore, we do not consider that the potential economic link those
persons would keep with a professional organization should be considered as a
conflict of interests undermining their independence, especially in the light of the
IFAC Declaration relating to independence and integrity which needs to be signed
by the nominating organization on an annual basis.

In any case, employees from auditing, tax and accountancy professional
organizations need to be equally considered to avoid discrimination based on
artificial suspicions against one particular group of accountancy organizations.

Finally, we consider that standards should be:

- prepared by standard setting boards where professionals should have at least
half of the seats, because standards must first be relevant to the professionals:
everybody agrees that standards for surgery should first be prepared by
surgeons, etc. — why should accountants be excluded or left in a minority for
audit standards?;

- approved by a supervisory and independent body (PIOB).

We see in fact the following framework as a desirable objective:

- a MG being a part of the UN system, being appointed and fully financed
within this system, and responsible mainly for defining the general priorities of
the standard setting process;

- a PIOB composed of a small number of high level experts, appointed by the
MG, financed within the UN system, and responsible mainly for approving the
details standards;

- PIACs composed of professionals for no less than half of their members,
appointed by IFAC with the approval of the PIOB, responsible mainly for
drafting proposed standards and financed on a shared basis by IFAC and the
public sector.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how
could such a structure be funded?

IBR-IRE is not supportive of a different standard-setting model and joins the
position of IFAC with this respect. It appears indeed of crucial importance to IBR-
IRE to continue to involve practitioners of the accountancy profession within the





standard-setting structures (IAASB, IESBA, etc). See also our answer to question
1.

The involvement of practitioners is required first of all, to ensure the quality of the
standards (technical competence in the standard-setting process). Their
involvement is also essential to ensure the global acceptance of the standards by
the practitioners themselves as they will need to apply the standards. By removing
practitioners from the issuing process, the standards shall undoubtly be affected
also by a significant lack of legitimacy.

Consequences hereof can be serious, the main risk being that the standards will
not be implemented consistently which will create uncertainty and instability in a
global economic context already weakened by the financial and sovereign debt
crisis. Moreover, a profession fully regulated by people not coming from the
profession itself will lose its attraction to recruit young, motivated, innovative
professionals.

IBR-IRE supports therefore a standard-setting model which includes a balanced
presence of the private and the public sector. Furthermore, IBR-IRE considers
added value through input from the private sector to be a pre-requisite in the
process of issuing high-quality standards, provided that the public interest is
permanently served.

In parallel, IBR-IRE considers it essential to diversify the funding of the system,
and believes that the public sector (States, authorities and regulators) should also
contribute financially within a reasonable term. If after this reasonable term, the
public sector is not ready to take its share in the funding of the system, this would
prove a lack of relevance of such a system. A sunset clause for the participation of
the public sector in the standard setting process should be introduced — this sunset
clause being related to the ability of the public sector to take its share in the
funding of the standard setting process.

To IBR-IRE, a shared private sector / public sector funding, appears to be a key
component of balanced governance. In this respect, we refer also to our comments
on the PIOB public consultation.

QS5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

We are of the opinion that IFAC governance and due process would be improved
by enhancing the transparency of IFAC standard-setting boards and committees.
A “Compilation Document”, containing all the basic features and rules applicable
to the different bodies would thereby be very helpful from an external point of
view.

IBR-IRE is indeed supportive of this recommendation. However, we would also





recommend, for the sake of transparency, terms of references to be issued for the
planning committee within the current PIAC’s.

Q10: Do you have any specific suggestions on how liaison with investors could
be improved? In this sense, do you see merit in some portions of the MG
meetings having the public in attendance?

Liaison not only with investors but also with other stakeholders (such as
employees, creditors, consumers, tax authorities, etc.) can potentially be
improved by continuing to stress the importance of the role of the accountancy
profession and by restoring a positive image of the profession.

IBR-IRE believes that it is up to the MG to decide whether some portions of the
MG meetings can be opened to the public at large.

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most
appropriate or, should others bodies be considered instead?

IBR-IRE considers it necessary to enhance the representation of the public interest
at the level of the MG. Engaging with the G20 can be profitable in view of the
global regulatory convergence objective, but we should prefer that the MG be
included in the UN system, in order to further develop a monitoring process with
increased legitimacy and representation. See also question 1.

Q12: What is your opinion about the current composition of the MG? (i) Do
you believe that other organisations (i.e., national or regional regulators)
should or could be represented in the MG? If so, which criteria do you think
new members should fulfil to become MG members? (ii) Should a maximum
be set to the number of MG members? (iii) Would you favour a change on
how the Chairperson is appointed?

As set out above under question 11, IBR-IRE considers it necessary to enhance the
representation and cultural diversity of the public interest at the level of the MG.
IBR-IRE is of the view that the current composition of the MG should for instance
be extended to more national regulators in order for the MG to gain a higher level
of legitimacy. As a consequence, the international standards issued by IFAC
would be more easily adopted and implemented at national level.

We would therefore appreciate that each national authority and/or regulator gets
the opportunity to recommend its best candidates.

See also question 1.





Q15: Do you think that the roles and responsibilities of MG and PIOB should
be further clarified? Do you have specific suggestions regarding which areas
this clarification should address?

We believe that the current structure, where the PIOB has an oversight function
and the MG a monitor function, is suitable. However there is a need to avoid mix-
up and over-lap between the two levels. Clarification of the respective
competencies and roles would therefore be beneficial. In our view, the MG should
give general orientations to the whole process, while the PIOB should endorse
detailed standards as proposed by the various PIACs.

Sincerely yours,

Michel DE WoOLF
President
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Dear Sirs

Monitoring Group Consultation Paper - Governance (with special focus on
organisational aspects, funding, composition and the roles) of the Monitoring Group,
the PIOB and the standard-setting boards and Compliance Advisory Panel operating
under the auspices of IFAC (the MG Consultation Paper) and Public Interest
Oversight Board Consultation Paper — Work Program 2012 and Beyond (the PIOB
Work Program)

We appreciate the opportunity to respond to the Monitoring Group’s (MG’s) Consultation Paper
and the Public Interest Oversight Board’s (PIOB’s) Work Program published on 28 March
2012. We have consulted within the KPMG network in respect of this letter, which represents
the views of the KPMG network. We set out below our comments on the MG Consultation
Paper and the PIOB Work Program.

We share MG’s and the PIOB’s objective of reinforcing the quality and independence of the
standard-setting process, thus enhancing market confidence in financial reporting and audits of
financial statements. We agree that both the fact and perception of independence of the
International Auditing and Assurance Standards Board (IAASB), International Accounting
Education Standards Board (IAESB) and the International Ethics Standards Board for
Accountants (IESBA), referred to collectively as “the Boards,” are necessary for the credibility
of auditing and assurance, education, and ethics standards and ultimately market confidence in
the value of audits of financial statements.
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As discussed below, we believe that reconsideration of the issues addressed in the November
2010 Consultation Paper is premature. As such, we have not provided detailed responses to the
individual questions set forth in both the MG Consultation Paper and the PIOB Work Program.

MG Consultation Paper

The November 2010 Final Report on the Review of the IFAC Reforms identified a number of
recommendations to support and strengthen the Boards. However, as stated in the MG
Consultation Paper, these proposed changes are still in the process of being implemented.
Accordingly, the impact and effectiveness these additional reforms may have in addressing the
concerns identified in the previous consultation and repeated in the current MG Consultation
Paper cannot be evaluated yet. Therefore, we believe that it is premature to revisit the same
issues.

Furthermore, we note that no major deficiency in the current standard setting process has been
identified to suggest that an urgent review is necessary at this time. We agree that all standard
setting entities should consider how they can further improve upon their effectiveness.
However, continuous reviews and/or repeated structural modifications over such a short period
of time could undercut confidence of key stakeholders, which the MG Consultation Paper seeks
to avoid.

Therefore, until the 2010 reforms have had an adequate opportunity to take hold, we believe that
it may be more productive for the MG to focus on how to streamline and enhance the
effectiveness of its oversight responsibilities.

Specifically, the MG and the PIOB should work to enhance the effectiveness of the PIOB’s
oversight of the Boards. For example, PIOB input, especially to IESBA, can be leveraged most
effectively if it focused on oversight of due process, including consideration of public input,
rather than involvement in the Board’s deliberations. In addition, it is our understanding that
currently IESBA’s Consultative Advisory Group (CAG) reviews decisions within a project and
provides input in parallel with consideration by the Board, which at times can lead to repeated
deliberations of the same issue by the Board. We recognise that the CAGs play an important
role in terms of providing input on agenda items and testing of significant issues. However, we
believe that the extent to which this is done throughout the life of ongoing projects needs to be
considered carefully in order to avoid repeated deliberations of the same issues. We believe that
such improvements would better enable the Boards to respond to emerging issues in a timely
and efficient manner.

We support the current three-tiered oversight and advisory structure as we believe that it
provides a structure that can deliver timely and effective guidance, with the MG responsible for
accountability, the PIOB responsible for due process and oversight, including the Boards’
nomination process, and the CAGs responsible for stakeholder input including public interest
and practitioner concerns. We encourage the MG to clearly articulate the separate roles of each
body. Further, we support the MG’s objective of increasing the visibility of its oversight
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activities, as this is a positive step to address concerns of public perceptions about the Boards’
independence.

While we believe that it is premature to perform an in-depth analysis of the overall current
governance structure, we believe that the MG could address the following items in the near
term. Firstly, the MG Consultation Paper raises the issue about the overlap between the
institutions participating within the oversight and advisory structure, namely the PIOB and the
CAGs. We think that it is important for each of these bodies to have discrete and clearly defined
roles, as discussed above, and recognise that overlap of institutional membership could
contribute to blurring of the different roles in fact or in perception. Therefore, we encourage the
MG to review appointments with this concern in mind, but we do not believe that there should
be any absolute prohibition on institutions being represented on more than one body.

Secondly, if the MG believes that substantial funding of the Boards and PIOB by the profession
(via the International Federation of Accountants, or IFAC) is, in the long term, an issue for the
perception of independence of the Boards, then we encourage the MG to start exploring ways to
diversify the funding base for the Boards. We encourage the MG to consider the funding
principles established by the Trustees of the IFRS Foundation to see whether similar principles
could be adapted by the MG to provide long-term funding of the Boards. The Trustees of the
IFRS Foundation have established funding through a mix of levies and national contributions
from regulators and standard-setting authorities. Principles for IASB funding include a system
that is broad-based, compelling, and open-ended (not contingent on any specific outcome or
action).

P10OB Work Program

We support the PIOB’s existing mandate of focusing on due process oversight (including
nominations) and not assessing the technical content of the standards. In order to achieve an
effective oversight of due process, it is important for the PIOB to be engaged throughout the
standard-setting process and not simply assess the finished standards.

We have some concerns regarding PIOB’s comment noted on page 6 stating that “Respect for
due process may not always guarantee protection of the public interest.” As this statement
indicates, the PIOB believes that it is necessary to supplement its oversight of the Boards’ due
process with internal technical reviews of the standards and their implications by PIOB staff.
However, a separate analysis by PIOB staff of the substance of a standard is difficult to
distinguish from an assessment of the technical content of a standard, which is outside the
mandate of the PIOB. We believe that the PIOB’s oversight should focus on whether there has
been substantive and robust due process.

We note that standard setters often receive extensive and diverse comments on proposals. We
believe that the PIOB should be focused on ensuring that significant public interest concerns
raised by stakeholders are considered adequately in a board’s deliberations. Ultimately, after
thoughtful consideration, a board may conclude that it will not be appropriate (e.g. not cost
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beneficial) to adopt every stakeholder suggestion. In order to enhance understanding of how
public interest considerations have been addressed, we encourage the PIOB to work with the
Boards to expand their use of feedback statements. For example, the IAASB’s feedback
statement in response to the January 2011 Discussion Paper, The Evolving Nature of Financial
Reporting: Disclosures and its Audit Implications, provided an overview of key messages raised
by responses in consultation papers and how those key messages were addressed. We believe
that feedback statements are an effective communication method and provide transparency. As
such, we believe that the PIOB and the Boards should consider how the use of feedback
statements and other similar communication tools can further enhance the visibility of
stakeholder input into the standard setting process and the rationale behind decisions made by
the Boards.

Since 2006, the PIOB has built valuable oversight experience with the Boards and has gained
familiarity with active projects. We agree that direct observation of standard setting boards is an
appropriate element of robust oversight. However, it should be possible to move away from
direct observation of 100% of meetings, while still maintaining adequate oversight of due
process, based on an assessment of the significance of the projects scheduled for discussion and
the stage of development (e.g. redeliberations probably would be a higher priority than initial
discussions). Furthermore, we agree with the proposal to heighten focus on the oversight of the
Boards’ strategic plans. However, we discourage a separate (parallel) PIOB consultation on the
Boards’ strategies. Instead, we believe that the PIOB’s focus should be on ensuring input from
the MG and other stakeholders is timely and substantive and also on evaluating whether
sufficient and adequate consideration of such input has been included as one of the key factors
in the Boards’ shaping of strategic plans.

In addition, we support the PIOB expanding its oversight responsibilities to encompass the
International Public Sector Accounting Standards Board (IPSASB). However, this should not
come at the cost of reduced oversight of IESBA and the IAASB. We draw your attention to the
nature of the stakeholders interested in the IPSAS standard setting process which may require
the PIOB to expand its composition to include members with public sector experience.

* * * * * * * * * * * *

The KPMG network remains committed to continuous enhancements of audit quality and
reinforcement of professional integrity, recognising that these are key to continuing our
commitment to the public interest and hence to the standing of our profession globally. We
believe that it is important to continue to make progress with adoption of ISAs and other
international standards as part of the global financial architecture. We agree that strong, well-
resourced and credible Boards whose commitment to the public interest is unquestioned are
important aspects for achieving this goal. It is in the spirit that we have supported and will
continue to support the work of the Boards by providing input, funding and highly qualified and
experienced partners of member firms to act as Board members.
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Please contact Mary Tokar +44 (0)20 7694 8871 if you wish to discuss any of the issues raised
in this letter.

Yours faithfully
Keme (FRG Limid

KPMG IFRG Limited
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DE ECONOMIA INSTITUTO DE CONTABILIDAD
Y COMPETITIVIDAD Y AUDITORIA DE CUENTAS

ICAC comments to the public consultation on the governance, (with

special focus on organisational aspects, funding, composition and
the roles) of the Monitoring Group, the PIOB and the standard

setting boards and Compliance Advisory Panel operating under the

auspices of IFAC

Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner
board members, would you suggest to reinforce the mechanisms to

safeguard the public interest?

Yes, definitely, independence from the audit profession should be one of the goals

to achieve.

We would like to remark the importance of redefining the nature of non-
practitioner with the necessary criteria that reinforce their Independence (as review

cooling off periods for ex audit partners).

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how

could such a structure be funded?

Yes, it will be in favour of independence. A similar model to the one adopted by
the IFRS Foundation could be applied, where all interested parties throughout the

world who benefit from the standards, participate.
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Q3: Do you consider the current three-tier system adequate for achieving the
objectives or an alternative model could be more adequate? In the latter

case, which model would you suggest?

From a theoretical point of view, we consider that a three-tier system would be
more appropriate. However current system should be changed and a similar model
to the one adopted by the IFRS Foundation could be adopted. This involves the

existence of 3 layers:
- Standard Setting Boards

- PIOB (expanding its functions to technical support to PIAC’s and acting as the
IFRS Foundation Trustees, who have, among others, the responsibility for the

financing arrangements)

- Monitoring Group (that oversights the whole structure)

However if the system mentioned above could not be put in practice, we should

take into consideration the following aspects:
a) the structure should not be financed in its majority by IFAC,
b) the possibility of a Permanent Secretariat of the Monitoring Group,
¢) PIOB budget and a MG budget to be financed.

In this context, we believe that a two-tier system would be adequate enough to

achieve the objective of getting confidence in the standard-setting activity.
These two layers would be composed by:
- Standard Setting Boards

- MG (with strategy role, technical support and oversight of PIAC’s

performance)
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Q4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you
see as a factor to take into account the fact that IPSASB deals with

accounting rules instead of auditing ones?

Not at this stage due to the differences. Furthermore, it would complicate the
current structure that is treated in this consultation. The IFRS Foundation

Constitution could be explored.

Q5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the

structure and nature of the Compilation document?

We are in favour of a compilation document to facilitate public perception of the
work done though this document refers to different bodies. About the nature of the

document we don’t have any preference.

QG6: Given the breadth of the current mandate, do you consider it helpful to
modify the name of the structure to improve its visibility? In this case what

name would you suggest?

We consider that the names proposed are too long. We consider that the current

names are appropriate.

Q7: Do you agree with the MG having a more strategic role?
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According to our answer to Question 3, we agree if the two-tier system is adopted

but not in the case of the three-tier model proposed in Q3.

Q8: Do you agree with the objectives proposed and, specifically, with the
MG having the possibility of conferring with the PIOB on the PIACs’

agendas and receiving appropriate feedback?

It would not be applicable with our two-tier proposal. In the case of three layers, it

would be against its independency as oversight body.

Q9: Do you agree with the suggestions on how to improve the
communication activities of the MG? Do you consider it useful for the MG to
have in the special occasions above described direct involvement with

PIACs?

Yes, especially with the proposals regarding the issuance of more frequent press

releases and the improving the website visibility of the MG.

Q10: Do you have specific suggestions on how liaison with investors could
be improved? Do you see merit in having public attendance at some portions

of the MG meetings?

No comments.

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most

appropriate or, should other bodies be considered instead?
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We consider that the current structure meets with audit scope. A larger structure

could go against its effectiveness.

Q12: What is your opinion about the current composition of the MG? i) Do
you believe that other organizations (i.e., national or regional regulators)
should or could be represented in the MG? If so, which criteria do you think
new members should fulfil to become MG members? ii) Should a maximum
be set to the number of MG members? iii) Would you favour a change on

how the Chairperson is appointed?

We consider that the current structure meets with audit scope. A larger structure

could go against its effectiveness.

As for the appointment of the Chairperson, it should be elected by all members of
the MG.

Q13: Do you see a problem in MG members appointing full time employees

of organisations represented in the MG as PIOB members?

In a two-tier system this problem would be eliminated. However with a three-tier

system it could entail a conflict of interest.

Q14: Would you consider convenient to avoid direct hierarchical relationship

between the PIOB and the MG?

In a two-tier system this problem would be eliminated. In the case that a three-tier
system is maintenance, PIOB representatives should not be more senior than MG

representatives.
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Q15: Do you agree that the roles and responsibilities of each party should be
further clarified? Do you have specific suggestions regarding which areas

this clarification should address?

Yes, definitely. The current structure is very complex and any step taken to clarify it
would be helpful. It could also be useful to analyse the roles and responsibilities of
each party in order to assess if there are synergies and overlappings that make it

advisable to merge them.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

We consider than MG monitoring would be sufficient.

Q17: Do you see merit in the PIOB periodically producing a strategy
document that would supplement the yearly business plan and budget?
What should the involvement of the MG be in the production of these

documents?

Yes, a strategy document would be useful in order to communicate the long/mid
term PIOB’s activities. This periodical strategy document will complement the
yearly business plan and budget. It would also help to follow up the evolution of
PIOB’s remit.

MG should not participate in these documents.
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Q18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s composition is

reviewed each time a new body becomes full member of the MG?

In the case of a three-tire structure, current composition of PIOB should be

reviewed and a more independent appointment system should be established.

Q19: Would you consider the current composition of the PIACs appropriate?
Do you see merit, in the context of a second effectiveness review, in
exploring the idea of having a majority of non-practitioners and a majority of

public members?

We consider that 9/9 non-practicioner/practicioners ratio does not ensure
independence. We remark here as well the importance of redefining non-

practicioner nature.

Q20: Do you consider best practice a nine years period for rotation of the

representatives of CAG member organisations?

Maybe nine years could be considered as a long term; maybe six years could be

more appropriate.

Q21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial

fashion?

We agree is not realistic to change the funding structure in a near future.

Nevertheless we highlight that PIOB could not be funded in its majority by IFAC.
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Q22: Do you consider appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an
external fundraising having some contributions of the MG members in the

mean time?

IFAC should not finance the largest part of PIOB budget since the way to
guarantee independence is independent funding. As we describe in Q2, a model
with “Trustees” that look for a structure of funding could be adopted. In the mean
time, MG members should contribute to PIOB funding in the basis of

b

independence.

Q23: Do you think it feasible to have a similar funding structure in place for

the PIOB to that in place for funding the IFRS Foundation?
See responses to Q2 and Q3.

Q24: Do you see the need for and/or merit in having a permanent Secretariat
for the MG? In this case, do you think IOSCO should provide resources for a

permanent Secretariat to the MG?
We encourage a permanent secretariat funded by MG members.

Following our proposal of two-tire structure, current permanent secretariat of

PIOB could be in charge of MG permanent secretariat.

We consider that the permanent secretariat should be independent of only one MG

member.
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Q25: How do you think the governance of the international auditing, ethics
and education standards setting process could improve audit quality? What
are the main objectives that those responsible for governance should take

into account?

The main goal is to improve audit quality, mainly in public interest activities. This
goal could be achieved with a predominant public presence and the independence
of those who are in charged of setting standards and those who oversight audit

firms.

Thus, the importance of the role of the MG as a link between standard-settings and

oversight bodies.

Q26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not,

what changes, suggestions or remarks would you propose?

It could be better mainly in terms of independence and roles definition. Comments

provided along this document

Q27: Do you agree that the current levels of empowerment and responsibility
of the bodies that compose the current structure (MG, PIOB and PIACs) are
appropriate? If so, do you have any suggestions for improving the dialogue
and interaction between the different bodies? If not, how these levels of

empowerment and responsibility could be improved?

According to our experience, we think the feedbacks and comments from national

authorities are not taken appropriately into account in the standard setting process.
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Our impression is that the comments from the profession are the ones that seem to

determine the content of the standards.

In this sense, the oversight of the standard setting process should take more into

consideration the criteria underlying the concept of public interest.

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and

how might they be financed?

No comments.

Madrid, 28th June 2012
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PUBLIC CONSULTATION ON THE GOVERNANCE (WITH SPECIAL FOCUS ON ORGANISATIONAL
ASPECTS, FUNDING, COMPOSITION, AND THE ROLES) OF THE MONITORING GROUP, THE PIOB,
AND THE STANDARD-SETTING BOARDS AND COMPLIANCE ADVISORY PANEL OPERATING
UNDER THE AUSPICES OF THE INTERNATIONAL FEDERATION OF ACCOUNTANTS (IFAC)

The International Federation of Accountants (IFAC) values the opportunity to comment on the Monitoring
Group (MG) public consultation, dated 28 March 2012. IFAC recognizes the importance of ongoing
review and dialogue aimed at enhancing the governance arrangements for international standard setting.
The high level of response to recent public consultations by the International Financial Reporting
Standards (IFRS) Trustees (on its strategy) and the Monitoring Board (MB) (on International Accounting

Standards Board [IASB] governance) indicates that there is broad public interest in this topic.

Through its membership, currently 167 professional accountancy organizations in 127 countries and
jurisdictions, IFAC represents approximately 2.5 million accountants in public practice, industry and
commerce, government, and education. IFAC’s mission is to serve the public interest by: contributing to
the development, adoption, and implementation of high-quality international standards and guidance;
contributing to the development of strong professional accountancy organizations and accounting firms,
and to high-quality practices by professional accountants; promoting the value of professional
accountants worldwide; and speaking out on public interest issues where the accountancy profession’s
expertise is most relevant. The independent international standard-setting boards that IFAC supports, in
conjunction with the international regulatory community, set international auditing and assurance, ethics,

education, and public sector accounting standards.

IFAC offers comments on the MG public consultation, but has chosen not to comment on the Public
Interest Oversight Board (PIOB) “Work Program 2012 and Beyond” Consultation Paper. IFAC does not

consider it is appropriate to comment on the strategy and work program of an organization charged with



mailto:Piob-MonitoringGroup@ipiob.org



responsibility to oversee the operations of the Public Interest Activity Committees (PIACs) supported by

IFAC, as well as specific duties for which IFAC is responsible (e.g., the nominations process.)

Before addressing the specific questions included in the consultation, IFAC offers the following general

comments.

General Comments

IFAC recognizes the importance of private sector/public sector shared arrangements for standard setting.
The value of such arrangements was reinforced by the results of the recent public consultations by the
IFRS Trustees (on its strategy) and the MB (on IASB governance). Both consultations showed strong
support for arrangements of the type currently in place for the standard-setting boards supported by

IFAC, which have the involvement of both the private and public sectors.

IFAC has stated its position—and explained how standard-setting is conducted in the public interest
through a range of measures aimed at safeguarding that public interest—in its Policy Position Paper 3,

International Standard Setting in the Public Interest (www.ifac.org/publications-resources/international-

standard-setting-public-interest-0). Furthermore, as a member of the Private Sector Taskforce of

Regulated Professions and Industries (PSTF)," IFAC wishes to reinforce one of the recommendations
included in the PSTF Final Report to the G-20: encouraging the development (initially through the
Financial Stability Board [FSB]) of a mechanism for approving shared private sector/public sector
standard-setting arrangements (structural and resourcing) for standards of importance to the financial
sector. Such a mechanism would legitimize standard-setting arrangements through recognition and

endorsement of the standards (www.ifac.org/publications-resources/private-sector-taskforce-requlated-

professions-and-industries-final-report-g-, refer Recommendation 12, including discussion on pages 4

and 30-33.) Furthermore, it notes that a lack of consistent adoption and implementation of key standards
around the globe is detrimental to the G-20’s ambition of global regulatory convergence, and creates

uncertainty and contributes to further economic instability.

! The Private Sector Taskforce of Regulated Professions and Industries (PSTF) was established in May 2011 at the request of the
Presidency of the G-20 to provide an analysis of, and recommendations relating to, regulatory convergence to facilitate economic
stability in the world’s capital markets. The PSTF comprises representatives from private sector organizations of professions and
industries that are subject to regulation, and operate within the financial sector.
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Shared private sector/public sector standard-setting arrangements are crucial to ensure that there are
appropriate and requisite levels of technical competence in the standard-setting process, thereby
promoting the legitimacy of the issued standards, and global acceptance of the standards by those who
rely on them. If those who use the standards—professional accountants, including auditors—feel that the
standards are unreasonable in terms of the expected requirements; include ill-defined or incorrectly used
terms; and/or cannot be practically applied, there is a risk that they will not be adopted and implemented
consistently around the world. This creates uncertainty and confusion, and undermines the validity of the

standards.

When the current shared arrangements were set up in 2003, it was mutually agreed that the mandate
should cover four areas: audit, ethics, education, and compliance. IFAC notes, however, that this
Consultation Paper focuses primarily on audit and ethics. In finalizing its conclusions on the appropriate
MG governance structures, IFAC encourages the MG to reflect on the breadth of its mandate and

develop responses that recognize its important role in all four areas.

In its Consultation Paper, the MG seems to be expressing a view that standard setting might
appropriately be, at least in the long term, “completely outside the IFAC sphere of influence” (refer
page 11), and in Question 2 seeks views on a “fully independent standard-setting model.” For the
profession to have no significant role in the standard-setting process undermines the advantages of the

joint private sector/public sector arrangements outlined above.

For this reason, IFAC strongly supports the notion of private sector/public sector shared arrangements for
international standard setting and believes there are risks associated with any change to a set of

arrangements that has no private sector input.

IFAC plays a central and critical role in the process for achieving the adoption and implementation of
auditing and assurance, ethics, accounting education, and public sector accounting standards. As well as
providing logistical support for the standard-setting boards, IFAC strongly advances the adoption and
implementation of internationally accepted, high-quality standards via its membership network. Through
its Statements of Membership Obligations (SMOs), IFAC obliges its member bodies to support the
adoption of auditing and assurance, ethical, accounting education, and public sector accounting
standards, as well as IFRS issued by the IASB. Changes to standard-setting arrangements, which break
this critical nexus with the accountancy profession, risk placing the global regulatory convergence agenda

at risk, or at the very least, making its achievement considerably more difficult.





In terms of acting in the public interest, IFAC refers the MG to the work IFAC has undertaken in defining
the public interest, and how IFAC assesses the public interest implications of its actions, decisions, and
policies. An exposure draft was issued in November 2010 for public consultation, and a final paper (taking
into account the feedback and comments received) is expected to be issued at IFAC’s Board meeting in
June 2012.2 Critically, IFAC does not consider that the development of auditing and assurance, ethical,
and education standards is done “for the accountancy profession” (as asserted by the MG in Section 1 [iii]
of its consultation). Rather, consistent with the role played by the PIOB since 2005 in ensuring that the
work, deliberations, and standards issued by the standard-setting boards are developed with a public
interest perspective, IFAC considers that the International Auditing and Assurance Standards Board
(IAASB), International Ethics Standards Board for Accountants (IESBA), and International Accounting
Education Standards Board (IAESB) all set standards with a broad group of stakeholders and interested
parties—broader than merely the accountancy profession—in mind. Indeed the current arrangements
were agreed between IFAC and the international regulatory community precisely to put in place

protections to ensure that standards were not set “for the accountancy profession.”

Finally, the current ongoing sovereign debt crisis has highlighted the urgent need for enhanced public
sector financial management, transparency, and accountability, and for a significant improvement in the
currently deficient reporting practices and arrangements of many governments. The International Public
Sector Accounting Standards Board (IPSASB) has a vital role to play in providing solutions that will
contribute to the resolution of these problems that have fuelled the sovereign debt crisis and negatively
impacted on the public interest. The IPSASB is the only body that issues high-quality, globally-accepted
financial reporting standards (International Public Sector Accounting Standards [IPSASs]) specifically for
the public sector. Many of the MG’s own members do or should rely on the quality of financial reporting by
national or state/provincial governments in meeting their own mandates. The quality of the financial
information relied on by MG members, pension fund managers, individual investors, and indeed the
general public would be enhanced if IPSASs were used as the reporting model by governments at all
levels. IFAC notes that Eurostat is currently consulting on the suitability of IPSASs as the reporting model
for all Member States within the European Union (EU). IFAC considers it critical to ensure that the

legitimacy and acceptance of IPSASs is further enhanced through the existence of public oversight. As

2 |FAC is happy to provide privately, to the MG, a copy of the paper to be presented to the Board for approval. Once approved by
the IFAC Board the paper will be publicly issued.





such, it strongly supports, and encourages, public oversight of the IPSASB through bringing it under the
purview of the PIOB.

IFAC notes that the language used in certain parts of the Consultation Paper may be open to
misunderstanding and misinterpretation by those who do not have a complete and thorough
understanding of the standard-setting arrangements in place for auditing and assurance, ethics, and
accounting education. With this in mind, and in an effort to ensure that our feedback, and that of others,
together with the comments by the MG are interpreted correctly—especially where they will be used in

producing a final report—IFAC offers its view on several clarifications of wording in the Appendix.

IFAC has chosen not to respond to all questions. Responses to some of the specific questions follow.

Q1: Do you consider it necessary to enhance representation of the public interest? In that case,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce the

mechanisms to safeguard the public interest?

IFAC is of the view that each of the PIACs operates effectively in the public interest. The reforms that
were agreed by the MG in 2003—and those proposed by the MG review of 2011 and accepted by IFAC—
are sufficient to ensure that the public interest is protected. Indeed, through the significant authority
granted to the PIOB in relation to many aspects of the operations of the PIACs, IFAC believes the public
interest is well protected. IFAC recognises the importance of continued dialogue (and further

enhancements and reforms, as necessary) between the MG, PIOB, and IFAC.

Refinements to the PIACs’ operations agreed to following the 2011 review are, by mutual agreement,
being introduced over a number of years to avoid loss of momentum within the programs of each PIAC.
IFAC believes that any further changes should not be considered without an assessment of the

effectiveness of these refinements after they have been in place for a reasonable period of time.

To ensure that the public interest is safeguarded and enhanced as an integral part of the standard-setting
process, IFAC refers to the measures described and views expressed in its position papers, International

Standard Setting in the Public Interest (www.ifac.org/publications-resources/international-standard-

setting-public-interest-0) and the Definition of the Public Interest (to be issued in 2012).




http://www.ifac.org/publications-resources/international-standard-setting-public-interest-0
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Q2: In the long term, would you favour a different and fully independent standard-setting model

completely outside the IFAC structure and if so how could such a structure be funded?

As stated previously, IFAC does not support a different standard-setting model. It believes there is value
in having a model in which both the private sector and public sector have a role. This includes the
involvement of practitioners, within a framework that safeguards the public interest. IFAC refers to its

position paper, International Standard Setting in the Public Interest (www.ifac.org/publications-

resources/international-standard-setting-public-interest-0).

While standards are developed in the broader public interest, IFAC recognizes that they are of critical
importance to the accountancy profession, and that in shared private sector/public sector standard-setting
arrangements, the profession should make a significant contribution to the funding of standard setting.
IFAC supports arguments for the funding of the PIACs to be largely provided by the profession, but does
not preclude the notion of seeking external funding—at least in part—as obligations increase. Public
sector accounting standards issued by the IPSASB are an example of where greater external funding
could be envisaged, given their importance to a much broader stakeholder group. Also, with respect to
the PIOB, which IFAC considers should be funded externally to the greatest extent possible, there are

clearly strong arguments for significant funding to be provided from sources external to the profession.

Q3: Do you consider the current three-tier system adequate for achieving its objectives, or an

alternative model could be more adequate? In the latter case, which model would you suggest?

IFAC considers that the current governance arrangements for standard setting are both appropriate and
sufficient, for achieving the objective of developing and issuing high-quality, globally accepted standards.
The current governance structure includes the independent PIACs, overseen by the PIOB, which in turn
is monitored by the MG. These arrangements operate with IFAC playing a critical support role. No

alternative model is recommended.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What conditions, if
any, would you impose on such oversight? Would you see as a factor to take into account the fact

that IPSASB deals with accounting rules instead of auditing ones?



http://www.ifac.org/publications-resources/international-standard-setting-public-interest-0

http://www.ifac.org/publications-resources/international-standard-setting-public-interest-0



As stated above, IFAC strongly supports the IPSASB being subject to PIOB oversight. IFAC considers
the need for high-quality, globally accepted financial reporting standards for the public sector to be an
utmost public interest concern, and a crucial element of resolving the current sovereign debt problems.
There is a need to address (and enhance) the current deficient reporting practices—including
transparency and accountability arrangements—of many governments. Greater transparency and
enhanced reporting are crucial for the proper functioning of capital and debt markets, and democratic
processes.

IFAC anticipates that no special conditions should apply to the oversight of the IPSASB by the PIOB.
However, it notes that changes to the composition of the PIOB should be considered to ensure that there
is requisite experience to deal with its expanded oversight responsibilities. The fact that the IPSASB deals
with financial reporting standards rather than auditing standards, should not impact or affect the manner
in which public oversight is performed.

Q5: Do you see merit in having a “Compilation document” for the whole structure? In this case,
which alternative would you prefer for organising the structure and nature of the Compilation

document?

IFAC sees merit in having a “Compilation document” for the governance structure pertaining to the
PIACs. It does not favor having a stand-alone charter for the entire structure, and therefore prefers the
first of the two options proposed in the Consultation Paper. IFAC considers that such a Compilation
document should be based on an appropriate set of high-quality principles and refers the MG to IFAC’s

public policy position papers (www.ifac.org/publications-resources?publication-type=22) and the 2003

“IFAC Reforms” (www.ifac.org/about-ifac/structure-governance/ifac-reforms), which introduced enhanced

governance enhancements for standard setting.3

Q6: Given the breadth of the current mandate, would you consider it helpful to modify the name of

the structure to improve its visibility? In this case, what name would you suggest?

IFAC does not think there are any apparent benefits in modifying the name of the governance structure,

and the components therein. It is of the view that the names “Monitoring Group” and “Public Interest

3 IFACis happy to provide the MG with a copy of the document which details these reforms, including discussion of the background
and principles upon which the reforms are based.
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Oversight Board” have value and recognition in the wider community and every effort should be made to
reinforce and promote these names. Any change in name risks the hard work of the last seven years in
creating recognition and acceptance of these bodies. Any proposals to change the names of the MG and
the PIOB should only be considered where it can be demonstrated that new names promote greater
understanding of the activities and scope of the organizations.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

IFAC considers that the MG should limit its role to the appointment of members to the PIOB and ensuring
the PIOB actively meets its mandate. IFAC is strongly of the view that the MG should not have closer
involvement in, or a more direct relationship with, the PIACs; that is the role designated to the PIOB and
the MG should continue to rely on the work of its appointees to that Board—especially if those appointees
have appropriate seniority.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving appropriate
feedback?

IFAC does not support the notion of the MG becoming more involved with the PIACs’ agendas. Also,
IFAC refers to the report of the MB review of IASB governance issued earlier this year. The outcomes of
this review indicated that the majority of respondents were not in favor of the MB having greater direct
involvement in the role of the IASB. IFAC believes that the same would be true in relation to the MG’s
involvement with the PIACs. Furthermore, in its final report, the MB decided that it would maintain its
current arrangement, whereby it may refer issues to the Trustees and the IASB Chair but would not be

directly involved in IASB agenda setting.

However, it must be recognized that the organizations represented on the MG, individually, already have
access to dialogue on the agendas of the PIACs, through their involvement and representation on the
PIOB and on the Consultative Advisory Groups (CAGS).

Q9: Do you agree with the suggested ways of improving the communication activities? Would you
consider it useful for the MG to have in the special occasions above described direct involvement
with PIACs?





IFAC supports the improvement of communications activities by the MG, in particular, measures that
involve making public materials concerning the MG’s deliberations, improving website visibility, and

permitting public attendance at MG meetings.

However, IFAC does not agree with greater involvement in the PIACs by the MG. In general, IFAC
believes that the PIOB is the appropriate body designated by the MG to carry out due process oversight
and communicate on its activities. It is the group with a day-to-day role in this activity and the permanent

staff to be able to carry out this activity with a degree of institutional knowledge and continuity.

As noted previously, it must be recognized that the organizations represented on the MG, individually,
already have access to dialogue on the agendas of the PIACs through their involvement and

representation on the PIOB and on the CAGs.

Q10: Do you have any specific suggestions on how liaison with investors could be improved? In

this sense, do you see merit in some portions of the MG meetings having public attendance?

IFAC does not consider that the MG should have any direct role in communicating with investors in
regards to the activities of the PIACs. The PIOB is better placed to perform this role with its continuity of
Board members and staff team. While IFAC would welcome greater involvement by investors in the
standard-setting process, it believes this should be the responsibility of the PIACs and their CAGs. It
recognizes that engagement with investors is problematic given that: (i) investors are not a homogenous
group that can be easily approached and met; and (ii) standards issued by PIACs are not developed with
only investors in mind; they are developed with a broader user and public interest perspective. Therefore,

the views that are obtained from investors would need to be considered in this light.

As noted previously, IFAC sees merit—in terms of enhanced transparency and accountability—from

having relevant portions of the MG meetings open to the public.

Q11: Would you find it useful that the MG engages with organizations representing governmental
institutions? Would the G20 be the most appropriate or, should others bodies be considered

instead?





IFAC believes that the issue of whether the MG engages with organizations representing governmental

institutions is one for the MG to decide.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe that other
organisations (i.e. national or regional regulators) should or could be represented in the MG? If
so, which criteria do you think new members should fulfil to become MG members? (ii) Should a
maximum be set to the number of MG members? (iii) Would you favour a change on how the

Chairperson is appointed?

In relation to the three parts of this question, IFAC offers the following comments:

0] To the extent that IFAC would meet with the MG to discuss global issues related to standard setting
and compliance, it advises against the representation on the MG of additional organizations that
represent national and regional interest, as this potentially creates conflicts of interests, and the
reversion to national and parochial interests in respect to the role played by the MG. Only bodies
which are truly representative of international public interest should be included on the MG.
Notwithstanding this view, IFAC considers it important for the MG to be, to some degree,
geographically representative and inclusive of the major economic powers. However, if the MG
expands its oversight to the IPSASB, IFAC recommends that additional seats be made available to
appropriate groups. For example, IFAC would urge that both IMF and INTOSAI be invited to join
the MG.

(i)  Inthe interests of the practical operation of the MG, and in recognition that it is a consensus body,
IFAC believes that a maximum number of members should be set for the MG. However, IFAC
considers that this should be a decision to be made by the MG, based on its own experience,
funding availability, and capacity. To allow for changes in future considerations as circumstances
change, IFAC suggests that the membership could be set as “not more than xxx members.” This
will allow the MG to add a few additional members as it sees fit without needing to change its

Constitution/Operating Procedures.

(i)  IFAC offers no comment on the manner in which the chair of the MG is appointed.
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Q13: Do you see a problem in MG members appointing full time employees of organisations

represented in the MG as PIOB members?

In principle, IFAC envisages no problems with the appointment of full-time staff members. However, in
practice, the seniority and positioning of the respective MG and PIOB members could potentially generate
some issues. IFAC recognizes the importance to the ongoing credibility of the PIOB of having people of
recognized seniority on the board. In making future appointments to the MG and the PIOB, IFAC

considers it critical to ensure that the current level of seniority of PIOB members is retained.

Q14: Would you consider convenient to avoid direct hierarchical relationship between the PIOB

and the MG members?

IFAC offers no comment on the specific matter of the direct hierarchical relationship between the PIOB
and the MG members. However, IFAC notes that the relationship between the MG and the PIOB is critical
to the efficiency and effectiveness of the governance arrangements for PIACs; it needs to be managed

appropriately by both parties.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further clarified?

Do you have specific suggestions regarding which areas this clarification should address?

IFAC considers that the roles of the MG and the PIOB are clearly defined. Therefore, rather than further
clarification, IFAC suggests that what may be needed is better communication—to the general public—of
the roles played. The preparation of a “Compilation document” as proposed in Question 5 may go some

way to achieving this aim.

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and oversight

framework through its strategy document?
IFAC offers no comment on questions pertaining to the operations of the PIOB.
Q17: Do you see merit in the PIOB periodically producing a strategy document that would

supplement the yearly business plan and budget? What should the involvement of the MG be in

the production of these documents?
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IFAC offers no comment on questions pertaining to the operations of the PIOB.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would you
consider convenient that the PIOB’s composition is reviewed each time a new body becomes full
member of the MG?

It is important that the composition of the PIOB is appropriate to ensure that it can effectively and
efficiently discharge its public oversight responsibilities. Any proposals to regularly review and alter the
composition of the PIOB must be balanced against the need to retain experience and institutional
knowledge regarding its activities.

However, the composition of the PIOB may need to be reviewed to take account of the evolving
responsibilities of the PIOB. That is, if the PIOB assumes public oversight responsibilities for the IPSASB,
there would be a need for the composition of the PIOB to be reviewed—and perhaps altered—to ensure
that it has the requisite legitimacy to speak on matters relevant to the breadth of its mandate, and to

share what would be, an increased workload.

There is no necessity that additions to the MG should require additions to the PIOB. That should be a
matter of agreement between the MG, PIOB, and IFAC recognizing the impact on operating costs of
PIOB of decisions made.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see merit, in
the context of a second effectiveness review, in exploring the idea of having a majority of non-
practitioners and a majority of public members?

IFAC considers the current composition of the PIACs, with a balance of practitioners and non-
practitioners (including public members) supported by the other key governance arrangements (e.g.,
PIOB, CAGS) to be appropriate.

In its policy position paper, International Standard Setting in the Public Interest

(www.ifac.org/publications-resources/international-standard-setting-public-interest-0), IFAC notes that for

the legitimacy of standard setting to be achieved, there are several factors that need to be in place,
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including high levels of performance from the standard setter. Such high levels of performance can only
be achieved where members of the standard-setting boards (SSBs) have appropriate technical
knowledge and hands-on experience, which is available from both practitioners and non-practitioners.
The position paper states, “The performance of the standard-setting board is enhanced if there is an
appropriate representation of those with current or recent technical knowledge and those with hands-on
experience in the implementation and application of the standards. Non-practitioners contribute to the
performance of the boards, especially the IESBA and IAESB, through the expertise and knowledge from
the particular fields they bring to the standard-setting process. In doing so, they represent a range of

perspectives and the broader public interest.”

The current balance between practitioners and non-practitioners (including public members) contributes
to the necessary level of independence for PIACs, and is supported by other important governance
measures, such as: oversight by the PIOB; the involvement of CAGs; independent chairs of the IAASB
and IESBA (from 2013); and arrangements to provide direct feedback to an individual MG member
regarding its input to the SSB if it does not appear that the SSB will take up the input in a final standard.
Taken as a whole, this promotes the legitimacy of the standards. IFAC sees the need for competency on
the PIACs to be paramount, and notes that measures are in place to ensure that the highest quality, most

competent candidates are appointed as PIAC members.

In relation to the composition of the PIACs, it must be noted that in 2011, as part of the MG review,
agreement was reached to change the practice of reserving seats on the IAASB, IESBA, and IAESB for
nominees of the Forum of Firms (FoF) and IFAC member bodies. From 2013, any organization or
individual is able to nominate candidates for all positions on the standard-setting boards. Therefore, it
would be premature to suggest again reviewing the composition of the PIACs before the effects of these

most recent changes can be assessed.

Q20: Do you consider best practice a nine years period for rotation of the representatives of CAG

member organisations?

IFAC supports a reasonable period for rotation of representatives of CAGs and leaves it to the PIOB to

determine the appropriate rotation period.
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Q21: Would you agree that it is not realistic at the current time to attempt to alter the funding

structure of standard setting activities in any substantial fashion?

Refer response to Question 2. IFAC believes that the current funding arrangements for the PIACs
themselves are appropriate. However, if an enhanced funding model were to be found for the IASB, IFAC

would be open to considering whether such a funding model could be applied for the PIACs.

Furthermore, IFAC believes that the funding for all standard-setting and governance arrangements can

be improved if greater external funding support is provided for the PIOB.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB budget? If not,
do you consider appropriate that IFAC launches an external fundraising having some

contributions of the MG members in the mean time?

IFAC notes that in the 2003 “IFAC Reforms” document “as a general principle, both IFAC and the MG
consider it to be in the public interest that parties other than IFAC shall fund at least 50% of the cost of
the PIOB. IFAC will seek contributions to cover 50% or more of the PIOB costs. Given the public interest
nature of the oversight activities of the PIOB, the MG members may provide contributions to support the

PIOB’s activities. The PIOB may also be involved in seeking contributions to cover its costs.”

IFAC is concerned that the credibility of the PIOB might be undermined by a perception of majority
funding from IFAC. With respect to external fundraising, IFAC notes that the MG, PIOB, and IFAC are
currently engaged, as has been the case since the establishment of the PIOB, in an effort to seek
financial support for the operations of the PIOB, from organizations external to the accountancy

profession.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to that in

place for funding the IFRS Foundation?

It is difficult to make comparisons between the operations of the IFRS Foundation and the PIOB. It is
worth noting that the governance arrangements for the IASB, while similar to the governance
arrangements for the PIACs, are not identical to those of the PIACs. While the PIOB is a separately

constituted legal entity that provides oversight of the PIACs, it is the IFRS Trustees—responsible for the
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governance of the IFRS Foundation—that perform the oversight role for the IASB. Also, the IFRS
Foundation provides the funding for the IASB, whereas the PIOB does not have a role in funding the

PIACs. This makes it difficult to draw direct comparisons between the different funding arrangements.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the MG? In this

case, do you think IOSCO should provide resources for a permanent Secretariat to the MG?

IFAC is of the view that there is merit in having a permanent Secretariat for the MG. This is critical for the
continuity and retention of organizational knowledge and capacity, and the ongoing relationship with the
P1OB and IFAC. IFAC offers no comments on how such a permanent Secretariat should be structured

and resourced.

Q25: How do you think the governance of the international auditing, ethics and education
standards setting process could improve audit quality? What are the main objectives that those

responsible for governance should take into account?

IFAC considers that those responsible for the governance of the PIACs should ensure that they always
act in the public interest in respect to their responsibilities for standard setting. IFAC is of the view that the
work of the PIACs and the manner in which they currently undertake their tasks advances audit quality. It
does not see that a major change in governance arrangements is necessary, but acknowledges that all

parties must remain vigilant in working to enhance and improve these arrangements.

Q26: What is your opinion about the current structure? Do you think the current structure is
appropriate in order to improve audit quality? If not, what changes, suggestions or remarks would

you propose?
IFAC believes that the current governance structure and arrangements pertaining to the PIACs are
appropriate for the development and issue of high-quality international standards, including auditing

standards which significantly contribute to improved audit quality.

Q27: Do you agree that the current levels of empowerment and responsibility of the bodies that

compose the current structure (MG, PIOB and PIACs) are appropriate? If so, do you have any
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suggestions for improving the dialogue and interaction between the different bodies? If not, how

these levels of empowerment and responsibility could be improved?
IFAC offers no comment with respect to the current levels of empowerment and responsibility of the
bodies that compose the current structure, beyond noting the importance of effective dialogue and

interaction between the various bodies that comprise the governance structure for the PIACs.

Q28: Do you think that there is any other overall structure that could achieve improvement in audit
quality more efficiently? If so, what could they be and how might they be financed?

Refer response to Question 26.

Please do not hesitate to get in touch if you have any questions or require further clarification of any the
points raised in this letter.

Sincerely,

o /j""i

lan Ball
Chief Executive Officer
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APPENDIX

CLARIFICATIONS ON THE CONSULTATION PAPER

The following comments aim to clarify several points included in the Consultation Paper, which may be
misunderstood by people reading it, who do not have a good knowledge of how the standard-setting
arrangements operate. In the event that the final report of the MG continues to address these matters,
IFAC believes the MG should recognize the following:

1. In the Executive Summary of the Consultation Paper the following wording is used: ‘the fact that
employees from audit firms still have a very significant involvement in standard-setting.” This contrasts
with the language used on page 10 of the Consultation Paper, which states: ‘those employed by audit
firms have a non-controlling but significant involvement in standard-setting.” IFAC considers that the
former language may be open to misinterpretation and fails to recognize that audit firms and their
employees do not control the standard-setting process. Furthermore, it seemingly fails to recognize
the reforms to governance arrangements that have taken effect, as well as those already proposed to
take effect. This includes matters pertaining to the establishment and role of the PIOB, independent
non-practitioner chairs of standard-setting boards, the diverse composition of the boards, and the
removal of fixed positions on the boards for nomination/appointment by the audit firms. At the very

least, IFAC believes that the latter wording better represents the current position.

2. On page 7 of the Consultation Paper reference is made to ‘improvements to encompass practices that
..have come to be associated with other credible and effective standard-setting processes.” It is
unclear to what processes the MG is referring. International standard setting for professionals has a
limited number of examples. If one assumes that the MG is referring to the standard-setting processes
(and practices, including governance arrangements) associated with the development and issue of
IFRS by the IASB, then IFAC is of the view that explicit reference should be made to these
arrangements. Furthermore, as both the Monitoring Board of the IASB and the IFRS Trustees have
recently completed extensive public consultations on the governance arrangements pertaining to the
IASB, IFAC believes that it would assist readers of the MG final report if details of the key outcomes of

these reviews were explained (especially where direct reference has been made to the reviews).

3. On page 8 of the Consultation Paper, a link is made between the “expectation gap,” how well the
standards have worked, how well they have been applied, and the need to assess and review the

current suitability and adequacy of governance arrangements for standard setting. It is not clear how
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that link can be clearly made, as arguably the manner in which standards have been applied and
worked is not directly attributable to the quality of the standards, or the standard-setting process. While
it is acknowledged that the practical application of the standards is an important consideration for all
standard setters, appropriate and sufficient application of the standards is not their sole, or chief,
responsibility. The manner in which the paper describes the link suggests that standard setters are
responsible for those using the standards, not applying them as they should be applied. IFAC
contends that this is clearly not the case. IFAC refers to the wording of the MG Consultation Paper on
page 26, which states that: “the current role of the three PIAC standard setters is issuing international
standards...”

4. The MG notes that the focus on IPSASs has come about due to “emerging” problems with some
sovereign debt (refer page 13 of the Consultation Paper). For several years IFAC has highlighted the
deficiencies of the practices of many governments in respect to public sector financial reporting,
transparency, and accountability. It is of the view that problems of sovereign debt are not “emerging,”
but rather have been existent for some time. IFAC refers the MG to sovereign debt crises over the last
20 years in many regions, including Latin America and South East Asia. IFAC notes that the MG has

referred to the “ongoing sovereign debt situation” later in the Consultation Paper.

5. Reference has been made to the IFAC International regulatory Liaison Group (refer page 19). IFAC

notes that the correct name of this group is the IFAC Regulatory Liaison Group.

6. On page 26 of the Consultation Paper, the MG highlights that there is “the real question” of the
composition of the PIACs. IFAC contends that composition of the PIACs is only one of many questions
that need to be considered with respect to the operation of the PIACs. As noted in the general
comments, IFAC considers that private sector/public sector shared arrangements for standard setting
are imperative for the legitimacy, and ultimately the quality and acceptability, of standards. In this
regard, the role of the PIACs in terms of independence, accountability, and performance are equally
important as the composition of the boards.

7. Appendix 1 of the consultation paper (page 41) indicates that there is a CAG operating for the
IPSASB. IFAC notes that the operation of the CAG for the IPSASB is currently in abeyance, subject to
the future changes to the governance arrangements for the IPSASB, including coming under the
oversight of the PIOB.
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The Edinburgh Group

c/o Stephen Heathcote, Secretary — Edinburgh Group
2 Central Quay

89 Hydepark Street

Glasgow

G2 8BW

United Kingdom

The Monitoring Group

c/o International Organization of Securities Commissions
Calle Oquendo 12

28006 Madrid

Spain

Sent via email: Piob-MonitoringGroup@ipiob.org

28 June 2012

Public Consultation on the Governance (with special focus on organisational
aspects, funding, composition, and the roles) of the Monitoring Group, the PIOB,
and the standard-setting boards and Compliance Advisory Panel operating under
the auspices of the International Federation of Accountants (IFAC)

The Edinburgh Group (EG) is pleased to have the opportunity to provide its views
on the Monitoring Group (MG) public consultation.

The EG is a global alliance of 13 accountancy bodies which aims to champion
issues facing professional accountants in business, small medium-sized
enterprises (SMEs), small medium-sized accountancy practices (SMPs) and
developing nations within the International Federation of Accountants (IFAC).

We represent approximately 800,000 professional accountants across the world.
We aim to ensure that all sectors of the accountancy profession are represented
in IFAC in a proportionate, balanced manner and that the diverse character of the
profession is reflected in its work. We also collaborate and engage with
influential organisations to promote key issues.

General Comments

We note that less than two years ago the MG presented its report on the
effectiveness review with a series of proposals, considered by the IFAC Council
and Board. Various proposals and actions have been accordingly implemented.
Overall, the MG expressed satisfaction on the structures and models that were in
place. Our understanding is that the current consultation is driven by the
considerations and doubts on the appropriateness of the same model to provide
effective assurance in the current economic climate. It is also a consultation that
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is more self-regarding, dealing with the structure and governance of the MG
itself.

The consultation paper appears to consider the perspective of financial markets
and investors relating to statutory audit and assurance as an area of intervention
for the MG, PIOB and PIACs. There are other domains of standard setting,
which directly involve the activities of professional accountants, which are not
addressed by the MG, PIOB or any other oversight system. As activities are
highly differentiated across countries and jurisdictions, and as the accountancy
profession has a differentiated market structure, the linkage between oversight
structure (and their governance arrangements) and standard setting process is
not limited, in terms of the public interest, to the financial markets.

The EG has chosen to respond to selected questions and consequently addresses
issues that it considers most relevant and important to be highlighted.

Q1: Do you consider it necessary to enhance representation of the public
interest? In that case, which additional actions, apart from the appointment of
an independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the
public interest?

The EG is of the view that the concept of public interest should be a broader one.
The public interest concept addressed within IFAC, PIACs, the MG and PIOB
tends to focus on the dynamics and needs of regulated market stakeholders. The
EG is of the opinion that, particularly in light of the global financial crisis, more
focus should be on all economic and financial trade relationships, including SME
related ones, which represent over 90% of the economic market. Use of, and
reliance on, financial information and related standard setting and governance
arrangements should be measured using this broader concept. In addition, the
output of the PIACs, as continually stated by IFAC, is relevant not only to Listed
and Public Interest Entities but also to SMEs and SMPs. Our concern is that this
relevant sector is not included in the MG radar. We feel that more should be
done to ensure effective representation of SMPs, as the very experts of the SME
sector, on the PIACs, beyond the formal classification of certain members as
‘practitioner’ or ‘non-practitioner’, for the sake of public interest.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how could
such a structure be funded?

The EG fully supports the view that standard setting activity should be a shared
private and public sector process. Standard setting, unlike any other statutory or
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regulatory activity attributed to national or supranational legislators, is essentially
a self-regulation activity.

We believe that the issue at stake is not whether standard setting needs to be
allocated within or outside IFAC, as proposed in the consultation paper. We fully
support that the standard setting model rests within the current structures of
IFAC and we believe that full effectiveness would be achieved in fully
implementing the IFAC 2010 SMP/SME review recommendations so that a
“think small first” approach would adopted to include the SME sector as an
integral part of the public interest concept.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impost on such an oversight? Would you see
as a factor to take into account the fact that IPSASB deals with accounting rules
instead of auditing ones?

and

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?

The EG would welcome the consideration of independent oversight of IPSASB
and consequently external funding being made available. It is fundamental that
the process is shared with the widest possible range of regional, national and
international public entities and organisations. The key issue is not the extension
of a procedural oversight, as would be the one of PIOB and MG, but an effective
extension of the participants, directly or indirectly through the introduction of a
CAG. The EG considers the assurance provided on ‘due process’ as less critical
and does not see the direct benefit of a significant increase in the overall societal
cost. Furthermore, it should be acknowledged that the PIOB could have a
credibility issue as the current composition does not reflect the public sector. In
order to address important public interest issues, some expertise in the public
sector is essential.

This leads us to the second aspect related to the funding mechanism. As
mentioned above, the EG considers the funding mechanisms of the IFAC Boards
and CAGs as a critical issue. There is no doubt that independence (and therefore
quality) is also measured by the level of contribution to a specific activity. For
IPSASB, alternative funding sources, to integrate the share advanced by IFAC,
must be urgently considered. The fact that governments and public entities are
not willing to pay and participate financially should be seriously questioned.
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Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?;

Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?;

Q15: Do you think that the roles and responsibilities of MG and PIOB should be
further clarified? Do you have specific suggestions regarding which areas this
clarification should address?;

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?;

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?;

Q18: Do you think that the current composition of the PIOB could be enhanced?
Would you consider convenient that the PIOB’s composition is reviewed each
time a new body becomes a full member of the MG?

And

Q24: Do you see the need for and/or merit in having a permanent Secretariat for
the MG? In this case, do you think IOSCO should provide resources for a
permanent Secretariat to the MG?

Regarding all aspects proposed in the above questions, the EG expresses its
concern that the proposals, if implemented, would result in over-structuring of
the entire standard setting process. It is important that the main focus and
spending level remains at the level of the Board and the development of the
standard. Two or more highly structured layers would lead to a significant
increase in costs which are barely covered by the expected additional investors’
assurance. The MG considers the various boards on an equal level yet in the
EG’s view there is a difference between the boards. Education and Ethics are
aspects which obviously impact on the quality of the service provided, but the
standard setting in these areas requires a different set of experience and does not
necessarily require additional and more complex monitoring and oversight
assurance.

We do not see any need to change the management structure of the MG.
Q21: Would you agree that it is not realistic at the current time to attempt to

alter the funding structure of standard setting activities in any substantial
fashion?
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We consider inappropriate to attempt to change the funding structure of standard
setting activities under the current uncertain circumstances. However, every effort
should be made to obtain further funding from public stakeholders and the
expected decrease in funding to PIOB from the EC is a matter of concern.
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Dear Members of the Monitoring Group

Public Consultation on the governance of the Monitoring Group, the PIOB
and the standard-setting boards and Compliance Advisory Panel operating
under the auspices of the International Federation of Accountants (IFAC)

Grant Thornton International Ltd (“Grant Thornton”) welcomes the opportunity to
comment on the Monitoring Group’s Consultation Paper on the governance of the
Monitoring Group, the PIOB and the standard-setting boards and Compliance Advisory
Panel operating under the auspices of the International Federation of Accountants
(IFAC) dated 28 March 2012 ("the Consultation Papet").

Grant Thornton appreciates the importance of both actual and perceived due process and
strong governance arrangements for international standard setting and we share the desire
of all parties to build upon existing strengths in the current system.

We support the current Monitoring Group structure

In our view the current structure of the standard setting model and the independent
oversight and monitoring performed respectively by the PIOB and the Monitoring Group
(MG) is held in high regard by most stakeholders. Further, this oversight and monitoring
has demonstrated to be operating effectively and has contributed to a standard setting
process which is responsive to the public interest. Accordingly, while improvements are
possible and desirable, we feel the current oversight process is not in need of significant
change.

Similarly, our view is the standard setting process presently includes a broad and balanced
representation of stakeholders. Therefore, the existing governance of the Public Interest
Activity Committees (PIACs) and the composition of the main bodies and advisory groups
are not in need of significant change.

The above areas were considered individually and collectively during the 2003 IFAC reforms
and reconsidered during 2010 to ensure that they continue to function well. In our view it
would make sense to defer any further reassessment until after the impact of those
changes can be fully considered. We recognise and support that the MG, the PIOB and
IFAC will continue to search for further improvements.

Grant Thornton International Ltd
VAT reg 888 0195 82. Registered in England. Company number 05523714
Grant Thornton International Ltd and the member firms are not a worldwide partnership. Services are delivered independently by the member firms.





Educating observers

Whilst we observe above that the structure of, governance over and rigour of the standard
setting process is strong, we acknowledge that there are observers who express doubt that
standards are set independently and for the public interest.

Communication with stakeholders is key. We note that the PIACs commit considerable
resource to meet with stakeholders to inform them of developments and activities and to
obtain their views. We encourage continued and further outreach with stakeholders to
increase the understanding of the strength of the present process and to hear feedback on
possible improvements.

The PIOB and the MG also have critical roles in educating stakeholders about the quality of
the PIAC’s governance, due process and, ultimately, of the PIAC’s standards. We
encourage both the PIOB and the MG to seek opportunities for outreach to various
stakeholder groups.

In conclusion, we believe that the structure and robust due process of the PIACs, together
with oversight of the PIOB and involvement of the CAGs, result in high-quality standards
that are in the public interest. While improvements are possible, significant change to the
existing representation or processes may have the unintended consequence of damaging an
approach that is operating effectively. The PIACs have established high credibility with
investors, regulators and preparers, and auditors of financial statements and are recognised
as bodies that set high-quality global standards.

We respond to the MG's specific questions in an appendix to this letter. If you have any
questions on this letter, please contact April Mackenzie (phone: +1 212 542 9789; email:
April Mackenzie(@us.gt.com) or Martin Drew (phone: +44 1865 799914; email:
Martin.S.Drew(@uk.gt.com).

Yours faithfully

Sl iesles—

April Mackenzie
Global head - governance and public policy
Grant Thornton International





Appendix | - responses to specific questions in the consultation paper
The structure. Objectives, legal nature and name

Q1: Do you consider it necessary to enbance representation of the public interest? If so, which additional
actions, apart from the appointment of an independent IESBA Chair and redefining the nature of non-
practitioner board members, would you suggest to reinforce the mechanisms to safeguard the public interest?

In our view the current structure supports the public interest appropriately. The standard
setting bodies, the Public Interest Activity Committees (PIAC(s) or board(s)), include
practitioner and non-practitioner board members, including public members. Grant
Thornton participates in multiple boards and we have observed first-hand both practitioner
and non-practitioner members acting in a manner that is in the public interest. The 2010
consultation process resulted in significant changes to the representation of these bodies
including that no board seats are designated to be filled by members of the Forum of Firms,
with any Forum of Firms members now being considered among all of the candidates.

The nomination process for each board is thorough, transparent and to be commended,
with, in particular, the PIOB overseeing the nomination of board members to ensure that
due process is followed and that the boards have an appropriate composition. In addition,
each board member signs a pledge to act in the public interest and the Chair of the
respective board annually assesses whether that member performs their role in the public
interest.

We consider that there is a need to better communicate and illustrate the good practice that
is already in place to reinforce the independence of the PIACs, particularly with legislators.

We also fully support the implementation of an independent IESBA Chair as this is
clearly in the public interest.

Q2: In the long term, wonld you favour a different and fully independent standard-setting model completely
outside the IEAC structure and if so how conld such a structure be funded?

We believe that the inclusion of practitioners is critical to the development of high quality
standards. Practitioners act in the public interest and their perspective, obtained from
relevant recent experience, ensures appropriately worded and practicable standards. The
quality of standards would be affected negatively, and we believe significantly, if
practitioners are not part of the standard setting process.

The present approach brings together the perspectives of members from a variety of
backgrounds and experience and together with the independent oversight provided by the
PIOB, along with the oversight of the MG, and the input of stakeholders on the
Consultative Advisory Groups (CAGs), the public interest is well represented. We believe
the result is high-quality standards and we note that the standards are used in over 100
countries worldwide. We have not observed another system that produces better standards.

Since investors are the ultimate customers in the auditing process, and it has been sighted by
some that the audit report and financial statements suffer from an "expectation gap", we
support methods to increase investor representation within the standard setting process.





Q3: Do you consider the current three-tier system adequate for achieving its objectives, or an alternative model
conld be more adequate? In the latter case, which model would you suggest?

The current governance structure includes the independent PIACs, overseen by the PIOB,
which in turn is monitored by the MG. This structure is entirely suitable to achieve the
overall aims of standard setting and allows rigorous public oversight by regulators, which
ensures that due process is followed.

O4: Would you support the IPSASB being subject to PLOB oversight? Why? What conditions, if any,
would you impose on such oversight? Would you see as a factor to take into acconnt the fact that IPSASB
deals with acconnting rules instead of anditing ones?

In the current economic environment and with increasing focus on public sector issues such
as sovereign debt, we support the need for independent oversight of the IPSASB, to ensure
that standard setting serves the public interest. Governments, like corporates, have a duty-
of-care to numerous stakeholders and decisions about the financial health of a government
have a direct and powerful impact on local and global economies. It is critical to these
stakeholders that governments' financial management and reporting is high quality.
Improved governance over the standard setting process would assist in achieving this
objective by ensuring that standards of accounting are developed independently of the
governments applying them.

The use of an expanded PIOB, inclusive of members with recent and relevant experience of
public sector accounting issues, is an appropriate structure to provide this oversight. This
approach takes into account the efficiencies of the current PIOB model and ensures due
process is followed and seen to be followed. Further as the PIOB deals with oversight, we
do not believe a distinction between accounting rules and auditing rules is relevant.

Q5: Do you see merit in having a “Compilation document” for the whole structure? In this case, which
alternative wonld you prefer for organising the structure and nature of the Compilation document?

We see huge benefit in the preparation of a Compilation document which provides the
objectives, structure, composition and functions of each body as well as the relationship
between them. As set out in our covering letter, the perception of due process and oversight
in the standard setting regime is paramount and we believe the largest barrier for the MG to
overcome is ensuring universal acceptance of the standard setting process. A compilation
document would be a useful tool to educate stakeholders and observers of the rigorous
structure and governance that is already in place.

We would have no concern with a compilation document being organised through the
PIOB foundation, whose oversight process allows them insight into the entire structure.

06: Given the breadth of the current mandate, would you consider it helpful to modify the name of the
Structure to improve its visibility? In this case, what name wonld you suggest?

As stated previously, we consider that education of stakeholders and legislators to the
purpose and constitution of the current structure and the bodies that are party to the
process is the most critical point in improving universal acceptance. In our view the use of a
compilation document as described under Q5 together with a focus on further education
and outreach efforts by the MG and the PIOB would suffice, without the need to rebrand
the structure. Such a change could lead to increased confusion.





Bodies in the structure (role and composition)
Q7: Do you agree with the proposal that the MG should have a more strategic role?

We believe that it is essential that the standard setting process remains independent so that
regulatory and international public interest organisations which make up the members of the
MG are able to rely on the output. The current position where the MG appoints members
to the PIOB, approves the PIOB strategy and monitors the execution of that strategy has
proved successful in our view and we see no compelling reason to increase the MG's direct
involvement in the strategy.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the possibility of
conferring with the PIOB on the PLACS’ agendas and receiving appropriate feedback?

While the PIOB should have an understanding of the views of the MG and other
stakeholders, we do not see the need for the MG to have further input into the PIACs'
agendas. The current structure is rigorous and allows the PIOB, the PIACs and the CAGs
to perform their roles appropriately and to ensure the public interest is being served. An
increase in the MG's direct involvement in the process risks undermining the standard
setting process and the PIOB's capabilities. Further the CAGs play a critical role in the
process as they represent a very wide constituency and therefore can provide a broader
range of views on these matters

09: Do you agree with the suggested ways of improving the communication activities? Would you consider it
useful for the MG to have in the special occasions above described direct involvement with PLACs?

We believe that methods to improve the communication of the MG's work and in allowing
further investor involvement in the process are to be encouraged. In particular, more regular
press-releases, increasing contact with relevant stakeholders such as investors, organising
conferences and improving website visibility would all contribute to improving the public
awareness and acceptance of the process. However as above we do not see a need for the
MG to have a more direct role in liaising with the PIACs as to do so would run the risk of
undermining each party's role in adding confidence to the structure and the output.

Q10: Do you have any specific suggestions on how liaison with investors could be improved? In this sense, do
you see merit in some portions of the MG meetings having the public in attendance?

We consider that there could be merit in having some portions of the MG meetings with the
public in attendance to provide further transparency over the Group's work. Investor input
into the process could be gained through their representation on the PIACs and, as stated
previously, by the MG and the PIOB better advocating and communicating the current
structure to gain more universal acceptance that the standard setting process is performed in
accordance with due process.





Q11: Would you find it useful that the MG engages with organisations representing governmental
institutions? Would the G20 be the most appropriate or, should others bodies be considered instead?

Business is global and Grant Thornton supports the use of international accounting,
auditing and ethical standards developed internationally through a process with appropriate
representation and oversight. General acceptance of the standard setting process requires
that the process includes appropriate stakeholder representation and that it follows due
process. To this end the MG's engagement with organisations representing governmental
institutions, such as the G20, is to be supported. Benefits include allowing the MG and the
PIOB to communicate the work that they do to ensure that due process is followed in
standard setting and to obtain the views of such groups on the standard setting process.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe that other
organisations (i.e., national or regional regulators) should or conld be represented in the MG? If so, which
criteria do you think new members should fulfil to become MG members? (ii) Should a maxcimum be set to
the number of MG members? (1i5) Would you favour a change on how the Chairperson is appointed?

Grant Thornton does not support the need for national and regional regulators to join the
MG. We are of the view that the process is best represented by international organisations
that have a legitimate and direct interest in the areas under review. The suggestion would
risk that the process be unduly influenced by national or regional interests. We support the
MG being composed of a diverse range of representatives with an interest in the activities of
the various PIACs, including the IPSASB.

We believe that there is likely to be an optimum amount of members on the MG for it to be
able to operate effectively and so we would support a cap, say ten organisations, being in
place.

We have no concerns regarding the current appointment process of the Chairman.

Q13: Do you see a problem in MG members appointing full time employees of organisations represented in
the MG as PIOB members?

In our view, membership of the PIOB should be selected to continue to include the most
senior and experienced individuals available. We believe that the MG should be made up of
the most senior positions of the representative bodies, such as the chairs of the
representative bodies.

However we share a concern that there could be a perceived conflict of interest in the
appointment process of PIOB members, if they were full time employees of organisations
represented in the MG. To extinguish any possible concern or doubt, we would support the
establishment of a rule restricting any hierarchical relationship between individuals on the
PIOB and individuals on the MG.

Q14: Would you consider convenient to avoid direct bierarchical relationship between the PIOB and the
MG members?

See answer to question 13.





Q15: Do you think that the roles and responsibilities of MG and PIOB shonld be further clarified? Do you
have specific suggestions regarding which areas this clarification should address?

We are clear as to the roles and responsibilities of the MG and of the PIOB although we
consider that a lack of knowledge of this by some stakeholders and observers raises

concerns over the independence and due process within the setting of standards of the
PIACs.

We believe that further communication to stakeholders such as investors and the general
public is needed in order that the MG’s and the PIOB’s work is understood and recognised
more widely by stakeholders.

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and oversight framework
through its strategy document?

We consider that it is important that the PIOB is seen to be periodically undertaking a
review of its due process and "moving with the times" in reassessing its strategy and focus.
This function should be performed and communicated publicly, perhaps via its strategy
document. We support such a review taking place no more frequently than every 5 years, as
reviews on a more regular basis than this is likely to be ineffective and may confuse
constituents.

Q17: Do you see merit in the PIOB periodically producing a strategy document that would supplement the
yearly business plan and budget? What should the involvement of the MG be in the production of these
documents?

We consider that the production by the PIOB of its strategy document, including a review
of its due process and oversight framework, as referred to in Q16, would be appropriate.

Q18: Do you think that the current composition of the PIOB conld be enhanced? Wonld you consider
convenient that the PLIOB’s composition is reviewed each time a new body becomes full member of the MG?

The key requirement of the PIOB composition is balancing the regulatory perspectives and
geographic and gender diversification. Further, this balance needs to be easily perceived by
key stakeholders so that there is no question of bias in the board's make-up.

We consider that the current composition of the PIOB meets the above requirements,
although we support a review of its composition on a regular basis — such as when a new
body becomes a member. For example, if the MG undertakes to oversee IPSASB, the PIOB
would need increased experience with respect to public sector accounting issues.

QO19: Would you consider the current composition of the PLACs appropriate? Do you see merit, in the
context of a second effectiveness review, in exploring the idea of having a majority of non-practitioners and a
mayjority of public members?

We believe that the current composition of the PIACs is appropriate, with a proportionate
mix of practitioners and non-practitioners, an independent chairperson on the IAASB and
IESBA and with additional advisory input by the CAGs and oversight by the PIOB.





We continue to strongly endorse the need for practitioners with relevant and recent
experience to be included on the PIACs — these practitioners bring a wide range of
experience — from practitioners in the field, to leaders managing relationships with oversight
bodies and practitioners assigned to technical roles. Each brings an important perspective on
how to develop high-quality implementable standards that serve the public interest.

In our view the quality of standards is high and the due process is rigorous and transparent.
Enforcing more regular reviews will only serve to undermine the credibility of the role of the
PIACs.

020: Do you consider best practice a nine years period for rotation of the representatives of CAG member
organisations?

In accordance with best practice we support encouragement for a reasonable rotation period
for the CAG representatives, and nine years is not, in our view, unreasonable.

Funding the structure

Q21: Would you agree that it is not realistic at the current time to attempt to alter the funding structure of
Standard setting activities in any substantial fashion?

We do not believe that the current source of funding affects the strength of the standard
setting activities due to the quality of the members of the PIAC’s and the robust oversight
provided by the PIOB. However, in our view it is desirable and realistic to broaden the
current funding structure to include bodies that benefit from the activities of the structure.

It is incumbent on the MG to contribute to bringing increased funding to the structure for
which they are responsible, thus continuing to ensure credible effective capital market
operation and protecting investors.

022: Do you consider appropriate that IEAC finances the largest part of the PIOB budget? If not, do you
constder appropriate that IEAC launches an external fundraising having some contributions of the MG
members in the mean time?

We believe it would be preferable if IFAC did not finance the largest part of the PIOB
budget as there is a risk that this could harm the perceived credibility of the PIOB's work. We
support a proportion of the PIOB’s funding to come from contributions from the MG
members in addition to other external fundraising being launched, specifically from public
authorities and others from outside the accounting profession. In our view it is critical that
this be resolved urgently and that regulators, as representatives of the public, contribute to
the funding.

023 Do you think it feasible to have a similar funding structure in place for the PIOB to that in place for
Sfunding the IFRS Foundation?

We consider that it would be desirable to have a similar funding structure in place for the
PIOB to that which is in place to fund the IFRS Foundation, where accounting firms provide
approximately 33% of total funding, an amount significantly in excess of that which is
provided to fund the standatd setting activities of the PIACs.





024: Do you see the need for and/ or merit in having a permanent Secretariat for the MG? In this case, do
you think IOSCO should provide resources for a permanent Secretariat to the MG?

We see merit in the MG having a permanent Secretariat in order to ensure that there is
continued experience and knowledge of the organisation. This position would allow a
smoother running of the MG, in particular when representatives of the member groups rotate
or change. We see this resource requirement being small, such as 25% of a person's time, to
help with administration and communication within the MG. In our view, it would be
appropriate for IOSCO to provide or sponsor the resource.

Final questions

Q25: How do you think the governance of the international anditing, ethics and education standards setting
process could improve andit guality? What are the main objectives that those responsible for governance should
take into account?

We believe that audit quality has and is being improved by the work that is undertaken by the
PIACs and by the due process that the PIACs follow which is independently overseen by the
PIOB and monitored by the MG.

We see the key activity that those responsible for governance should undertake is to increase
communication with regulators, investors and other stakeholders about the progress achieved
from the IFAC reforms in improving the structure and composition of the various bodies in
the standard setting process.

We consider that wider and increased advocacy and education by the MG and the PIOB of
the rigorous structure that exists is needed to address perception concerns by some
stakeholder and observers.

026: What is your opinion about the current structure? Do you think the current structure is appropriate in
order to improve andit guality? If not, what changes, suggestions or remarks wonld you propose?

We believe that the current structure, brought about by the IFAC reforms, is appropriate to
ensure high audit quality. We have no proposals to change the existing structure.

Q27: Do you agree that the current levels of empowerment and responsibility of the bodies that compose the
current structure (MG, PIOB and PLACs) are appropriate? If so, do you have any suggestions for improving
the dialogue and interaction between the different bodies? If not, how these levels of empowerment and
responsibility conld be improved?

We are supportive of the current structure as it provides sufficient empowerment and
responsibility to the various bodies in the current structure.

We believe the use of regulatory impact assessments and transparency of the meetings of the
MG/PIOB and PIACs will aid the empowerment and responsibility of each of the bodies.
We have no other suggestions to further enhance the structure.





028: Do you think that there is any other overall structure that conld achieve improvement in audit quality
more efficiently? If so, what could they be and how miight they be financed?

We consider that the current structure maximises efficiency in the target of improved audit
quality.
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Responses

To Question 4

I think that in an updated organizational vision is more
relevant to establish a relationship in the form of a network of
networks between the various bodies that act in the area and
don” t foster a relationship that it would became needlessly
vertical if one of the institutions prevail over the others.

Each institutional body has been properly specialize through
an independent performance and that allowed them make it
easier to develop instruments that will serve to improve their
duties and commitments in the future.

I suggest establishing detailed rules for the coordination of
the various bodies safeguarding their independence that have
been in average rate successful and productive in performance

and achievements.

To Question 5 and 6

I agree to edit a compilation document for the entire
structure.

To organize the structure 1 would set the document following
the methodology of exposure of IPSAS defining the same
chapters such as Objective, Scope, Definitions and so on.

I would choose the name of General Public Interest Safequard

of Values on Financial Activities modifiying the current

situation and making it more visible
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Dear Sirs:
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We welcome the opportunity to comment on the public consultation papers on the governance of the
setting of international standards under the auspices of the International Federation of Accountants.

We recognize the important need for the added credibility that a robust system of oversight and

attendant monitoring provides to the setting of standards that serve the public interest.

Thank you for the opportunity to provide our comments.

Yours truly,
Ros Salole

Ron Salole
Vice President, Standards
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CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS

COMMENTS ON THE MONITORING GROUP’S CONSULTATION PAPER ON THE
GOVERNANCE OVER SETTING INTERNATIONAL STANDARDS

JUNE 2012

The Canadian Institute of Chartered Accountants welcomes the opportunity to provide comments on
the Monitoring Group’s public consultation on the governance of the Monitoring Group, the PIOB
and the standard-setting boards and Compliance Advisory Panel operating under the auspices of
IFAC.

Whilst we recognize that there may be some differences between the role and responsibilities of
Monitoring Group and the IFRS Foundation Monitoring Board, we believe that there are more
similarities than differences. In our view, the final report by the IFRS Foundation Monitoring Board
has reached many useful conclusions that could usefully be considered when the comments on the
Monitoring Group’s consultation paper are being deliberated on.

Q1. Do you consider it necessary to enhance representation of the public interest? In that
case, which additional actions, apart from the appointment of an independent IESBA
Chair and redefining the nature of non-practitioner members, would you suggest to
reinforce the mechanisms to safeguard the public interest?

In our view, the existing governance structure is working effectively to ensure that the public
interest is given appropriate consideration with the existing structure. The review does not
appear to have revealed any flaws in the standard-setting process.

Furthermore, the issue was addressed in the Monitoring Group’s Effectiveness Review and
more experience is needed before further modifications to the structure are contemplated.
Actions such as the appointment of an independent IESBA Chair and redefining the nature of
non-practitioner members can usefully be made in subsequent reviews.

The current governance structure for setting international standards strikes the appropriate

balance. Key reasons why this current governance structure works are well noted in the
Monitoring Group’s consultation paper.

Page 2





Q2.

Q3.

Q4.

=

CA

In the long term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

No. We strongly believe that a standard-setting model that is completely removed from the
accounting profession would diminish the quality of the standards and the effectiveness of the
process. In our view, the continued development and improvement of high-quality standards,
essential to serving the public interest, requires significant participation by the public
accounting profession. IFAC possesses the required attributes of membership and funding to
best ensure that such required participation is achieved efficiently and effectively.

The global profession is currently funding the major part of the activities and we see that
continuing. We believe that the existing monitoring and oversight mechanisms increase
confidence that the activities are responsive and serve the public interest.

Do you consider the current three-tier system adequate for achieving its objectives, or
an alternative model could be more adequate? In the latter case, which model would
you suggest?

The three-tier system as currently structured works effectively. The consultation paper states
that a three-tier system has the advantage of making a clearer distinction between direct
oversight and high-level monitoring activities. We see no advantages in modifying the model.

That being said, we believe that the system can be refined in some ways. For example:

- The composition of the Monitoring Group and PIOB should sufficiently reflect appropriate relative
seniority levels. As the peak body in the structure, the members of the Monitoring Group should
be the most senior as implied in the consultation paper.

- The Monitoring Group’s role and responsibilities are key and it should remain focused on its core
functions. It would be a mistake for it to have a strategic role or become involved in PIAC issues.

- PIOB also has a key role and set of responsibilities and it should continue to focus on the due
process oversight of the PIACs and the Nominating Committee.

Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor to
take into account the fact that IPSASB deals with accounting rules instead of auditing
ones?

We believe that the setting of standards benefits from appropriate oversight. Accordingly, we
support oversight over the public sector accounting standard setting. As PIOB has developed
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strong oversight expertise it would make sense for IPSASB to be subject to PIOB oversight.
Such oversight is primarily focused on due process and not the technical content of standards,
s0 a significant expansion of the knowledge base for PIOB members would not likely be
required.

However, the PIOB would need to be aware of different types of self-interest threats related to
developing public sector accounting standards. For example, threats based on self-interest
could come from sovereign governments — not all of whom have shown consistently strong
support for accounting standards — that would provide a more transparent picture of their
financial position and results of operations.

Do you see merit in having a “Compilation document” for the whole structure? In this
case, which alternative would you prefer for organizing the structure and nature of the
Compilation document?

Yes. A single document containing relevant information about all the parties involved in the
governance structure for the whole structure would be useful. We believe that organizing the
document through the PIOB would be more effective.

Given the breadth of the current mandate, would you consider it helpful to modify the
name of the structure to improve its visibility? In this case, what name would you
suggest?

It depends on the name that is picked. The purpose of a name change should be to minimize
confusion rather than improve visibility. It clarify the relationship (or the lack thereof) between
the monitoring group and the monitoring board, and between international standards for private
sector accounting and international standards for auditing, assurance, ethics and education.
Words to eschew would therefore include names such as accounting, public interest entities
and monitoring.

Do you agree with the proposal that the MG should have a more strategic role? and

Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIAC’s agendas and receiving appropriate
feedback?

No. We do not agree with such an expanded role. In our view, such an expansion would
detract from the important core function of monitoring the work of the PIOB and nominating its
members. Moreover, we are concerned with the duplication of activities currently conducted by
the PIOB and of the Consultative Advisory Groups of the PIACs. Such duplication would be
confusing, inefficient, uneconomic, and redundant.
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Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above
described direct involvement with PIACs?

Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings having
public attendance?

While we would support the development of a communications strategy by the Monitoring
Group, we would not support direct involvement with the PIACs for the reasons given above —
that is, not blurring the Monitoring Group’s focus.

In the interest of transparency, we would support the opening of Monitoring Group meetings to
public observation.

Would you find it useful that the MG engages with organizations representing
governmental institutions? Would the G20 be the most appropriate, or should other
bodies be considered instead?

It was not clear to us what the purpose would be for the Monitoring Group to engage with
governmental bodies, particularly the G20. In our view, a clear result and outcome-focused
result should be articulated before such engagement.

What is your opinion about the current composition of the MG? (i) Do you believe that
other organizations (i.e., national or regional regulators) should or could be represented
in the MG? If so, which criteria do you think new members should fulfill to become MG
members? (ii) Should a maximum be set to the number of MG members? (iii) Would
you favor a change in how the Chairperson is appointed?

In our view, the composition of the Monitoring Group should be international in nature. It is not
clear why the EC is a member. However, given that EC’'s membership will continue,
opportunities for membership should also be extended to other regional bodies. We believe it
would be confusing, and likely counter-productive, to include national regulators on the
Monitoring Group when they are already represented by international bodies with which they
are affiliated.

Do you see a problem in MG members appointing full-time employees of organizations
represented in the MG as PIOB members? and

Would you consider it convenient to avoid direct hierarchical relationship between the
PIOB and the MG members?

Yes. There could be problems, depending on the relative seniority of the respective individuals.
If the Monitoring Group is to continue to have effective oversight of the PIOB, it would seem
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strange, for example, to have more senior employees of a Monitoring Group organization as
members of the PIOB.

Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification
should address?

No. In our view, the respective roles of the Monitoring Group and the PIOB are quite clear.

Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document?

Yes. Given the changing nature and focus of standard setting, it would be appropriate to
regularly review the PIOB’s due process and oversight framework. A period of every three
years would likely be a reasonable amount of time in between reviews and updates.

Do you see merit in the PIOB periodically producing a strategy document that would
supplement the yearly business plan and budget? What should be the involvement of
the MG in the production of these documents?

Yes. The PIOB should develop a strategy document every three years as part of assessing
whether the PIOB’s goals and objectives remain appropriate. The Monitoring Group’s role
should be to provide input on the PIOB’s strategy, going forward.

Do you think that the current composition of the PIOB could be enhanced? Would you
consider convenient that the PIOB’s composition is reviewed each time a new body
becomes a full member of the MG?

There is always scope for enhancing the composition of any group. However, there is no
indication that the current composition of the PIOB is inappropriate. In our view, there is no
clear need for direct correspondence between Monitoring Group membership and PIOB
membership, and it is not clear why there should be a need for the PIOB composition to be
reviewed each time a new body becomes a full member of the Monitoring Group. The
composition of the PIOB should be reassessed when the terms of any members expire, with
the recruitment of new members based on suitable transparent criteria designed to ensure that
standards are set in the public interest.

Would you consider the current composition of the PIACs appropriate? Do you see

merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?
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Yes, the composition of the PIACs is appropriate. The matter of composition was carefully
considered in 2010 and it is not clear why this issue should be opened up again at this time. In
considering membership composition, it is unlikely that any PIAC member who does not have
a sound grasp of issues being studied would be able to provide a meaningful contribution to
the development of technical standards.

Do you consider best practice a nine years period for rotation of the representatives of
CAG member organizations?

We agree that representatives of CAG member organizations should be rotated in a structured
fashion. How this is implemented in terms of years is for the PIOB to determine.

Would you agree that it is not realistic at the current time to attempt to alter the funding
structure of standard setting activities in any substantial fashion? and

Do you consider it appropriate that IFAC finances the largest part of the PIOB budget?
If not, do you consider appropriate that IFAC launches an external fundraising having
some contributions of the MG members in the meantime (until the fundraising is able to
provide some funds)?

See response to question 2.

Do you think it feasible to have a similar structure in place for the PIOB to that in place
for funding the IFRS Foundation?

There are sufficient structural (rather than role or oversight) differences that would make it
difficult to create a similar structure.

Do you see the need for and/or merit in having a permanent Secretariat for the MG? In
this case, do you think IOSCO should provide resources for a permanent Secretariat to
the MG?

No, we do not see a need for a permanent Monitoring Group Secretariat. In our view, the
Monitoring Group should have a fairly narrow PIOB oversight role, focused primarily on
ensuring that PIOB members are chosen based on public interest considerations. That
function should not require incurring the very significant costs associated with forming a
permanent Monitoring Group Secretariat. It does not seem fair, however, that the Monitoring
Group Chair should be solely responsible for obtaining administrative support for the
Monitoring Group. That should be shared in an organized manner among members.

—Q28:

Reponses to these questions would replicate those provided earlier.
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Dear Dr Restoy

Public consultation on the governance (with special focus on organisational aspects,
funding, composition and the roles) of the Monitoring Group, the PIOB and the standard
setting boards and Compliance Advisory Panel operating under the auspices of IFAC

Thank you for the opportunity to comment on this Public Consultation. CPA Australia is one of the
world's largest professional accounting bodies, with a membership of more than 139,000 finance,
accounting and business professionals and leaders in 114 countries. Our vision is for CPA Australia
to be the global professional accountancy designation for strategic business leaders. We make this
submission on behalf of our members and in the broader public interest.

General Comments

CPA Australia considered the questions of the Consultation Paper and notes that while some
guestions refer to the overall governance structure, most assume the continuation of the status quo.
For example, question 2 asks respondents to comment on whether they would favour a different
and fully independent standard setting model in the long term. If that is the preference, then even if
the current objectives of the three tiered system are adequate, as stated in question 3, the actual
system is potentially not. In this case a review of the whole system is required and the adequacy of
the system, beyond its current objectives, should be questioned.

Further, it would have been useful to have some evidence to substantiate the claims in the
Consultation Paper. The paper states that ‘the MG acknowledges that the final effectiveness review
report was published very recently, and the overall conclusion, as previously anticipated, was highly
satisfactory and that virtually all the measures set out in the 2003 reforms had been fully
implemented. Furthermore, the eighteen recommendations are still under discussion and not fully
implemented. It seems logical that any further recommendations for changes will need to be
assessed after a reasonable period of time has elapsed in which to gain practical experience on
how the 18 near term measures have actually worked. However, there may be some
recommendations arising from this paper with respect to the MG, PIOB, CAGs

or PIACs that could be introduced and facilitate the near term measures’ implementation’. We
suggest that it would be appropriate to assess the effectiveness of the changes implemented and
based on evidence ascertained about them, proceed with further consultation to address identified
issues.
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Overall, CPA Australia is of the opinion that if there are concerns about the independence, public
interest focus or effectiveness of the standard setting processes currently under the auspices of
IFAC, then these need to be explicitly identified and then addressed in a strategic and methodical
manner. We think the governance structure is presently very complex and cumbersome and we are
of the opinion that increasing its complexity and widening the mandates of its key elements would
fail to address key concerns whilst increasing inefficiency and lack of responsiveness. For this
reason we recommend a strategic review of standard setting for the accounting profession.

Our responses to the consultation questions are in the Comments on Consultation Questions
section that follows. If you have any questions regarding this submission please do not hesitate to
contact Dr Eva Tsahuridu, CPA Australia by email at Eva.Tsahuridu@cpaaustralia.com.au.

Yours sincerely

ok
Alex Malley FCPA
Chief Executive Officer

cc: Eva Tsahuridu
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Comments on Consultation Questions

Q1:Do you consider it necessary to enhance representation of the public interest? If so, which
additional actions, apart from the appointment of an independent IESBA Chair and redefining the
nature of non-practitioner board members, would you suggest to reinforce the mechanisms to
safeguard the public interest?

CPA Australia is of the opinion that the current governance structure focuses on the promotion
of the public interest. We think it is important to ascertain the opinions of key stakeholders and if
there is evidence that there are perceived deficiencies then identify relevant issues related to
structures, processes and communication to be addressed.

Q2: In the long term, would you favour a different and fully independent standard-setting model
completely outside the IFAC structure and if so how could such a structure be funded?

Considering the entire standard setting for professional accountants, CPA Australia notes the
existence of different frameworks between the auditing, ethics, education and public sector
standards set by IFAC and financial reporting standards set by the International Accounting
Standards Board (IASB). While we understand that historical reasons have influenced standard
setting, we are of the opinion that a review of the entire standard setting process of the
profession should be undertaken before further changes to the existing governance structures
and oversight mechanisms are considered. Arguably, auditing standards, like financial
reporting standards, are public goods and should be set within a standard setting framework
independent of the profession. We are of the opinion that public sector standards should be
aligned with other financial reporting standards, while ethics and education standards should be
set by the profession. Such a review could then address appropriate oversight mechanisms,
governance and funding arrangements.

Q3: Do you consider the current three-tier system adequate for achieving its objectives, or an
alternative model could be more adequate? In the latter case, which model would you suggest?

CPA Australia is of the opinion that the current three tiered system is adequate for achieving its
objectives but as we mentioned in the general comments we think it is very complex and
cumbersome. |If this system is perceived to be insufficient by some stakeholders, then as we
commented in our response to question 2, a review of the whole standard setting process could
help identify its limitations and explore appropriate alternatives. We suggest that constituents’
views on the effectiveness of existing arrangements be ascertained before further changes are
considered or implemented.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What conditions, if any,
would you impose on such oversight? Would you see as a factor to take into account the fact that
IPSASB deals with accounting rules instead of auditing ones?

In offering its comments, CPA Australia is assuming that standard setting for audit and
assurance, education, ethics and the public sector will continue to be located within the IFAC
structure (if it were not, then we think the International Accounting Standards Board [IASB]
should be setting standards for the public sector in addition to the private sector). To ensure the
integrity of, and confidence in, standard setting and its outputs, we think it is necessary that the
International Public Sector Accounting Standards Board (IPSASB) is subjected to a tiered
governance structure. One approach would be to make the IPSASB subject to the same tiered
structure as that which applies to the other three boards, ie. it has an active Consultative
Advisory Group whose composition and operating procedures are the same as those which
operate with the other boards and it is subject to oversight by the Monitoring Group and the
Public Interest Oversight Board. One possible problem with this approach is the current
membership of the oversight bodies lacks a financial reporting focus. Further, there is no
apparent global body that has a direct interest in public sector financial reporting (whereas,
IOSCO is clearly the global body of regulators that have a direct interest in audit and
assurance). Therefore, it is not easy to identify the public sector financial reporting groups who
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should be represented on oversight bodies thus running the risk of creating integrity issues.
Another option is to develop a dedicated oversight body for the IPSASB with membership and
size tailored to meet this narrower focus. Both approaches (and any other) will increase the cost
of standard setting. We understand that IFAC may not be well placed to incur further costs. We
think it advisable that IFAC develops a proposals paper on the oversight of the IPSASB and that
includes comprehensive options and estimated costings.

Qb5: Do you see merit in having a “Compilation document” for the whole structure? In this case,
which alternative would you prefer for organising the structure and nature of the Compilation
document?

Provided the standard setting structure remains the same, CPA Australia supports the first
alternative proposed in the consultation paper, whereby the Compilation Statement is organised
through (or based on and with the support of) the PIOB Foundation.

Q6: Given the breadth of the current mandate, would you consider it helpful to modify the name of
the structure to improve its visibility? In this case, what name would you suggest?

CPA Australia questions whether there is evidence to suggest that the current name is suffering
from visibility or other deficiencies. At present, given the available information as well as our
own understanding, we do not think that a name change is necessary.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

CPA Australia is of the opinion that the role of the Monitoring Group is clear and it is not obvious
what a more strategic role would entail or what its consequences would be. While we support
continuous improvement and review, we suggest that any proposals need to be justified and
costed.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the possibility
of conferring with the PIOB on the PIACs’ agendas and receiving appropriate feedback?

CPA Australia finds the current arrangements satisfactory and does not see the need for more
involvement by the MG.

Q9: Do you agree with the suggested ways of improving the communication activities? Would you
consider it useful for the MG to have in the special occasions above described direct involvement
with PIACs?

CPA Australia is of the view that more frequency or contact does not necessarily contribute to
effectiveness or efficiency. We think that the issues that the proposals seek to address need to
be identified and appropriate solutions at the appropriate level be explored. We also think that
stakeholder dialogue would be more effective if it is undertaken by the PIACs.

Q10: Do you have any specific suggestions on how liaison with investors could be improved? In this
sense, do you see merit in some portions of the MG meetings having the public in attendance?

Please see our response to Question 9.
Q11: Would you find it useful that the MG engages with organisations representing governmental
institutions? Would the G20 be the most appropriate or, should others bodies be considered

instead?

CPA Australia is of the opinion that the MG should engage with the most appropriate institutions
to achieve its objectives and assess the effectiveness of its engagements.
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Q12: What is your opinion about the current composition of the MG? (i) Do you believe that other
organisations (i.e., national or regional regulators) should or could be represented in the MG? If so,
which criteria do you think new members should fulfil to become MG members? (ii) Should a
maximum be set to the number of MG members? (iii) Would you favour a change on how the
Chairperson is appointed?

CPA Australia is of the opinion that having all national and regional regulators is unlikely to be
feasible. Please see our comment to question 11. However, we think that the absence of SME
representation in the MG needs to be addressed given their importance in the global economy.
The number of members and the appointment of the chairperson need to be considered by the
MG.

Q13: Do you see a problem in MG members appointing full time employees of organisations
represented in the MG as PIOB members?

CPA Australia is of the opinion that full time employees of the MG’s members should not be
appointed in order to ensure that there is no actual or perceived conflict of interest or bias.

Q14: Would you consider convenient to avoid direct hierarchical relationship between the PIOB and
the MG members?

CPA Australia considers it highly desirable that there is no hierarchical relationship between the
PIOB and MG members.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further clarified? Do
you have specific suggestions regarding which areas this clarification should address?

CPA Australia considers the roles and responsibilities of MG and PIOB clear and adequate.

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and oversight
framework through its strategy document?

CPA Australia considers a regular review of PIOB’s due process and oversight framework
desirable.

Q17: Do you see merit in the PIOB periodically producing a strategy document that would
supplement the yearly business plan and budget? What should the involvement of the MG be in the
production of these documents?

CPA Australia is of the opinion that a PIOB strategy document should be produced periodically
to inform and communicate with key stakeholders.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would you
consider convenient that the PIOB’s composition is reviewed each time a new body becomes full
member of the MG?

CPA Australia is of the opinion that PIOB should ensure that its composition is fair and
appropriate consistent with its objectives.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see merit, in
the context of a second effectiveness review, in exploring the idea of having a majority of non-
practitioners and a majority of public members?

CPA Australia considers the current composition of the PIACs appropriate and suggests that a

review should be undertaken after the changes from the last MG review are implemented and
assessed.
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Q20: Do you consider best practice a nine years period for rotation of the representatives of CAG
member organisations?

CPA Australia considers it important that representatives of the CAGs are rotated and suggests
a shorter period than the proposed nine years. This will ensure that the CAGs are renewed with
expertise and dynamism.

Q21: Would you agree that it is not realistic at the current time to attempt to alter the funding
structure of standard setting activities in any substantial fashion?

CPA Australia is of the opinion that the funding structure of IFAC, the MG and PIOB should be
reviewed. As we discussed in our response to question 2, auditing standards, like financial
reporting standards, are public goods and could be set and funded independently of the
profession.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB budget? If not, do
you consider appropriate that IFAC launches an external fundraising having some contributions of
the MG members in the mean time?

CPA Australia thinks that PIOB should be funded from neutral funding sources. Such funding
arrangements will promote the perception of independence of the oversight board. In the short
term we consider that neutral funding should provide at least 50% of the PIOB funds.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to that in place
for funding the IFRS Foundation?

CPA Australia understands that there are significant differences between the PIOB and the
IFRS Foundation, thus making comparisons difficult. As we suggested in the previous question,
we consider it important that the PIOB is funded from sources other than IFAC.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the MG? In this
case, do you think IOSCO should provide resources for a permanent Secretariat to the MG?

CPA Australia is of the opinion that it may be worthwhile for some assessment of the benefits
and costs of a permanent secretariat for the MG be developed.

Q25: How do you think the governance of the international auditing, ethics and education standards
setting process could improve audit quality? What are the main objectives that those responsible for
governance should take into account?

Standards on international auditing, ethics and education are important inputs to audit quality

and good governance of standard setting has an impact on the effectiveness of the standards
issued. The public interest and the overall objective of improving audit quality should be given
importance above other factors in the governance and decision making process.

Q26: What is your opinion about the current structure? Do you think the current structure is
appropriate in order to improve audit quality? If not, what changes, suggestions or remarks would
you propose?

CPA Australia does not consider the current structure in itself ineffective. However as we said in

guestion 2, consideration should be given to an independent standard setter for auditing and
assurance standards.
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Q27: Do you agree that the current levels of empowerment and responsibility of the bodies that
compose the current structure (MG, PIOB and PIACs) are appropriate? If so, do you have any
suggestions for improving the dialogue and interaction between the different bodies? If not, how
these levels of empowerment and responsibility could be improved?

CPA Australia considers the current levels of empowerment and responsibility appropriate.
Their appropriateness could be sustained with ongoing dialogue among the parties and their key
stakeholders.

Q28: Do you think that there is any other overall structure that could achieve improvement in audit
guality more efficiently? If so, what could they be and how might they be financed?

CPA Australia understands that standard setting is only one aspect of improving audit quality.
We consider other factors, such as the role of professional bodies, regulators and firm culture
important contributors to audit quality. Standards, as well as guidance and non-authoritative staff
papers contribute to continuous improvements of audit quality.
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P1OB Secretariat

C/ Oquendo, 12 - 28006 - Madrid, Spain
Tel: +34 91 782 0528
Fax: + 34 91 782 48 87

June 28, 2012
Dear Sir/Madam,

Re: Comments on the governance of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operating under the auspices
of IFAC

The Chinese Institute of Certified Public Accountants (CICPA) is pleased to have the
opportunity to comment on the public consultation paper on the governance of the
Monitoring Group, the PIOB and the standard setting boards and Compliance Advisory
Panel operating under the auspices of IFAC.

Currently, IAASB has a very heavy workload. To ensure the quality of the standards, it
might be desirable to have a few more full time members in addition to the Chair. With
regard to the balance between practitioner and non-practitioner, we think the current equal
composition is the right balance. We do not see merit in exploring the idea of having a
majority of non-practitioners and a majority of public members.

Currently, The IAASB produces an annual report on its activities for the previous period.
The IESBA reports within the IFAC annual report. To reinforce the accountability of
IESBA, it should be required to produce an annual report on its own.

Please feel free to contact me should you wish to discuss the point raised in this response.

Yours sincerely,

W{JN”

Yugui Chen
Vice President and Secretary General
CICPA






The Institute of
Chartered Accountants
in Australia

28 June 2012

The Monitoring Group

C/- International Organisation of Securities Commissions
Calle Oquendo 12

28006 Madrid

SPAIN

Email:  Piob-MonitoringGroup@ipiob.org

Public consultation on the governance (with special focus on organisational
aspects, funding, composition and the roles) of the Monitoring Group, the PIOB and
the standard setting boards and Compliance Advisory Panel operating under the

auspices of IFAC

The Institute of Chartered Accountants in Australia (Institute) is pleased to have the
opportunity to respond to the above consultation paper. The Institute is Australia’s
premier accounting body, representing over 55,000 professional accountants. Our
members work in diverse roles across public practice, commerce, industry,
government and academia throughout Australia and internationally.

The Institute is a founding member of the Global Accounting Alliance (GAA), an
international coalition providing reciprocal arrangements with ten other leading
accounting bodies in the world. The Institute is the only Australian accounting body
within the alliance, which represents more than 780,000 members world-wide and
includes professional accounting organisations from the USA, Canada, Hong Kong,
England/Wales, Ireland, Scotland, Japan, Germany, New Zealand and South Africa.

We recognise the vital roles the Public Interest Oversight Board (PIOB) and the
Monitoring Group (MG) play in oversight of international standard setting in the public
interest. The importance of these roles underscores the need to ensure that
governance arrangements are transparent and effective.

We have not attempted to address all the issues raised in the consultation paper, but
have instead opted to offer comment on the areas where we believe we are able to
add most value.

General Observations
Governance Structure

The governance structure / oversight of the standard setting bodies can perhaps best be
described as cumbersome. The process oversight of the standard setting boards by the
MG, through the PIOB and then the Consultative Advisory Group (CAG) associated with
each board, accompanied by IFAC liaison groups appears unnecessarily complex and
would appear to be costly to run.

We suggest that the governance arrangements be simplified. The arrangements for
international accounting standard setting could be considered as a model for oversight of
the standard setting boards.
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While we recognise the expertise the existing structure provides to setting of standards, the experience
in Australia is that having a separate board for setting of auditing standards has not detracted from the
quality of standards or the standing of the profession.

Composition of the Oversight Bodies

The MG is currently composed of these international organisations: the International Organisation of
Securities Commissions (I0OSCO), the Basel Committee on Banking Supervision, the International
Association of Insurance Supervisors, the World Bank, the European Commission and the Financial
Stability Board. We note that these organisations could be considered to be representative of the
capital markets.

However, given the extent of economic activity for which Small and Medium Entities (SMES) are
responsible worldwide, we suggest that oversight arrangements would be enhanced by inclusion of a
person (or persons) who has background and experience with SMEs.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What conditions, if
any, would you impose on such oversight? Would you see as a factor to take into account the
fact that IPSASB deals with accounting rules instead of auditing ones?

The current sovereign debt crisis illustrates clearly that public sector financial management,
transparency and accountability is urgently in need of significant improvement. Some countries have
moved ahead of others considerably in this area while others lag, often by a substantial margin. The
International Public Sector Accounting Standards (IPSASs) have an important role to play in addressing
these issues, being the only globally accepted standards for the public sector.

The International Public Sector Accounting Standards Board (IPSASB) is unlikely to be a key influencer
of the global public sector community and accounting standard setters more broadly, without an
effective oversight body providing the group with appropriate strategic direction, approval of member
appointment and overseeing the due process of the IPSASB.

In the short term, the PIOB may be the appropriate place for this oversight, although changes to its
composition will be necessary in order to achieve this. However there should be further consideration of
a longer term solution, together with consideration as to the nature of any formal link or liaison with the
oversight body for the International Accounting Standards Board (IASB), the Trustees of the IFRS
Foundation.

We would welcome the opportunity to provide further input to the PIOB and Monitoring Group if
required. Please feel free to contact either me or Andrew Stringer at the Institute
andrew.stringer@charteredaccountants.com.au or +61 2 9292 5566 should you wish.

Yours sincerely

L

Lee White FCA
Chief Executive Officer
Institute of Chartered Accountants in Australia

charteredaccountants.com.au G/\A

. . . . . P P Global Accounting Alllance
The Institute of Chartered Accountants in Australia. Incorporated in Australia Members’ Liability Limited. ABN 50 084 642 571
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Mr Fernando Restoy
Chair, Monitoring Group
By E-mail: Piob-MonitoringGroup@ipiob.org

29 June 2012

Dear Mr Restoy

Public Consultation on the governance of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operating under the
auspices of IFAC

We appreciate the opportunity to comment on this consultation paper from the Monitoring
Group (‘MG’) of regulatory and international public interest organisations. As a network, we are
committed to promoting the consistent application of high quality audit practices worldwide in
the public interest, and welcome the Monitoring Group’s review.

This response summarises the views of member firms of the PricewaterhouseCoopers network
who commented on this consultation document. “PricewaterhouseCoopers” refers to the
member firms of PricewaterhouseCoopers International Limited, each of which is a separate
legal entity.

We have considered all 28 of the questions in the MG’s consultation paper and where we have
specific views to contribute, these are included in the Annex to this letter. In this covering letter
we provide some overall observations on what we believe to be the more important issues raised
by this review. We have responded by separate letter to the PIOB on its consultation ‘PTOB
Work Programme 2012 and Beyond’, though where relevant in this letter we have indicated
where there is overlap in our responses to both documents.

Enhancing and communicating the attributes of the current model
It is a relatively short time since the MG’s review of 2010 — indeed the impact of some of the

changes recommended as a result of that prior review is still to be felt. We believe the emphasis
at this stage should be on: (i) reinforcing the present structures to meet current stakeholder

PricewaterhouseCoopers International Limited

1 Embankment Place

London WC2N 6RH

T: 011 [44] (20) 7583 5000, F: 011 [44] (20) 7822 4652

PricewaterhouseCoopers International Limited is registered in England number 3590073.
Registered Office: 1 Embankment Place, London WC2N 6RH.
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expectations and needs; and (ii) better communicating the strengths of the current oversight
model. We further elaborate on these points below and in our detailed responses.

The present three-tier structure is appropriate and already embodies significant due process and
oversight steps. We would not, for example, advocate merging the activities of the PIOB and MG,
since this would confuse their respective oversight and monitoring roles and would risk greater
politicisation of standard setting. The aim should be to communicate better the positive
attributes of the current structure, while considering how stakeholders’ confidence in the
arrangements can be enhanced further. In particular, as noted in our response to Questions 1
and 19 and in our separate response to the PIOB’s consultation, we believe the MG and the PIOB
could themselves do more to better communicate the robustness of the current public interest
oversight regime. Having satisfied themselves as to the integrity of the standard setting model
we consider that they could act as advocates for the independence and rigour of the process. Our
response to Question 1 provides a few additional ideas for how the present arrangements could
be enhanced.

Longer term considerations

The present IFAC standard setting structure was designed in the context of the wider global
architecture in which it operates. We believe the current structure delivers high-quality
standards in the context of the financial reporting, corporate governance and regulatory norms
that currently prevail in the capital markets.

But the international architecture and public expectations continue to evolve. We would
welcome a further review in 4-5 years time that takes a fresh look at the options for how the
international standard setting activities are organised. Such a review could be informed by a set
of principles or desired attributes of any standard setting regime (including those areas of
strength of the present IFAC model). We also believe it would be useful as part of such a review
to examine how different roles and responsibilities are discharged under the IFRS Foundation
structure, for example in relation to activities such as nominations and funding.
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We would be delighted to discuss our views further with you. If you have any questions in the
meantime regarding this letter, please contact Graham Gilmour (+44 207 804 2297), Diana
Hillier (+44 207 804 0472) or myself (+44 207 212 4658).

Yours sincerely

Ian Dilks
Global Leader — Public Policy and Regulatory Affairs
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ANNEX

PwC detailed responses to the questions in the Monitoring Group
consultation

1. Do you consider it necessary to enhance representation of the public interest? If
so, which additional actions, apart from the appointment of an independent IESBA
chair and redefining the nature of non-practitioner board members, would you
suggest to reinforce the mechanisms to safeguard the public interest?

4 of12

The considerations may be different as between the various standard setting boards
(‘PIACs’). We believe all the boards currently operate independently in the public
interest and have high-quality due process. However there are also perceptions and there
may be a greater perception of lack of independence in relation to IESBA (which sets
standards for ethics and independence for professional accountants) than for IAASB and
the other standard setting boards which set technical standards for how audits are
performed. It is therefore reasonable to ask if more could be done to address the
perceptions regarding IESBA.

The balance of individuals on each of the boards currently is good, taking into account
also the refinements agreed as part of the MG’s 2010 review (appointing an independent
IESBA chair and redefining the nature of non-practitioners). We believe that the
background and experience of members can be an important reinforcing mechanism in
safeguarding the public interest and, therefore, focussing on ways to make service on the
boards attractive to the highest calibre candidates is important. Given the nature of the
IESBA’s remit, in particular, the aim should be to attract both practitioners and non-
practitioners with the broadest and most senior levels of experience who command
widespread respect not only for their significant experience but also for their general
knowledge and realism.

As noted in our response to the 2010 review, we consider that technical advisors play an
extremely important role in the work of the boards and their project task forces (while
respecting the principle that only board members have the automatic right to speak in
meetings of the boards). Hence, in a similar way, we urge that the role of technical
advisor should be made to remain attractive to ensure that the highest quality individuals
continue to be willing to be involved.

The Consultative Advisory Groups (CAGs) form an important part of the PIACs’ overall
due process and consultative efforts. More thought could be given to enhancing the
transparency of the CAGs themselves (for example, the nominations process and the
transparency around the CAGs’ deliberations and how CAG views are dealt with by each
board.)

In addition, as noted also in our response to Question 19 and in our response to the
PIOB’s consultation, efforts to reinforce and better communicate the robustness of the
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current public interest oversight regime would help to address perceptions of lack of
independence. Indeed, we suggest the PIOB (and its member organisations) should go
further and accept responsibility for the integrity of the standard setting process and that
PIOB should attest publicly as to the independence and rigour of the process.

2. In the long term, would you favour a different and fully independent standard
setting model completely outside the IFAC structure and if so how could such a
structure be funded?

e We believe the emphasis should be on reinforcing the present structures to meet current
stakeholder expectations and needs.

e The present structure already embodies significant due process and oversight steps and
the aim should be to communicate better the positive attributes of the current structure,
while considering how stakeholders’ confidence in the arrangements can be enhanced
further. If the present oversight and monitoring roles played by the PIOB and MG
respectively help to build the confidence of public authorities in the standard setting
regime, then what might be done to make them still more effective?

e Asnoted in our response to Question 19, the current structure is connected to the global
architecture of financial reporting, corporate governance and regulation. As that
architecture evolves in the light of changing expectations, so should IFAC’s standard
setting arrangements. We would support a further review in 4-5 years time (as we believe
IFAC and the MG each plan to do). In preparation for such a further review different
models could be evaluated against a set of desired attributes, such as: independence;
transparency; inclusive due process; public interest oversight; and broad-based, stable
funding.

e We also consider that, should there be any further discussion of alternative models in the
longer term, regard should be had to the mechanisms by which the standards are
implemented around the world. The IFAC structure and membership organisation
provides an important link to the profession internationally and a mechanism by which
the standards are ‘socialised’ and implemented in different countries via the membership
obligations of the professional bodies. If some alternative structure for standard setting
outside IFAC was conceived, it would be necessary to consider how the resulting
standards would be communicated, implemented and enforced on a global basis.

3. Do you consider the current three-tier system (MG+PIOB+IFAC PIACs)
adequate for achieving its objectives, or an alternative model could be more
adequate? In the latter case, which model would you suggest?

e In deciding whether to adopt IFAC’s standards, stakeholders need to have confidence in
the arrangements for governance of standards setting, and a simple and easily
understandable structure will help to engender trust.
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e A feature of the current model is that while the standards setting process takes place
within the three-tier governance structure of the MG+PIOB+PIACs, the funding flows
through a fourth tier, IFAC itself. This brings added complexity.

e We observe that in the equivalent three-tier structure for international accounting
standard setting (Monitoring Board, Trustees and IASB), the roles of nominations and
fund-raising role are performed by the Trustees. We believe that as part of the any longer
term discussion of alternative models, as discussed under Question 2, it may be helpful to
consider the respective roles and responsibilities of the structures that have evolved
around the IASB since it was reconstituted in 2001.

¢ We would not advocate merging the activities of the PIOB and MG, since this would
confuse their respective oversight and monitoring roles and would risk greater
politicisation of standard setting.

4. Would you support IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of
auditing ones?

e International Public Sector Accounting Standards are significant since they can form the
basis of the accounts prepared by government institutions that are provided to citizens
(we note that Eurostat has recently consulted on whether IPSASs should be adopted by
EU member states’ governments).

e Hence, given the importance of IPSASB’s output, the standards should be of
demonstrably high quality and developed having regard to the public interest. IPSASB
should therefore have a similar level of robust due process and governance over standard
setting to that enjoyed by the other IFAC PIACs (and by the equivalent IASB that sets
standards for the private sector).

e If the PIOB were to add oversight of IPSASB due process to their mandate, the
composition of the PIOB would need to be amended, as noted in our response to
Question 18.

e We would envisage that the fresh look at the options for how international standard
setting activities are organised that we refer to in our covering letter would include
consideration of IPSASB, given its unique mandate and stakeholders.

5. Do you see merit in a having a ‘Compilation document’ for the whole structure?
In this case, which alternative would you prefer for organising the structure and
nature of the Compilation document?

e Yes. Moreover, we believe such a compilation document should be approached from the
perspective that it can be used in outreach efforts with stakeholders - to explain the
benefits of and build confidence in the structures.
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6. Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what name
would you suggest?

e We have no particular views on this question.

7. Do you agree with the proposal that the MG should have a more strategic role?

8. Do you agree with the objectives proposed and, specifically, with the MG having
the possibility of conferring with the PIOB on the PIAC’s agendas and receiving
appropriate feedback?

9. Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special occasions
above described direct involvement with the PIACs?

¢ We consider these three questions to be related and hence have answered them together.

e Itisimportant for the standard setting boards to understand the issues that stakeholders
are concerned about. The organisations represented in the MG are important
stakeholders, and therefore there should be appropriate channels through which the
views of MG members are heard.

e Taking the analogy of the IASB model, it would be appropriate for the MG to input views
via the PIOB (in the same way as the Monitoring Board can input views via the IFRS
Foundation Trustees), but not to have direct involvement with the PIACs in order to
direct them regarding issues they should consider.

e The MG will rightly have views on the PIACs’ work agendas and these should be input
along with the views of other stakeholders, but ultimately it should be for the PIACs to
determine their strategy and work priorities and explain the reasons for their decisions.

e Providing the MG with a more strategic role would confuse and undermine its
monitoring role, and would risk politicisation of the standard setting process.

10. Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings
having the public in attendance?

e It would be appropriate for relevant parts of MG meetings to be held in public (as is
currently the case for the equivalent meetings of the Monitoring Board with the IFRS
Foundation Trustees).

e Liaison with investors should be dealt with separately, through the PIACs’ normal
channels of outreach and consultation (for example through the CAGs, holding
roundtables on specific topics, etc).
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11. Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or should
other bodies be considered instead?

e To some degree, the organisations comprising the MG are already reflective of the views
of the national governments that contribute to their decision-making and their
formulation of positions.

e If some more formal link with the G20 was considered desirable, this might take place via
the Financial Stability Board which already has a role in advising the G20 in relation to
international standards and regulation.

12. What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations should be represented in the MG? If so, which
criteria do you think new members should fulfil to become MG members? (ii)
Should a maximum be set to the number of MG members? (iii) Would you favour a
change on how the chairperson is appointed?

e The most important thing is that the arrangements for governance of standard setting
inspire the confidence and support of stakeholders, including governments and
regulatory authorities. Beyond that, we do not have specific views on the detailed
composition of the MG or on how its chairperson is appointed.

13. Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

e We have no particular views on this question provided that full time employees are able
to have the necessary time available to devote to the PIOB’s activities.

14. Would you consider it convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

e We have no particular views on this question.
15. Do you think that the roles and responsibilities of MG and PIOB should be

further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

e Yes, we agree that further clarification of the respective roles would be helpful and

beneficial. This might be best done through the ‘compilation document’ referred to in
Question 5.
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16. Do you see merit in the PIOB undertaking a regular review of its due process
and oversight framework through its strategy document?

e Yes, it will be appropriate to evaluate due process against ‘best practice’ at regular
intervals.

17. Do you see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

e It will be appropriate for PIOB to review its strategy against current needs and
expectations at regular intervals. However, there is a risk that this becomes a
bureaucratic annual process of document preparation — the Board’s strategy should be
reviewed when the need arises.

18. Do you think that the current composition of the PIOB could be enhanced?
Would you consider convenient that the PIOB’s composition is reviewed each time
a new body becomes a full member of the MG?

e We believe the PIOB in its current composition has operated relatively well and, while
this is a matter for the MG to decide, we do not see any compelling need to significantly
alter the composition.

¢ Asnoted in our response to the PIOB consultation, we consider that the PIOB chair and
members could play a greater role in outreach and communication regarding the benefits
of the current oversight structure. This is something that could be taken into account
when considering appointments of PIOB members.

e If the PIOB was to play a future role in overseeing the due process of IPSASB, then this
would have an impact on the experience and attributes needed among the PIOB
membership.

19. Would you consider the current composition of the PIACs appropriate? Do you
see merit, in the context of a second effectiveness review, in exploring the idea of a
majority of non-practitioners and a majority of public members?

¢ Asnoted in our response to the MG’s 2010 review, we believe the quality of the standards
produced relies on having the right people and best minds at the table. Standard setting
is a technical activity and we therefore consider it valuable that practitioners with current
experience in the field are involved in standard setting. Auditing professionals are
trained in disciplines such as objectivity and therefore are able to examine proposals
with the appropriate degree of balance and rigour.

e Both practitioners and non-practitioners should be involved, but the single yardstick that
should be applied when making appointments is: Will the involvement of a particular
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candidate enhance the quality of discussion at the Boards and the quality of the resulting
standards? There are a number of ways to design a standard setting process to achieve
the aim of obtaining high quality output. It is not simply a matter of composition of
board members. Provided there is appropriate oversight by the PIOB and appropriate
monitoring by the MG, then it should not in fact be necessary to alter the balance of
practitioners and non-practitioners on the boards. If the intention is to dispel the
perception of a lack of independence, then one solution would be to reinforce and
communicate the robustness of the oversight regime. In addition, as discussed in our
response to Question 1, the aim should be to attract both practitioners and non-
practitioners with the broadest and most senior levels of experience.

¢ Consideration could however be given to providing greater transparency regarding how
the nominations process for the PIACs works (while still providing anonymity for
individual candidates being considered). As noted in our response to Question 3, we
observe that under the equivalent three-tier structure for international accounting
standards setting, it is primarily the responsibility of the Trustees to deal with the
appointment of IASB members. In connection with any longer term evaluation of
alternative models, as discussed under Question 2, it may be helpful to consider how
nominations are handled in other comparable standard setting environments.

20. Do you consider best practice a nine years period for the rotation of the
representatives of CAG member organisations?

e Regard should be had to best practice in equivalent bodies. Our understanding is that
representatives of the IASB Standards Advisory Council serve a maximum of two three-
year terms. Similar to our views in response to Question 19 on the composition of the
PIACs, however, we believe that overarching aim should be to have the right people and
best minds at the table.

21. Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

22, Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?

23. Do you think it feasible to have a similar funding structure in place for the PIOB
to that in place for funding the IFRS Foundation?

e We consider these three questions to be related and hence have answered them together.

e We believe there should be broader participation in the funding regime.

e Although the stakeholders for the output of IFAC’s standard setting activities differ from
those of the IFRS Foundation, we believe the overall objective should be the same — to
establish a stable funding mechanism that will be sustainable for the long term and which
will attract the support and confidence of stakeholders.
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e In common with the IFRS Foundation, we believe principles could be devised to guide
the design of the funding regime. For example, the system should: be transparent; build
in inflationary rises; be independent of the political process; and be free from perceived
conflicts of interest.

e In our view the MG should play a more active role in helping to facilitate a stable funding
strategy and mechanism, at least in relation to the PIOB, for example by encouraging
national public authorities to assist in fund-raising efforts that meet the guiding
principles.

e Establishing such a sustainable funding regime will inevitably take time. In the
meantime, we believe the current funding structures will need to continue.

24. Do you see the need for and/or merit in having a permanent secretariat for the
MG? In this case, do you think IOSCO should provide resources for a permanent
secretariat to the MG?

e Until a broader-based, stable and long-term funding mechanism as discussed in our
response to Questions 21-23 above is in place, we do not believe a permanent secretariat
should be established for the MG.

25. How do you think the governance of international auditing, ethics and
education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?
26. What is your opinion about the current structure? Do you think the current
structure is appropriate in order to improve audit quality? If not, what changes,
suggestions or remarks would you propose?

e We consider these two questions to be related and hence have answered them together.

e The questions presume that the standards setting process and its governance and
structure are the drivers of audit quality. However audit quality is ultimately a product of
a whole range of factors, including also the application and implementation of standards
by auditors in the field, the environment within which audit takes place (including
cultural and corporate governance factors that are not within standard setters’ or
auditors’ control) and the monitoring and enforcement regimes deployed by audit
regulators.

e Inrelation to the standard setting component, the most fundamental determinant of
quality is having the right individuals involved in the standard setting boards in the first
place. Governance and oversight can improve engagement of key stakeholders in the
standard setting process and stakeholders’ confidence in the process, but the key is to
ensure that the best candidates want to be involved in standard setting.

27. Do you agree that the current levels of empowerment and responsibility of the
bodies that comprise the current structure (MG, PIOB, PIACs) are appropriate? If

110f12





=,

pwec

so, do

you have any suggestions for improving the dialogue and interaction

between the different bodies? If not, how could these levels of empowerment and
responsibility be improved?

As noted in our response to Question 1, the Consultative Advisory Groups (CAGs) are
relatively influential and form an important part of the PIACs’ overall due process and
consultative efforts. More thought could be given to explaining the role and
responsibilities of the CAGs and enhancing their transparency (for example the
nominations process and the transparency around the CAGs’ deliberations and how
views of CAG members are dealt with by each board.)

Some organisations are represented at multiple levels in the structure, for example as
members of CAG and the PIOB and MG. It should be made clear what role those
organisations’ representatives are able to exercise in the different capacities.

28. Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how

might
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they be financed?

Please see also our response to Question 2.

The IFAC standard setting structure should be viewed against the background of an
increasingly globalised world where other international organisations are also
developing. For example, the G20 grouping of major developed and emerging economies
and the international architecture around financial stability are both works in progress.
Until there maturity is reached in comparable global structures, it is difficult to suggest
an ideal regime for international audit standard setting.

In the meantime, we believe the current structure is delivering high-quality standards in
the context of the financial reporting, corporate governance and regulatory regimes that
currently prevail in the capital markets.

The Monitoring Group could consider what other aspects of the global architecture need
to develop further in order to move standard setting to any different structure — and take
a lead in discussions with other organisations about how to progress that development.
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The Monitoring Group and Public Interest Oversight Board

Re:  Public Consultation to Monitoring Group Review and Public Interest
Oversight Board Work Program

Overview

The Australian Financial Reporting Council (FRC) is pleased to make a submission to
your public consultation process. The FRC is the peak body responsible for
overseeing the effectiveness of the financial reporting framework in Australia. Its key
functions include the oversight of the accounting and auditing standards setting
processes for the public and private sectors, providing strategic advice in relation to
the quality of audits conducted by Australian auditors, and advising the Minister on
these matters. The FRC monitors the development of international accounting and
auditing standards, works to further the development of a single set of accounting and
auditing standards for world-wide use and to promote the adoption of these standards.

We have a wide range of stakeholders including a broad spectrum of preparers and
users of financia statements, the Commonwealth as well as State and Territory
governments, and other government bodies such as standard setters and regulators.
Key stakeholder bodies are represented on the FRC as members. In addition, the
Australian and New Zealand governments have established cross-appointment
arrangements to promote closer economic relationships between the two countries.
The FRC accordingly has a New Zealand representative as one of its members.

Australiawas one of the early adopters of International Financial Reporting Standards
(IFRS) in 2005 — and this is because we recognised early on, that with the current
pace of globalisation, the movement to a global set of accounting standards is a
logical transition. Australias auditing standards have been harmonised with
International Standards on Auditing (ISAs) since the mid-1990s. More recently, since
the clarity revision of ISAs, in 2009, Australian Auditing Standards (ASAS) have been
fully converged with ISAs. In addition, the Australian Accounting Professional and
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Ethica Standards Board (APESB) uses the pronouncements of the International
Ethics Standards Board for Accountants (IESBA) to develop Australian standards
consistent with those issued by the international body.

We have not, to date, adopted International Public Sector Accounting Standards
(IPSASs) in part due to reservations regarding the governance arrangements around
the International Public Sector Accounting Standards Board (IPSASB). However
Australia remains highly involved with the development of IPSASs with public sector
entities in Australia applying IFRS equivalents with limited modifications for
not-for-profit entities, based in some cases on IPSAS requirements, and Australia
deliberately achieves a high degree of compliance with IPSASsin doing so.

The FRC has decided to provide a more general response, with particular detailed
comments to be provided by other Australian organisations, such as the Australian
Accounting Standards Board (AASB), the Auditing and Assurance Standards Board
(AUASB), and the Heads of Treasuries Accounting and Reporting Advisory
Committee (HOTARAC)?, with specific interests in the processes of particular Boards.
We dso note that the New Zealand External Reporting Board (XRB) has made a
detailed submission and we generally support the content of that submission.

Governance Matters

We note that the perception of public interest generaly would become much less
vexed if the governance arrangements were able to sever the overarching link with the
International Federation of Accountants (IFAC), which is arepresentative body of the
profession.

We agree that the core difficulty that the Public Interest Oversight Board (PIOB) will
face in increasing the public membership? on the standards setting bodies will be the
difficulty in achieving the necessary level of technical expertise. It will aso be the
case that the individual standard setting boards will need to be better resourced to
achieve the considerable project and outreach work demanded of boards, their
members and their staff. The public interest can generally be seen to be served if
having a mgjority of public members is achieved by having equal representation of
the profession and public membership with an independent chairman.

The FRC does not think that is necessary to have a majority of what are currently
defined as public members to achieve work from the Boards in the public interest.
Having the right independent super-structure and then selecting the best people with
the right skills and backgrounds for the Boards is the fundamental process for
achieving the perception and acceptance of the work of the Boards.

Some of the questions in the consultation documents raise the prospect of expanding
the role of the Monitoring Group (MG) in order to better represent the public interest.
We do not believe this would serve a useful purpose for a monitoring group, which

' HoTARAC is an intergovernmental committee that advises the Australian Heads of Treasuries on
accounting and reporting issues. The Committeeis comprised of the senior accounting policy
representatives from all Australian States, Territories and the Australian Government.
2 A public member is a member nominated by organisations outside the IFAC structure, as opposed to
nominated only by organisationsinside the IFAC structure e.g. IFAC member bodies.
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should remain separate from the actual work of the oversight body, in this case the
PIOB. It does not seem appropriate to expand the MG role into areas aready filled
with skill and enthusiasm by those on the PIOB and Consultative Advisory Groups
(CAGs). Thiswould lead to duplication, inefficiency and almost certainly increased
cost®, when it is difficult to identify the benefits. We also note that, while the PIOB is
broadly geographically representative, the MG seems much less so. Indeed the FRC
is concerned that the focus of the MG as a collection of regulators is insufficiently
representative of the complete public interest to be an arbiter of the strategic direction
for the PIOB and standards setters. The role of these regulators can vary greatly in
different jurisdictions, and may exclude a legislative role. The existing focus of the
MG —which at least on the IOSCO website for the MG, is primarily on audit, asisthe
membership - seems somewhat at odds with the variety of work of the bodies
overseen by the PIOB, and would be particularly so if IPSASB were brought under
the PIOB umbrella. 1t would be desirable to fix the above flaws, or review the model
before expanding the MG’ s remit. We do see that paying attention to the concerns of
the G20 could be a useful counter balance to aspects of these apparent existing
imbal ances.

In general we would advocate adopting a similar structure to that used for the
International Accounting Standards Board (IASB), in particular its separation from
the administrative links with the profession: this would abrogate the need to resolve
many of the difficult balances discussed above, given that standards would be set by
boards removed from IFAC influence.

We definitely concur with the XRB that the structure, roles and processes of the
various bodies involved with IFAC standard setter oversight need to be better
articulated to stakeholders and propose that at a minimum a diagram setting out the
relationships should be placed on the websites of IFAC, the PIOB and the MG with
links to the other bodies. Public, easily accessible charters for each body would aso
seem appropriate.

Funding Issues

As the consultation papers note, current funding for the PIOB and standard setting
Boardsis provided largely by IFAC. While the Boards undoubtedly have due process
arrangements that promote transparency and are designed to protect their
independence, the funding of standards setters by a body that represents the
profession may give rise to a perception of limits to that independence.

In the FRC’s view, funding for the PIOB and standards setters should idedly be
independent of the profession and specific stakeholders to ensure the credibility of the
bodies and their standards. Thus we encourage work to build aternative funding
models, while recognising that in the current environment seeking external funding
will indeed be a difficult task.

% This would tend to make the shifting of funding responsibility outside IFAC more difficult.





International Public Sector Accounting Standards Board

In respect of IPSASB oversight the FRC accepts the PIOB model in the shorter term
for practical reasons. However, it is of the view that in the longer term a separate
body be charged with IPSASB oversight, on the basis that this approach would
maintain consistency and build on the framework and processes of other leading
accounting standard setters, provide an oversight body each of whose members fully
understands public sector issues, and therefore achieve greater credibility with
stakeholders. The FRC generdly favours a model for the oversight body which is
compatible with agoal of convergence between the IASB and IPSASB.

While the question of funding is not aimed at addressing IPSASB funding
requirements, the FRC is of the view that the funding of IPSASB isacritical issue for
that Board, and of sufficient importance that it should again be brought to your
attention.

Full details of the FRC views on IPSASB funding and governance are contained in its
previous Submission of the Australian Financial Reporting Council on the IFAC
Consultation Paper ‘Proposals for the Oversight of the IPSASB’ (June 2011), which
isincluded as an Attachment.

Please feel free to contact me or the FRC Secretary (frcsecretary@treasury.gov.au )
should you have any queries regarding the FRC submission.

Yours Sincerely
d{f 1 -,_/ K““qh-i\"—'
= ""‘1

Lynn Wood
Chairman
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Attachment — FRC submission to IFAC IPSASB Consultation June 2011

30 June 2011

Mr lan Ball

Chief Executive Officer

International Federation of Accountants
545 Fifth Avenue, 14" Floor

New York NY 10017

USA

Dear lan

| refer to the consultation paper issued by the International Federation of Accountants
(IFAC) in March 2011 with the title ‘Proposals for the Oversight of the International Public
Sector Accounting Standards Board (IPSASB’.

| am pleased to attach a submission by the Financial Reporting Council (FRC) to the paper. |
would like to thank you for giving us the opportunity to comment on the proposals in the
paper, and for extending your deadline allowing us to consult with all our Members on the
submission.

My contact details are provided above should you have any questions about our submission
or any other matters with which | could assist you.

Yours sincerely

signed

Lynn Wood
FRC Chairman





Submission of the Australian Financial Reporting Council on the
IFAC Consultation Paper ‘Proposals for Oversight of the IPSASB’

Summary of recommendations

The recommendations in this submission may be summarised as follows:
—  Theestablishment of a Public Sector Exclusive Oversight Body is the best

long-term solution to improve the oversight of the IPSASB;

—  However, the adoption of the Public Interest Oversight Body (PIOB)
model can be supported for practical reasons as a short-term measure; and

—  The paper should be expanded to include information on IFAC’ s vision for
the longer-term arrangements for the IPSASB, including its future
relationship with the International Accounting Standards Board (IASB).

Introduction

The Australian Financial Reporting Council (FRC) supports IFAC in its objective to
enhance oversight and governance of the IPSASB. Having an effective oversight and
governance process isimportant to al standard-setting organisations, and the
credibility of the IPSASB is substantially influenced by how potential stakeholders
regard the governance arrangements, resourcing and due processes of the IPSASB.
Regardless of which of the two oversight models is chosen the FRC supports all the
key IPSASB governance proposals, namely:

—  anappropriate oversight arrangement;

— afull timechair;
— aconsultative advisory group (CAG); and
—  greater resourcing.

The FRC has some concerns as to whether the analysis and the options presented in
the consultative paper are sufficient to address the fundamental challenges affecting
the IPSASB. Detailed comments on thisissue are included in the following text.





Questions 1 and 2: Which Model and Characteristics

The FRC suggests that in the longer run the formal governance arrangements that are
put in place for IPSASB should be consistent with those adopted by other leading
standard-setters. This ultimately implies an oversight structure which is independent
of the accounting profession as well as appropriately funded and professionally
resourced. The design of those arrangements should take into account why those of
other standard-setters exist and how they have devel oped.

The FRC considers that the proposals in the paper address the short to medium term
position, but fail to address the appropriate longer term arrangements for the IPSASB.
In the longer term the process for establishing public-sector accounting standards will
need to remain relevant, and this may change the relationship between IPSASB, IFAC
and other standard setters. For example, some stakeholders consider that this should
be achieved through a merger with the IASB, or at the least through the formation of a
similar independent body.

IFAC’ s views and vision on the appropriate longer term arrangements are not
addressed in the current consultation paper. In particular, the relationship between
IPSASB and the IASB is an important strategic consideration, which we acknowledge
extends beyond issues of governance. The FRC considers that building the credibility
of IPSASB will mean, at least in part, mapping out a satisfactory relationship path
between IPSASB and the IASB.

We strongly encourage |FAC to include in the paper information for users,
stakeholders and potential funders giving an indication of what IFAC considers are
the progressive steps in the longer term process. It is currently acritical stagein the
development of IPSASB, and the outcome of the current exercise will significantly
shapeits future direction. Keeping stakeholders informed and managing their
expectations will be important to maintaining their engagement over the next 3to 5
years.

The FRC does not consider that the consultative paper provides an adequate basis for
ng the alternative governance arrangements that could apply as they are not
placed in the longer term strategic context, nor do they consider the lessons learned
from the experiences of the IFRS Foundation. We strongly encourage IFAC to
further develop the paper prior to the fuller next stage consultation to consider those
experiences and to position the current proposals in the light of those experiences and
the longer term strategic context.

The current version of the consultation paper focuses on costing and IFAC matters
and does not include a clear vision for the future or provide the relevant comparisons
and analysis needed to develop such avision. Therisk of this approach is that the
changesto the IPSASB arrangements that are proposed and eventually approved may
be perceived to be marginal improvements, whereas the same changes may be more
positively embraced if seen in the context of alonger term vision for IPSASB.





Comments on the Two Models

The FRC acknowledges the preference of IFAC for the Public Interest Oversight
Body (PIOB) model and the reasons for this choice. Given the current situation in
which IPSASB has no oversight body, and the realistically available funding, this
approach has significant advantages. These include the fact that it builds on existing
frameworks and that PIOB members are already familiar with standard-setting
processes similar to those IPSASB uses. Above all thismode is cost effective and
administratively easier and faster to implement. It would also enable IPSASB’s
operations and processes to evolve in amanner which is consistent with IFAC’ s other
standard-setting boards, and alow IFAC to focus on responding on oversight issuesto
one body.

Thismodel also takes account of the view held by some stakeholders that IPSASB is
insufficiently developed as a standard-setting body to move to an independent
oversight model at thistime. According to thisview anumber of significant
milestones (capability, governance, membership and technical) remain to be met
before the IPSASB would be ready to moveto this model. These stakeholders also
consider that seeking to establish such amodel at too early a stage may consume
goodwill, commitment and resources that would be better spent establishing the
quality, credentials, viability and membership of IPSASB.

We note that there are a number of conceptua and practical considerationsin relation
to thismodel that would need to be resolved if it isto beimplemented. Theseinclude
ensuring that current PIOB members are willing to accept additional responsibilities,
and that this role fits within the current scope and capability of the PIOB (historically
the PIOB has focused on the quality of external audit). Another problem that comes
to mind is that the PIOB's attention to the IPSASB may be limited given the scope of
its current responsibilities. The PIOB is aready responsible for overseeing a number
of different standard-setters and committees, and with only two additional members
with specific public sector interests being proposed to join the PIOB; it isunlikely that
public sector issues will receive the attention they warrant.

The FRC therefore considers that two additional members with relevant expertise
would represent the absolute minimum to ensure that the PIOB is adequately
equipped to handle its proposed public sector responsibilities, and that it would be
better to increase this number to three additional members. In addition, the
composition and expertise of the Monitoring Group would have to be reviewed,
adapted and increased as appropriate to match the PIOB’ s expanded responsibilities.
It would also be important to review and clarify the respective roles of the PIOB, the
Monitoring Group and IPSASB to ensure that that they are clear, consistent and free
of unnecessary overlap or critical gaps.

While the FRC would not oppose a move to use the PIOB model as arelatively quick
and convenient means to achieving an improvement in IPSASB’ s governance
arrangements, as stated above we do not consider that this model represents along-
term solution to its challengesin thisarea. The FRC has a clear preference for Model
2 - establishment of a Public Sector Exclusive Oversight Body for the IPSASB - on
the basis that this approach would maintain consistency and build on the framework
and processes of other leading accounting standard-setters, provide an oversight body
each of whose members fully understands public sector issues, and therefore achieve
greater credibility with stakeholders. In addition, this approach would ensure that any
moves made at this stage would constitute a step in the direction of achieving the
ultimate objective of afully independent and appropriately resourced oversight body.





An IPSASB specific governance arrangement is more likely to meet this requirement
than one that is still an integral part of the IFAC framework.

If IFAC proceeds with the PIOB model, the FRC recommends that IFAC include in
the paper a commitment to conducting areview in acouple of years (or once
particular milestones have been achieved). Such an approach acknowledges the PIOB
model as a stepping stone and provides a suitable opportunity, at alater date, to
consider the broader questions of whether or not it is still appropriate for IPSASB to
remain under the umbrellaof IFAC and to continually reassess the relationship with
the IASB.

Question 3: Consultative Group

The FRC supports the formation of a Consultative Advisory Group (CAG).

With respect to the representatives on the CAG, we consider that they should come
from arange of countries that is broader than the current IPSASB membership. In
particular, the range should include countries at various stages of development,
including countries with different financial cultures. It would aso be useful to
include international bodies such as the OECD, IMF, EU, UN etc., some of which
currently have observer status, asin many ways these bodies are among the key users
of government financial statements. Finaly, asmall number of others with an interest
and expertisein public sector accounting issues such as academics and professionals
from closely related disciplines could be considered.

We note that the CAG should be of a constrained size (drawing from the history of the
IFRS Advisory Council of the IASB for lessons learned). The paper mentions 40
members, but in our view 25-30 members may be the maximum for effective
operations.

We support the proposed scope of the CAG to provide advice on the IPSASB agenda,
project timetable and priorities, technical advice on projects and advice on other
matters of relevance to the activities of the IPSASB.

It may also be necessary to clearly define the respective roles of CAG and IPSASB to
avoid overlap. Indoing thisit would be instructive to consider the changes in the
IASB environment. The IASB is moving to a more dynamic, targeted consultation
process through its extended outreach program. This raises questions, even for the
|ASB, about the roles of advisory groups. Once itsroleisrefined, membership of the
CAG may also need to be reconsidered.

Question 4: Funding

The FRC notes that in order to become an international standard-setter of choice the
IPSASB needs to achieve a number of benchmarks, including critical mass, adequate
resourcing, strong independence and appropriate governance. In addition to mapping
out away forward for governance, the FRC agrees that the IPSASB urgently needsto
address the issue of the volume and the nature of its funding.

Australiais making a substantial contribution to the work of the IPSASB, currently
mainly through in-kind support from the Australian Accounting Standards Board
(AASB). We areinformed that the AASB is committed to continuing the work it is
doing in support of the IPSASB.





We support a broadly-based funding model (including continued support from IFAC)
and contributions from awide range of countries and observer entities, rather than
relying on the contributions of a select few. A broad-based approach will provide
greater stability and sustainability in the longer term, facilitate the actual and
perceived independence of the IPSASB, and reduce IPSASB’ sreliance on IFAC
funding in the future should there be a change of organisational arrangements. One
option to achieve thiswould be to leverage moral support from an umbrella
international organisation, for example the G20, as a means to gain financial support
from awider range of countries. In addition, at least in the near term, IFAC funding
should continue while IPSASB operates under its umbrella

A further means of increasing the resources available to the IPSASB would be to
increase the level of support it obtains from the national standard setters (NSS).
These entities are an important constituency of the IPSASB, but it currently suffers
from having few NSS who actually set standards for the public sector. The IPSASB
should encourage countries to realise the importance of NSS in furthering the work of
IPSASB and leverage its own efforts more through NSS.

In the longer run we are not persuaded that the proposed levels of funding and the
ambitions to have afull-time chair and a small number of additional staff (all of
which are, without question, needed) are adequate to give the IPSASB the status to
which it aspires. The FRC considers that the current funding of the IPSASB is
serioudly inadequate, which isillustrated by the fact that the IASB applies more
resources to some single topics than are available in total to IPSASB.

Fundamentally the IPSASB must be capable of being contemporaneousin its
activities with those of the IASB; otherwise it will face the prospect of double
handling of debates on topics of common interest to both sectors and unnecessarily
duplicating or replicating work already done. At the same time the IPSASB hasto
maintain its focus on issues that are important to the public sector. Achieving these
objectives ultimately implies much greater levels of funding than those proposed in
the consultation paper.

Following final decisions on the oversight and resourcing matters IFAC is currently
considering, the FRC iswilling to consider an appropriate course of action in relation
to the establishment of a long-term funding agreement for the IPSASB, subject to the
final decision of the Australian Government.

Question 5: Additional Matters

Governance and oversight are important but should not be the sole consideration
when looking to the overall viability and relevance of IPSASB to stakeholders and
potential users. Sound governance and oversight need to be matched with sectoral
relevance and technical viability of IPSAS and strong growth in international
acceptance/adoption of IPSAS — broad acceptance/adoption aong with good
standards and standard setting is critical. We encourage IFAC and IPSASB to
continue to address all aspects of establishing IPSASB as a strong, relevant and
credible standard-setter.
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June 21, 2012

Mr. Fernando Restoy, Chairman
Monitoring Group

By E-mail: Piob-MonitoringGroup@ipiob.org

Re: Public Consultation on the governance (with special focus on organizational
aspects, funding, composition and the roles), of the Monitoring Group, the PIOB
and the standard-setting boards and Compliance Advisory Panel operating under
the auspices of the International Federation of Accountants (IFAC)

Dear Mr. Restoy:

This letter is submitted on behalf of Deloitte Touche Tohmatsu Limited and member firms of
Deloitte Touche Tohmatsu Limited (collectively “Deloitte”). We appreciate the opportunity to
comment on the Monitoring Group’s Consultation Paper on the governance of the Monitoring
Group, the PIOB and the standard-setting boards and the Compliance Advisory Panel
operating under the auspices of the International Federation of Accountants (IFAC) (the
“Consultation Paper”).

The changes that were put in place to create the new global standard-setting regime outlined
in the IFAC Reforms were monumental and took a significant amount of time and effort.
Moreover, significant changes to further strengthen this regime were agreed to at the
conclusion of the Monitoring Group’s consultation in 2010, most of which have been recently
implemented. We believe it would make sense to defer any further reassessment until after the
impact of those changes can be fully considered. We continue to believe that all of these
reforms serve the public interest and support audit quality.

Our specific comments on the questions raised in the Consultation Paper are covered in the
following pages. We would be happy to discuss our views with you or to provide more
detailed comments on any points where our views are not clear or where we may have
misunderstood any of your questions. We hope that this letter and all other comment letters
provided to the MG on this consultation will be posted to your website or made available to
the public via some means.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of member firms, each of which is a legally
separate and independent entity. Please see www.deloitte.com/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms.

Deloitte Touche Tohmatsu Limited is incorporated in England & Wales under company number 07271800, and its registered office is Hill House, 1 Little New Street, London,
EC4A 3TR, United Kingdom.
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Q1: Do you consider it necessary to enhance representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair
and redefining the nature of non-practitioner board members, would you suggest to
reinforce the mechanisms to safeguard the public interest?

No. We believe the public interest is well represented and fully protected by the existing
arrangements and safeguards. We support the implementation of an independent IESBA Chair
and believe it will add an even greater level of protection of the public interest. We do not
believe any additional mechanisms are needed to safeguard the public interest.

Q2: In the long term, would you favour a different and fully independent standard-
setting model completely outside the IFAC structure and if so how could such a
structure be funded?

We would not be opposed to a different and fully independent standard-setter model with a
reliable funding source as long as the standard setting model had the same key characteristics
of the current model. Given the unique nature of auditing, ethics/independence, and education
standards, we believe it is critically important for the standard-setting boards to include at
least 50% practitioners who are expert in the technical content and familiar with the
implementation issues regarding the standards that are being set. Second, we believe these
standard-setting boards should rely on valuable advisory input from informed individuals,
equivalent to the respective CAGs in the current model. Third, we believe the model should
include an experienced group of individuals, equivalent to the current PIOB, to evaluate due
process and provide assurance that the public interest in being served.

We are not able to recommend any other funding sources for a new independent standard-
setting model, but we would be supportive of other funding sources as long as they do not
unduly influence the operating effectiveness of the model. Regardless, we believe the existing
model has served the public interest well and will continue to work effectively while
remaining under the IFAC umbrella. Moreover, the safeguards built into the existing model
are more than adequate to protect the public interest regardless of the funding source.

Q3: Do you consider the current three-tier system adequate for achieving its objectives,
or an alternative model could be more adequate? In the latter case, which model would
you suggest?

We believe the current three-tier system is working effectively to achieve its objectives the
way it was originally designed. The PIOB has, in our view, done an effective job of
overseeing the public interest activities of and the due process followed by the Public Interest
Activity Committees/Boards (PIAC’s), thereby protecting the public interest, and we would
favor continuing a model that relies heavily on an experienced PIOB.

As mentioned in our response to the previous question, we would not be opposed to an
independent standard-setter model as long it had the key characteristics discussed above.
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However, at the current time, we know of no better alternative model, and we would not be
supportive of any model which does not have significant practitioner involvement, nor one
without a strong PIOB role to ensure the public interest is well served.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why?

What conditions, if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of auditing
ones?

Yes. We would support and favor the IPSASB being subject to PIOB oversight. We would
also favor the IPSASB being subject to the same due process requirements and safeguards as
the other PIAC’s, with no additional conditions required. We believe the due process
requirements of the PIACs are strong and the PIOB has the expertise and judgment to oversee
the IPSASB’s standard setting processes regardless of the fact that the IPSASB sets
accounting standards. Since the role of the PIOB is to assess due process and not the technical
content of the standards, we believe there is no good reason the PIOB could not play the same
critical role in protecting the public interest in the setting of public sector accounting
standards just as well as it does in the setting of auditing, ethics/independence, and education
standards.

Q5: Do you see merit in having a “Compilation document” for the whole structure? In
this case, which alternative would you prefer for organising the structure and nature of
the Compilation document?

No, we do not believe this is necessary. However, we would not object to the preparation of a
compilation document if it would add more clarity for any stakeholders who do not
understand how the current system works. If such a document is prepared, we believe it
should be organized through the PIOB Foundation.

Q6: Given the breadth of the current mandate, would you consider it helpful to modify
the name of the structure to improve its visibility? In this case, what name would you
suggest?

We would support any reasonable name that adequately describes the structure if it would
result in greater understanding of the whole range of activities under the scope of the
structure, but we do not believe a change is essential. We believe that referring to the existing
structure as “the IFAC structure” fails to adequately describe many of the other key elements
and organizations of the existing structure, most notably the dominant role of the PIOB and
the important role of the CAGs.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

No. We believe the model is working effectively as it was designed. Moreover, there is no
reason to believe that it will not continue to work effectively without any substantive
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additional roles assigned to the MG. The MG should continue to appoint the members of the
PIOB, approve its strategic plans and budgets, and monitor the execution by the PIOB of its
mandate, but it should not have a closer involvement in or oversight over the PIACs. Doing so
would create confusion and undermine the PIOB’s role. It should also not participate or have
an active role in influencing the “technical content” of the standards, which is the
responsibility of the PIACs and the CAGs.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving
appropriate feedback?

No. We do not agree with the proposed new objectives of the MG. Conferring with the PIOB
on the PIACs’s agendas or similar activities would interfere with the key roles of the PIOB
and CAGs. Members of the PIOB and CAGs are highly qualified and capable of overseeing
and influencing the PIACs to ensure all appropriate public interest considerations are being
adequately addressed. Moreover, the organizations represented on the MG can already
influence the PIACs agendas given their representation on the PIOB and CAGs. To the extent
the MG believes these bodies are not doing their jobs, they should discuss this with the
respective groups and monitor their progress.

Q9: Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above described
direct involvement with PIACs?

Yes and No. The MG could certainly improve its communication activities, improve its
website, and allow public attendance during some parts of its meetings. On the other hand, as
noted above, we do not believe the MG should play a more active role with the PIACs as
proposed, nor do we believe a business case has been made for the need to do so. As
mentioned, we do not believe the MG should have any direct involvement with the PIACs.

Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings having
the public in attendance?

No and Yes. We do not favor the MG creating any more direct liaison with investors except
to the extent investors might attend meetings of the MG if portions thereof were open to the
public. We would support the MG having a portion of its meetings open to the public and
greater transparency of its activities.

Q11: Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or, should others
bodies be considered instead?
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We would support the MG engaging with organisations representing governmental
institutions, such as the G-20 to ensure that the PIOB, CAGs, and PIACs are aware of and
focused on concerns raised by the G-20 or any other organizations whose input the MG
believes should be considered.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe
that other organisations (i.e., national or regional regulators) should or could be
represented in the MG? If so, which criteria do you think new members should fulfill to
become MG members? (ii) Should a maximum be set to the number of MG members?
(iii) Would you favour a change on how the Chairperson is appointed?

We are supportive of the current composition of the MG. We do not believe national or
regional regulators should be added as it is unnecessary and could create potential conflicts
and reduce effectiveness and efficiency. However, if and when the MG agrees to have
IPSASB become a PIAC, we believe it could consider adding INTOSAI or a similar group as
a MG member to expand the MG’s perspective in this space. We are also of the view that it
would be advisable for the MG to agree to a maximum number of members simply to keep its
size at a workable level. However, it would not necessarily need to operate at that maximum
at all times. Finally, we would support any credible means for how the MG appoints its
Chairperson.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

No. We do not see any inherent conflicts in serving both roles. We favor selection of the best
available individuals for the PIOB and believe there are adequate safeguards to deal with any
general perception concerns regarding potential conflicts. Given the critical importance of the
PIOB in protecting the public interest, we would urge the members of the MG to continue to
appoint experienced, senior level people to the PIOB.

Q14: Would you consider convenient to avoid direct hierarchical relationship between
the PIOB and the MG members?

No. Once again, we believe appointing the highest caliber individuals to the PIOB is a
predominant consideration. We believe that mature, experienced and competent individuals
will well serve the public interest regardless of a hierarchical relationship between the PIOB
and MG members, but if the MG or PIOB perceive the need to issue guidance to avoid issues
that have or could impair the effectiveness of the current arrangements, they should do so. We
also believe is important for the MG organizations to consistently have senior and
experienced individuals representing their organizations at the MG meetings.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification
should address?
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No. We believe the respective roles and responsibilities are clearly defined. If some members
of the MG or PIOB or others are confused and more clarity would be helpful, then we would
support additional communications to help clarify.

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document?

Yes. We support a periodic review by the PIOB of its due process and oversight framework —
via a strategy document or any other effective means.

Q17: Do you see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget? What should the involvement of
the MG be in the production of these documents?

Yes. We also support the PIOB continuing to issue an annual report to the public in which it
communicates what it believes is appropriate. We would have no objection to the PIOB
sharing drafts of its reports with the MG in advance of such publication, to seek input on, but
not approval of, its reports. However, the PIOB needs to be able to freely express its views
even if its views are not fully supported by the MG.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would
you consider convenient that the PIOB’s composition is reviewed each time a new body
becomes full member of the MG?

We believe the current composition of the PIOB is acceptable, but we would prefer that it be
expanded to include investor representation, which we recognize may be hard to identify. We
also believe PIOB membership could be enhanced by appointing a member with public sector
reporting experience if and when the IPSASB becomes a PIAC. We would support a review
by the MG of the composition of the PIOB at the time a new body becomes a full member of
the MG and reconsideration of how to include investor representatives on the PIOB at any
time.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?

Yes and No. We consider the current composition of the PIACs to be appropriate, including
imminent plans to have an independent chair of the IESBA as agreed at the conclusion of the
2010 effectiveness review process. We see no current need for another effectiveness review
given that a comprehensive review was performed quite recently and the recommendations
coming out of that review were fully considered and the agreed action plans are being
implemented on a timely basis.
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We remain fully supportive of the current balance of 50% practitioners and 50% non-
practitioners. We see no merit in exploring the idea of having a majority of non-practitioners
or a majority of public members on any of the PIACs. We believe any change in that balance
would likely reduce the quality of the standards significantly and should not be explored.

The experience and expertise brought to the standard-setting process by practitioners who
regularly work with and more fully understand the complexities of the standards and how they
are implemented is absolutely critical to setting high-quality standards by each of the PIACs.
Public members and non-practitioners are simply unable to provide that same level of
technical expertise, which is essential.

In our view, the existing model has the right practitioner/non-practitioner balance on the
PIACs and plenty of effective safeguards to ensure the PIAC’s standard-setting activities are
conducted in the public interest, including the dominant role of the PIOB and the important
role of the CAGs. We see no credible evidence of a need to tinker with that balance on any of
the PIACs and we believe doing so would create a huge risk of reducing the effectiveness of
the standard-setting processes and the quality of the standards, neither of which would be in
the public interest.

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

Periodic rotation of individuals serving on the CAGs would be a sound principle and a
prudent practice to aspire to. However, given, the key role of the CAGs in providing technical
input to the standard setters, there may be instances where an organization with limited
resources may conclude it is prudent for an individual to serve longer. Consequently, we
would not object to exceptions to that general principle when an individual identified by the
CAG member organisation as having the appropriate technical expertise for the particular
CAG is reappointed, even if the individual may have served nine years.

Q21: Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

Not necessarily. We believe it would be desirable if the MG would help ensure that at least
50% of the annual funding of the PIOB comes from parties other than IFAC, as was intended
when the model was established. However, we believe the safeguards to protect the public
interest embedded in the current model are so significant that the source of the funding does
not impact the effectiveness of the process, nor the credibility of the standard-setting
activities.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external fundraising
having some contributions of the MG members in the mean time?
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No. We believe it would be desirable for the MG to ensure that at least 50% of the funding of
the PIOB’s annual budget comes from parties other than IFAC, as was intended when the
model was established nearly a decade ago. We believe the MG should launch its own
external fundraising efforts to deliver the greater level of external funding intended when the
model was established. We understand the MG and IFAC have recently begun new joint
efforts to accomplish this, which we certainly applaud.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to
that in place for funding the IFRS Foundation?

No. We doubt that the current funders of the IFRS Foundation would be willing to commit to
a similar funding structure, although we certainly believe the benefits of the high-quality
standards established by the PIACs benefit the capital markets and the same stakeholders
funding the IFRS processes. We would not object if the same funding sources were to provide
some or all of the funding for the PIOB and PI1ACs, as long as such funding would not alter
the fundamental model and its existing safeguards.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the
MG? In this case, do you think IOSCO should provide resources for a permanent
Secretariat to the MG?

Yes. We believe there is a clear need for more continuity and ongoing institutional knowledge
of the background and developments of the MG, particularly given the ongoing turnover of
the actual representatives from the MG organizations. Given IOSCQO’s leadership role in the
creation of the MG and the key role of this organization in the capital markets, it would seem
appropriate for it to provide resources for a permanent Secretariat to the MG.

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are the main
objectives that those responsible for governance should take into account?

We believe the existing governance of the PIACs is working effectively to improve audit
quality and will continue to do so without any modification in the governance arrangements.
The main objective that those responsible for governance should continue to take into account
IS to act in the public interest in their respective activities, which will continue to help
improve audit quality.

Q26: What is your opinion about the current structure? Do you think the current
structure is appropriate in order to improve audit quality? If not, what changes,
suggestions or remarks would you propose?

Yes. We believe the current structure is appropriate for setting high-quality standards. We
would propose no changes.
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Q27: Do you agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB and PIACs) are appropriate? If
s0, do you have any suggestions for improving the dialogue and interaction between the
different bodies? If not, how these levels of empowerment and responsibility could be
improved?

Yes. We believe the current levels of empowerment and responsibilities of the bodies that
compose the current structure are appropriate.

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how might
they be financed?

No.

Should you have any questions on the above, please feel free to contact Chuck Horstmann at
(212) 492-3958.

Sincerely,

Deloitte Touche Tohmatsu Limited
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We are Denise Juvenal and Manuel Rejon these are pleased to have the
opportunity to comment on this consultation about Public consultation on the
governance (with special focus on organisational aspects, funding, composition and the
roles) of the Monitoring Group, the PIOB and the standard setting boards and
Compliance Advisory Panel operating under the auspices of IFAC. This is individual

commentary for The Monitoring Group - PIOB.

List of Questions:

Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the
public interest?

We think that to enhance representation of the public interest only if IPIOB
wants more funds for control, inspection of the International Standards principally if
include public sector in the future.

We suggest that IFAC and IOSCO include in this process, that is very important
control and inspection as priority in the structure of MG and PIOB with supervision of
IFAC’s or IOSCO’s Member for consolidated and observed the problems that will be
occurring in this process the application of International Standards, independent if
include more countries in your structure.

Principally, because The IESBA - IFAC modified and elaborated new
procedures and rules about ethics standards that we consider that is very important for
development and control of application of high quality of your standards in the
jurisdictions around the world.

For this, we understand that is very difficult and complex the control in the
jurisdictions for MG and PIOB if included Public Sector, for this is very important the
contact with local regulators with responsibility of transparency of the results of

implementation.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how

could such a structure be funded?





We consider is very important these rules independent if in or outside IFAC
structure must be will be observed of IFAC and I0OSCO regulators and in the future
must be informed for International Accounting Standards Board — IASB with principal
stakeholder in this process and depends of results of question 1.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

Yes, we consider the current three-tier system adequate for achieving its
objectives, we think that in the future will be integrated in your structure the new rules

of Global Reporting about sustainability, XBRL and Integrated Reporting.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a
factor to take into account the fact that IPSASB deals with accounting rules
instead of auditing ones?

We support the IPSAB being subject to PIOB. We consider that this moment is
very important for implementation of international standards for public sector and in the
future of audit standards for public sectors.

The public sector need integrated the new rules and participated with more
transparency in this process with responsibility, effectiveness and sustainability, we
consider that is complex and difficult, but if local regulators agree this process will be
more important around the world.

The regulators with IFAC, IASB and IOSCO in relation international standards
must be integrated in this process independent if private or public sector, for do not
have problems in the control of jurisdictions observed the individually and objective of

each regulator and the culture of public sector in the jurisdictions.

Q5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

We suggest that “Compilation document” for IFAC, PIOB and Monitoring
Group could be elaborate document similar Constitution Review of IASB and

Monitoring Group of IFRS Foundation that explain the functions, activities and
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objectives of each group, is very important is clear, principally the quantity of members

and principal aspects that development for regulators.

Q6: Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what
name would you suggest?

We consider that name of the structure to improve visibility and new decade of
the international standards: “International public interest standards for the accounting

profession”.

Q7: Do you agree with the proposal that the MG should have a more strategic
role?

Yes, we agree with the proposal that the MG should has a more strategic role,
this group will be observe the process and rules that happened in the others regulators
and organizations with for example Global Reporting, principally about sustainability

and transparency.

Q8: Do you agree with the objectives proposed and, specifically, with the MG
having the possibility of conferring with the PIOB on the PIACs’ agendas and
receiving appropriate feedback?

Yes, we agree with the objectives proposed and principal feedback of PIAC’s

agenda is very important in this moment.

Q9: Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special
occasions above described direct involvement with PIACs?

Yes, we agree with the suggested ways of improving the communication
activities. We consider that useful for the MG to have in the special occasions about

described direct involvement with PIACs.





Q10: Do you have any specific suggestions on how liaison with investors could
be improved? In this sense, do you see merit in some portions of the MG
meetings having the public in attendance?

We agree with suggestions of this proposal, but we observed that in this
moment is important the regulators observed the procedures of quality teach in the
universities for international standards.

The Transparency International in Spain has great research about governance
for public sector about corruption and transparency with used of indicators." The
Global Reporting® and European Commission® have great discussions about corporate
governance and sustainability for used in Europe and United States. The new
international standards elaborated for IFAC for Ethics* and Audit® could be included as
research in this process.

The final discussion about Integrated Framework of COSO has great
opportunity for development internal control, as for example: “(i) a related compendium
of approaches and examples that illustrate how the principles set forth in the updated
Framework can be applied in designing, implementing and maintaining internal control
over external financial reporting; and (ii) related evaluation tools to use in assessing

effectiveness of internal control.”

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most appropriate
or, should others bodies be considered instead?

Yes, The MG need engages with organisations representing governmental
institutions, principally local regulators. The G20 has a fundamental process in this
moment; clarify structures and procedures for government depend of rules and laws in
your jurisdictions with financial funds for research and development of application of

the international standard.

Q12: What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations (i.e., national or regional regulators) should or

could be represented in the MG? If so, which criteria do you think new members

! http://mww.transparency.org.es

2 https:/Avww.globalreporting.org/information/news-and-press-center/Pages/US-Federal-community-marches-into-a-
sustainable-2012-.aspx

® http://europa.eu/transparency-register/index_en.htm

4 http://www.ifac.org/publications-resources/2010-handbook-code-ethics-professional-accountants
Shttp://www.ifac.org/publications-resources/international-standard-auditing-isa-610-revised-using-work-internal-auditors
® http://www.coso.org/documents/COSO_ICIF_Press_Release_FINAL%204-30.pdf
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should fulfil to become MG members? (ii) Should a maximum be set to the
number of MG members? (iii) Would you favour a change on how the
Chairperson is appointed?

As we described in the question 1 “We suggest that IFAC and IOSCO include in
this process, that is very important control and inspection as priority in the structure of
MG and PIOB with supervision of IFAC’s or IOSCO’s Member for consolidated and
observed the problems that will be occurring in this process the application of

International Standards, independent if include more countries in your structure.”

Description Comments
) Do you believe that other | We believe that other organisations
organisations (i.e., national or regional | registered in the international
regulators) should or could be | organisations could be represented in the

represented in the MG?

MG, as IOSCO and IFAC for example.

(i.1)If so, which criteria do you think
new members should fulfil to become

MG members?

We think the criteria could be the same
process for choose for IASB for IFRS
that 10SCO makes
members with work group of Monitoring

Foundation for

Board realizes for IFRS Foundation.

(i) Should a maximum be set to the

number of MG members?

We believe a maximum be set to the 10
MG members, depends of funds.

(iif) Would you favour a change on how
the Chairperson is appointed?

No, for this process is fundamental have

the procedures for choose members and

Chairperson that must be make for
IOSCO or IFAC regulator’s.’

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

Yes, The MG members appointing full time employees of organisations
represented in the MG as PIOB members, we have doubt and depend of funds and
agenda for many activities for have full time members, if not we think do not have

problems for this.

" http://www.iosco.org/monitoring_board/pdf/Monitoring_Board_Charter.pdf






Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

If, do not have interest conflicts we think that no problem is very important
observe the rules of PIOB members and MG members elaborated for regulators, we
suggest consult IFAC and I0SCO Board.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be
further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

We think that is important described in the Constitution or Practice of Activities
and described every functions of each group MG and PIOB similar IFRS Foundation

but not complex considering your structure.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

Yes, in this moment is important PIOB undertake a regular review of its due
process and oversight framework through its strategy document. The activities of

members can not compromise of interest of organisation.

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

This question depends of firstly of funds, but we believe that business plan and
budget is important have supplement report similar IASB elaborate for period of one
year comparative. The MG must be approving this document, not necessary production

of these documents, depends of structure of PIOB.

Q18: Do you think that the current composition of the PIOB could be enhanced?
Would you consider convenient that the PIOB’s composition is reviewed each

time a new body becomes full member of the MG?





The current composition of the PIOB is adequate for this moment, if change
with more countries we suggest make the same process of the quantity of members for
regions not countries as IASB have in your Constitution Review®.

Q19: Would you consider the current composition of the PIACs appropriate? Do
you see merit, in the context of a second effectiveness review, in exploring the
idea of having a majority of non-practitioners and a majority of public members?

The current composition of the PIACs is appropriate for this moment. This
guestion is similar question 18, we suggest if change with more countries we suggest
make the same process of the quantity of members for regions not countries as IASB

have in your Constitution Review?.

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

We think that nine years period for rotation of the representatives of CAG
member organisations is a good time, principally because the CAG member attend

many meetings and discussion paper elaborated of regulators, principally IFAC.

Q21: Would you agree that it is not realistic at the current time to attempt to alter
the funding structure of standard setting activities in any substantial fashion?
The funding structure of standard setting activities in this moment is adequate,
for the new process of modification is important observed how many and how will be
make this process of structure of PIOB and MG in the IFAC and IOSCO if G20

contributes more funds for this development.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?
This question is similar question 21, for this moment we think that IFAC
finances is appropriate, but we think that the countries must be include resources for

fund of PIOB if want to participated this process.

®http://mww.ifrs.org/NR/rdonlyres/44908350-84DF-4949-84D1-DE9584CE407B/0/ConstitutionReviewApril2010. pdf
9http://www. ifrs.org/NR/rdonlyres/44908350-84DF-4949-84D1-DE9584CE407B/0/ConstitutionReviewApril2010.pdf





Q23: Do you think it feasible to have a similar funding structure in place for the
PIOB to that in place for funding the IFRS Foundation?
We think that this process must be similar funding structure of IFRS Foundation.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for
the MG? In this case, do you think I0SCO should provide resources for a
permanent Secretariat to the MG?

Yes, is important have permanent Secretariat for MG, but we think that
resources for permanent Secretariat to the MG depends of funds received of countries,
the PIOB need has structure for this, similar IFRS Foundation — IASB.

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?

The governance of international auditing, ethics and education standards
setting process improve audit quality, development with transparency and integration
with local regulators, universities and principals stakeholders for this process. For this,
the CAQ has made great discussion for training and understand of audit quality,
principally for observation with fraud and role for auditor.*°

The governance had been studied for many regulators this is the principal
process for development of structure of implementation of international standards. The
responsible for governance is account, but we observed that is need included more
training for this, if not could be occur problems for identify interest conflicts and fraud,

the ethics is the fundamental in this moment in the organisations and public sector.

Q26: What is your opinion about the current structure? Do you think the current
structure is appropriate in order to improve audit quality? If not, what changes,
suggestions or remarks would you propose?

For this moment the current structure is adequate, we think that improve audit

quality depends of orientation and transparency in the organisations and public sector.

10 hitp://www.thecag.org/publications/





Q27: Do you agree that the current levels of empowerment and responsibility of
the bodies that compose the current structure (MG, PIOB and PIACs) are
appropriate? If so, do you have any suggestions for improving the dialogue and
interaction between the different bodies? If not, how these levels of
empowerment and responsibility could be improved?

We agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure are appropriate.

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how
might they be financed?

The audit quality efficiently depend of good internal control, is important that
organisations, policymakers, stakeholders and regulators have quality of internal
control independent of structure, the cost of structure is related the importance that the
entities have in your internal controls, principally internal audit for results high quality of

your services.

Thank you for opportunity for comments this proposal; if you have gquestions do

not hesitate contact to us, ri01042370@terra.com.br and mrejonlopez@gmail.com

Yours,

Denise Silva Ferreira Juvenal
riol1042370@terra.com.br
552193493961

and

Manuel Rejon Lopez

mrejonlopez@gmail.com
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Australian Government Level 7, 600 Bourke Street

” MELBOURNE VIC 3000
Australian Accounting Postal Address
PO Box 204
Standards Board Collins Street West VIC 8007
Telephone: (03) 9617 7600
Facsimile: (03) 9617 7608

4 July 2012

Mr Fernando Roy
Chairman

The Monitoring Group
c/- 10SCO

(By e-mail to PIOB-MonitoringGroup@ipiob.org)

Dear Mr Roy,
Monitoring Group Consultation Paper

Public consultation on the governance (with special focus on organisational aspects,
funding, composition and the roles) of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operating under the
auspices of IFAC

The Australian Accounting Standards Board appreciates the opportunity to comment to the
Monitoring Group on its Consultation Paper (March 2012). The AASB is commenting
specifically in relation to matters concerning the International Public Sector Accounting
Standards Board (IPSASB) of IFAC.

The AASB adopts a transaction-neutral approach to setting accounting standards: the
Standards and Interpretations (IFRSs) issued by the International Accounting Standards
Board are the basis for Australian Accounting Standards (including Interpretations) that
apply to both private sector and public sector entities. Our general position is that we wish
to see a single set of high-quality, global international standards applicable to both the
private and public sectors.

In developing requirements for public sector entities, the AASB considers the requirements
of the International Public Sector Accounting Standards (IPSASS) issued by the IPSASB.
For example, when the IPSASB issues an IPSAS on a public-sector-specific topic, the
AASB will consider whether to issue a corresponding Australian Accounting Standard or to
modify existing Standards. As a result, Australian Accounting Standards achieve a high
degree of compliance with both IFRSs and IPSASs in the public and not-for-profit sectors.

Consequently, the AASB is particularly interested in the development of high-quality
standards by the IPSASB and the governance and oversight arrangements for the IPSASB.
We acknowledge the significant work being undertaken by the IPSASB in developing
accrual accounting standards for public sector entities, and note the interest of an increasing
number of countries around the world moving towards adopting IPSASB Standards. A
stronger foundation for the IPSASB may encourage wider adoption of IPSASB Standards
by ensuring that the IPSASB has an increased long-term capability to independently and
rigorously address public sector financial reporting issues in the public interest.
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We support the establishment of best-practice oversight arrangements for the IPSASB,
addressing both the due process adopted by the IPSASB and a formal Consultative
Advisory Group to broaden the input received by the IPSASB beyond consultative
documents such as exposure drafts.

We do not express a view as to whether due-process oversight should be provided by the
Public Interest Oversight Board (P1OB) or by a public-sector-specific oversight board,
though we would prefer a model that could be suitably merged with the IASB’s
arrangements in the future (see below). The critical matter at this stage is that a credible
oversight arrangement be put in place.

Under either approach, the oversight board should be suitably qualified to appreciate the
issues being considered by the IPSASB, so that its due process can be evaluated in that
light. This implies expansion of the oversight board (and the Monitoring Group) to include
appropriately qualified members with a strong appreciation of the public sector.

The governance arrangements for the IPSASB should also give due regard to the
Memorandum of Understanding (November 2011) between IFAC and the IASB, which
promotes communication and co-operation between those bodies as well as with the
IPSASB. We note particularly that clause 17 refers to the possibility of the IASB and the
IPSASB operating under a single governing body, and this option also needs to be
considered in conjunction with the proposal concerning the PIOB. Alternatively, revised
arrangements for the IPSASB should not prevent or limit future co-operation between the
IPSASB and the IASB, whether or not that might involve further institutional change.

If you have queries regarding any matters in this submission, please contact me or Clark
Anstis (canstis@aasb.gov.au).

Yours sincerely,

Kevin M. Stevenson
Chairman and CEO
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Public consultation on the governance of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operating under the
auspices of IFAC.

We welcome the opportunity to comment on this current consultation. We believe that the
role of the audit profession is crucial in maintaining public confidence in company reporting,
and that therefore the governance and independence of the standard-setting boards for the
profession are of similar crucial importance.

By way of background, Hermes is a leading asset manager in the City of London. As part of
our Equity Ownership Service, we also respond to consultations on behalf of many clients
from around the world. In all, EOS advises clients with regard to assets worth a total of $138
billion.

On behalf of these clients, which as long-term owners of companies have an interest in
seeing that those companies report openly and honestly, we have been actively engaged in
the public policy debates in relation to both accounting and audit standards. We have
participated in public consultations by the IAASB and in private dialogues with its
representatives, and an EOS staff member has been a member of the UK’s Auditing Practices
Board for the past several years.

The following comments are informed by our active involvement in these standard-setting
processes.

The structure: objective, legal nature and name

Q1: Do you consider it necessary to enhance representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce
the mechanisms to safeguard the public interest?

We believe that over time the boards and standard-setting must shift from within IFAC,
an organisation whose role is to promote the interests of the profession, to more
independent structures. We see the appointment of an independent IESBA chair and
redefinitions around the non-practitioner board members as steps in a positive
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direction, but they must not be the end of the process. Not only must over time all the
boards shift to being dominated by non-practitioners rather than practitioners as well
as having fully independent leadership, but the structures must also shift to much
greater independence. Being within IFAC is not consistent with full independence.

Q2: In the long term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

As outlined above, we certainly believe that standard-setting must shift outside the
IFAC structure. As for funding, it has never been clear to us why the audit profession’s
funding of standard-setting that helps retain public confidence in the profession —and
so the continuation of the profession and its ability to charge professional fees — should
be tied to the standard setters remaining within IFAC. We believe that the
independence of the standard-setting process is necessary to retain market confidence,
and this is in the profession’s interest; independence can be maintained structurally no
matter what the funding arrangements might be.

Q3: Do you consider the current three-tier system adequate for achieving its objectives, or
an alternative model could be more adequate? In the latter case, which model would you
suggest?

We have come to recognise and support the three-tier structure which is applied at the
IASB, where the Trustees of the IFRS Foundation have responsibility for the governance
of the standard-setting board and the monitoring group oversees the high level public
interest. We would welcome this approach applying to the IFAC boards as well. As we
have indicated above, we believe that these boards need to move out of IFAC and
therefore the nomination processes need to be run, not just overseen, by the PIOB or a
successor organisation. Indeed, there may be some scope for streamlining by bringing
the IFAC boards (perhaps all but at least some of them — see below our comments with
respect to IPSASB) under the two upper tiers currently overseeing the IASB.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor to take
into account the fact that IPSASB deals with accounting rules instead of auditing ones?

It is a clear anomaly that the IPSASB is not subject to any independent oversight. We
firmly believe that the solution that the consultation hints at for the long term, of the
IPSASB sitting within the IFRS Foundation, should instead be pursued in the near term
as the most appropriate structure and framework for assuring the appropriate oversight
framework for the IPSASB and the standards that it sets. If this is not possible in the
near term, we would be content for the IPSASB to be subject to PIOB oversight, but only
so long as this was understood to be a purely transitional process to a more appropriate
structure in the medium term. There would be some significant value in active
consideration being given to whether there is a need for a temporary addition to the
skillsets on the PIOB for this interim period.





Q5: Do you see merit in having a “Compilation document” for the whole structure? In this
case, which alternative would you prefer for organising the structure and nature of the
Compilation document?

We believe that a single document making clear the structures and processes would be
worthwhile, and believe that this may best be delivered through a standalone charter.
Q6: Given the breadth of the current mandate, would you consider it helpful to modify the
name of the structure to improve its visibility? In this case, what name would you suggest?
A change of name would be a natural part of the process of divorcing these activities

from IFAC. As indicated above, we believe that this is necessary and would welcome the
name changing at that point. As brief a name as possible would be welcome.

Bodies in the structure

Q7: Do you agree with the proposal that the MG should have a more strategic role?

This has been an active debate in relation to the IASB and IFRS Trustees; we believe that
there need to be clear limits on the role of the Monitoring Group so that it does not
generate concerns as to inappropriate influence on the independence of standard-
setting. If the Monitoring Group does raise agenda items then it needs to do so only
rarely and fully in public. It would be best that the PIOB (or whatever other second tier
is in place) has clearly effective processes for ensuring the independence and efficiency
of the standard-setting boards than that the Monitoring Group should intrude itself into
the PIOB’s activities on an ongoing basis.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving appropriate
feedback?

We believe that this needs to be handled with care; the PIOB should have the role of
assuring the independence and effectiveness of the agenda-setting by the standard-
setting boards. Only rarely and in extreme circumstances should the Monitoring Group
intrude in this way — and it should do so in public so that this activity is fully
accountable.

Q9: Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above described
direct involvement with PIACs?

We agree that the Monitoring Group should be more open and transparent. In
particular, we strongly welcome the suggestion that it seek direct contact with
stakeholders, especially investors. We are concerned that any direct contact between
the Monitoring Group and the standard-setting boards might interfere with the proper
role of the PIOB or whatever other second tier is in place, and so believe that this
contact should be avoided or minimised.





Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings having the
public in attendance?

We believe that the only practical way to make this happen is to seek direct dialogue
with those small groups of investors which take an active interest in these issues. We do
not believe that public meetings will be of practical value.

Q11: Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or, should others
bodies be considered instead?

We believe that this would be helpful and that the G20 would be the most appropriate
body for it.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe
that other organisations (i.e., national or regional regulators) should or could be
represented in the MG? If so, which criteria do you think new members should fulfil to
become MG members? (ii) Should a maximum be set to the number of MG members? (iii)
Would you favour a change on how the Chairperson is appointed?

We are content with the current composition.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

Q14: Would you consider convenient to avoid direct hierarchical relationship between the
PIOB and the MG members?

Not least for the reason of internal hierarchy, we would favour the PIOB being much
more clearly separate from the Monitoring Group such that its role in the oversight
structure is more clear and it is more clearly able to ensure the independence of
standard-setting. Thus we do not believe that PIOB members should be full-time
employees of organisations represented on the Monitoring Group, not least for the
reasons of hierarchy.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification should
address?

We would welcome further clarification. As indicated above, we believe that the
Monitoring Group’s role is to assure public accountability of the structures, and the
PIOB'’s role is to ensure independence and effectiveness of decision-making. We believe
that these organisations also need the standard-setting boards to be divorced from
IFAC for this to be effective and their roles to be more clear.





Q16: Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document?

Yes, we would welcome this.

Q17: Do you see merit in the PIOB periodically producing a strategy document that would
supplement the yearly business plan and budget? What should the involvement of the MG
be in the production of these documents?

Yes, we would welcome this. The documents must be those of the PIOB but there
should be some scope for challenge and debate of proposals by the Monitoring Group.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would
you consider convenient that the PIOB’s composition is reviewed each time a new body
becomes full member of the MG?

We believe that there is scope for enhancement, by making the PIOB much more clearly
separate from the Monitoring Group. We agree that reviewing the composition
regularly, and certainly when the PIOB’s responsibilities change, is necessary.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?

There is an assertion early in this section of the consultation that deserves more
consideration rather than being dismissed. The discussion on ‘Role’ in effect says that
standards in these three areas need to be set and that therefore “there is no doubt”
about the need for three boards. We believe that there would be some value in a fuller
guestioning of this. While agreeing that standards do need to be set in these three
respects, it is not necessarily as certain that this requires the existence of three
separate boards to carry out this work. We would welcome the Monitoring Board and
PIOB giving active consideration as to whether the infrastructure could be simplified
(and perhaps costs reduced) by a streamlining of the boards. In particular, we believe
that there must be active consideration given to whether educational and ethical
standards could be set by subcommittees of the IAASB rather than requiring the
infrastructure and complexities of three separate boards — or whether the three boards
could be reduced to perhaps two in some way. We do not take a decided position on
this, but we think it needs to be considered and not dismissed as the current
consultation implies.

We would welcome active consideration being given to requiring that a majority of the
boards be non-practitioners and public members.
Q20: Do you consider best practice a nine years period for rotation of the representatives

of CAG member organisations?

Yes we agree that this is best practice.





Funding

Q21: Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

We agree that this is right.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB budget?
If not, do you consider appropriate that IFAC launches an external fundraising having some
contributions of the MG members in the mean time?

As indicated above, we believe that one of the major beneficiaries of fully independent
standard-setting in this area is the audit profession as it benefits from public confidence
that it is genuinely a profession working to independently set high standards. This
enables auditors to charge professional-level fees and have a high standing in the
business community. Thus, while we believe that the standard-setting boards need to
be divorced from the IFAC infrastructure we do not agree that this necessitates a shift
from the current funding model. As long as the structures are in place to maintain
genuine independence, funding from IFAC is appropriate. Over time, we would
welcome other bodies providing portions of the financing, and believe that the IFRS
Foundation model is a good one — indeed, as indicated above, some greater coming
together of these structures may make sense.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to
that in place for funding the IFRS Foundation?

Over time, yes. One natural step may be over time an integration of the two bodies.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the MG?
In this case, do you think I0SCO should provide resources for a permanent Secretariat to
the MG?

No. We do not believe that the Monitoring Group’s role should be so substantial as to
require a permanent secretariat.

Final questions

Q25: How do you think the governance of the international auditing, ethics and education
standards setting process could improve audit quality? What are the main objectives that
those responsible for governance should take into account?

We believe that the issue of audit quality needs to be addressed now by considering
fundamental questions such as scepticism, training, the structure of audit teams and
behaviours within the audit process. These require fundamental reassessments of the
current approach and we believe that this will be difficult while the standard-setting
boards sit within the IFAC structure, and addressing this is likely to be a pre-requisite for
genuine progress on many of the drivers of audit quality going forwards.





We note that the consultation refers to the possibility of assurances being given in
relation to fraud or to responsible behaviour with regards to environmental, social and
governance matters. We do not believe that audit quality will be enhanced by
distracting attention in these directions and would welcome the profession and its
standard-setting boards focusing first on delivering quality within the core responsibility
of the audit profession — the audit of financial reports.

Q26: What is your opinion about the current structure? Do you think the current structure
is appropriate in order to improve audit quality? If not, what changes, suggestions or
remarks would you propose?

As indicated above, public and particularly investor confidence in the standard-setting
process and the standards themselves requires the divorce of the standard-setting
boards from IFAC. This would give the boards the best chance to assess issues
independently of historical precedent and give a firmer basis for rethinking certain
issues from the fundamentals.

Q27: Do you agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB and PIACs) are appropriate? If so, do
you have any suggestions for improving the dialogue and interaction between the
different bodies? If not, how these levels of empowerment and responsibility could be
improved?

As indicated above, we believe there needs to be a clearer demarcation of the roles of
the PIOB from the Monitoring Group such that it can deliver its role of ensuring the
independence of the standard-setting process. This demarcation should ensure that
interactions between the PIOB and the Monitoring Group need to be formal rather than
the informal relations which are facilitated by the current representation of Monitoring
Group organisations on the PIOB — we believe that such formality would have some real
value.

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how might
they be financed?

We believe that the following routes need to be actively considered:

e Whether there is a need for separate boards for audit, educational and ethical
standards, or whether these could be carried out by a single board with
subcommittees. We believe that this is worth considering not just for the
potential cost benefits but because of the advantage in streamlining standards
themselves and ensuring consistency between them.

e Acloser relationship or integration with the IFRS Foundation, its trustees and its
Monitoring Group. Certainly we believe that this is the natural home for IPSASB
(and would note that the negative response to the IFRS agenda consultation
regarding public body accounting standards is likely to have been driven more
by a concern not to allow the IASB to become distracted than by the view that





public accounting standards are unimportant or satisfactory as they stand); we
believe that it may also make sense for the IAASB and other standard-setting
boards (or subcommittees). This might simplify the funding challenge as well as
allow economies of scale in the oversight and governance processes.

Given the importance of high quality standard-setting and regulation to the
long-term future of the profession we believe that the bulk of the funding for
the standard-setting boards should come from the profession, notwithstanding
a divorce of those boards from IFAC. Other professions and businesses fund
their regulators and standard-setters and we believe that, provided the
structures ensure independence, this should not harm the effectiveness of
standard-setting.
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Dear Mr. Restoy:

Public consultation on the governance (with respect to special focus on organizational
aspects, funding, composition and the roles) of the Monitoring Group, the PIOB and the
standard setting boards and Compliance Advisory Panel operation under the auspices of
IFAC

Ernst and Young Global Limited, the central entity of the global Ernst & Young organization,
welcomes the opportunity to offer its views on the above public consultation (“Consultation
Paper™).

We believe the reforms undertaken in 2003, which were substantial, were aimed at restoring
confidence in the standard setting processes. We believe the international standard setting
functions that have resulted from those reforms, supported by effective oversight and
monitoring by the PIOB and Monitoring Group, respectively, have positively impacted the
guality of the standards issued by the IFAC standard-setting boards. We noted in our 12
August 2010 response to the Review of the IFAC Reforms Consultation Paper that we were
pleased the Monitoring Group generally believed the reforms had been effectively
implemented. Importantly, additional changes were undertaken as a result of the Monitoring
Group's consultation in 2010 to further enhance and continue to strengthen the
international standard setting boards and processes to serve the public interest. Most of
these have been recently implemented and we believe further changes should not be
considered until these changes have been allowed to fully take hold and achieve their
intended impact.

We strongly support continuous and ongoing improvements in the standard setting process
and have long publicly called for a single set of high quality standards including both auditing
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and assurance and ethics/independence standards. High quality standards serve the public
interest and, we believe, aid in improving audit quality and consistency.

Our views on the specific questions of the Consultation Paper are addressed below. We
have grouped questions which are similarly focused and provided our comments to the group
of questions. We would be pleased to discuss our comments with you or provide further
thoughts if you would so desire.

Structure

Q1: Do you consider it necessary to enhance representation of the public interest? If so,

which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce
the mechanisms to safequard the public interest?

Q2: In the long term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

Q3: Do you consider the current three-tier system adequate for achieving its objectives,
or an alternative model could be more adequate? In the latter case, which model would
you suggest?

In the current three-tier system, the PIOB is entrusted with the evaluation of the due
process followed in the standard setting process to ensure that the views of
stakeholders are sought, properly considered and fully addressed. The MG monitors
this entire process and also creates an essential link between the standard setters
and the public authorities responsible for the adoption and supervision of those
standards. We believe the structure in place provides fully for a transparent standard
setting process, public and regulatory input into those processes, regulatory
monitoring and independent public interest oversight. We also note that the current
model is designed for the creation of high quality standards and practices in auditing
and assurance that are responsive to the interests of the public. Consequently, we
believe the public interest is properly represented in the current three-tier structure
and at this time we do not see a compelling need for a change to the standard setting
model.

IPSASB
Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What

conditions, if any, would you impose on such oversight? Would you see as a factor to take
into account the fact that IPSASB deals with accounting rules instead of auditing ones?
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We would support the IPSASB being subject to the same oversight as the other PIACs.
Recent developments continue to demonstrate the need for a robust and sound
framework in public sector financial reporting. Because of the systemic nature of
sovereign credit risk, the need for transparency and accountability in government is
just as great as that of the private sector. We believe PIOB oversight would help
provide assurance to those using the IPSAS that the processes used by the IPSASB
fully take into account the broad public interest nature of public sector financial
reporting.

If the PIOB is entrusted with providing oversight over the IPSASB, we note this may
require an expansion of the PIOB to ensure it has the relevant experience and
sufficient resources to effectively provide such oversight.

Compilation document and name

Q5: Do you see merit in having a “Compilation document” for the whole structure? In this
case, which alternative would you prefer for organising the structure and nature of the
Compilation document?

Q6: Given the breadth of the current mandate, would you consider it helpful to modify the
name of the structure to improve its visibility? In this case, what name would you
suggest?

We believe having a “Compilation document” that clearly describes the features and
independent roles of the various parties in the three-tier system would greatly
enhance stakeholders and regulators’ understanding of the standard setting process.
A document that clearly articulates the transparent standard setting process, public
and requlatory input into those processes, regulatory monitoring and public interest
oversight, may lead to greater awareness and appreciation of the output of the
processes—the actual standards produced. We believe this can be achieved in a single
document with an MOU between all the parties with an attached charter or
compilation document. We also suggest that a single page graphical depiction be
created to allow ease of understanding.

We do not necessarily believe assigning a name to the structure would provide clarity
to third parties. However, if a name is assigned, we agree that a name that uses the
word “IFAC"” would not be the most appropriate as it would not encompass the public
oversight features of the system. We believe the name that is selected should
encompass the full three-tier system and cover all PIACs.

Monitoring Group - Role

Q7: Do you agree with the proposal that the MG should have a more strategic role?
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Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs' agendas and receiving appropriate
feedback?

Q9: Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above described
direct involvement with PIACs?

Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings having the
public in attendance?

We concur with the statement in the Consultation Paper that a reasonable period of
time has not yet elapsed in which to gain sufficient practical experience on how the
recent reforms have actually worked. To date, we believe the current structure is
operating effectively and in the manner it was intended. We believe any changes to
the role of the MG should only be considered at a future date and not presently.

We do not believe that the MG should have a more strategic role than it already
currently has. Further, we do not consider it useful for the MG to have direct
involvement with the PIACs. We believe such involvement would be a duplication of
the PIOBs efforts and responsibilities and would only serve to dilute the MG's
independence and oversight.

We support the MG strengthening and improving its communication activities. We
believe opening the MG meetings to the public and organizing conferences and other
public events on matters under the MG's domain would improve communications and
provide valuable feedback from investors and other interested parties.

We strongly encourage the MG to take a more active role in communicating to
stakeholders the PIOB's independent oversight role in the development of auditing,
assurance and ethics standards and the essential link the MG plays in monitoring the
entire process. We believe an improved understanding of the effectiveness and
transparency of the independent standard-setting process may lead to more
countries adopting the standards developed. We also encourage the MG to be more
outspoken in discouraging country deviations from the standards.

Monitoring Group - Composition
Q11: Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate? Or, should others

bodies be considered instead?

Q12: What is your opinion about the current composition of the MG? (i) Do you believe
that other organisations (i.e., national or regional regulators) should or could be
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represented in the MG? If so, which criteria do you think new members should fulfill to
become MG members? (ii) Should a maximum be set to the number of MG members? (iii)
Would you favour a change on how the Chairperson is appointed?

We believe engagement by the MG with other organisations representing
governmental institutions may be useful with the goal that such engagement serve to
increase the transparency, understanding, support and confidence of such
organisations in the standard setting process. To some extent, the MG is comprised
of organisations representing governments and governmental institutions.

If additional engagement is undertaken, we encourage the MG to link with and
leverage the efforts of allied bodies or organisations currently engaged in such efforts
so as to increase, not compete with, such efforts.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

Q14: Would you consider convenient to avoid direct hierarchical relationship between the
P1OB and the MG members?

We believe the qualifications and caliber of the individual(s) for the position(s) are the
most important criteria for selection. We do not see a conflict in MG members
appointing full time employees of organizations represented in the MG as PIOB
members. We believe this approach may be an effective way to fully and faithfully
reflect the views of the organizations from which they are appointed. We also do not
believe the existence of a direct hierarchal relationship between PIOB and MG
members would necessarily hinder performance.

PIOB

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification should
address?

Q16: Do you see merit in the PIOB undertaking a reqular review of its due process and
oversight framework through its strategy document?

Q17: Do you see merit in the PIOB periodically producing a strategy document that would
supplement the yearly business plan and budget? What should the involvement of the MG
be in the production of these documents?
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We believe the 2003 IFAC reform document clearly defines the roles and
responsibilities of the MG and the PIOB and we do not see a need for further
clarification at this time.

We see merit in the PIOB undertaking a regular review of its due process oversight
role. We also believe that periodically producing a written strategy would enhance the
role of the PIOB and allow other groups that are involved in the process to better
coordinate with the PIOB. However, we believe that the MG should keep to its
assigned monitoring role and should not be involved in the production of such
document.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would
you consider convenient that the PIOB's composition is reviewed each time a new body
becomes full member of the MG?

We believe the current composition of the PIOB is appropriate and that it results in
effective oversight over the standard setting process. We also consider it reasonable
and appropriate that the PIOB's composition be reviewed periodically though not
necessarily each time a new body becomes a full member of the MG.

In our view, it is important that the PIOB possess the relevant experience and
sufficient resources to effectively provide and discharge its oversight responsibilities.

PIACs (and their respective CAGs)

Q19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?

Given the strong and transparent independent oversight in place, we believe the
current composition of the PIACs is appropriate. We are in full agreement with the
statement expressed in the Consultation Paper that more experience with the
recently implemented reforms is needed before concluding that steps beyond those
previously recommended could be necessary. Consequently, we do not see the merits
of a second effectiveness review at this time.

Q20: Do you consider best practice a nine years period for rotation of the representatives
of CAG member organisations?

The role of the CAGs is to provide technical input. We question a need for rotation of
the CAG members. In our view, what is most important is the caliber and technical
gualifications of the individual not the length of time an individual may have served.
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Funding the structure

Q21: Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB budget?
If not, do you consider appropriate that IFAC launches an external fundraising having
some contributions of the MG members in the mean time?

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to
that in place for funding the IFRS Foundation?

We believe the full PIOB budget should be obtained from sources outside of IFAC.
Dependency on IFAC funding may be perceived as inconsistent with the PIOB's
independent public interest oversight role.

In our view, before it would be feasible to have a similar structure in place for the
PIOB as that in place for funding of the IFRS Foundation, stakeholders would need to
perceive that auditing, assurance and ethics standards are a public good and are
developed in a manner that considers the public interest, and the standard-setting
and related governance processes are understandable and transparent. We do not
believe that this change in stakeholders' perception is achievable in the medium term.
An alternative would be for MG members and other third parties to finance the PIOB.
However, due to the current economic conditions, we believe this may only be
achievable in the considerably longer term horizon.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the MG?
In this case, do you think IOSCO should provide resources for a permanent Secretariat to
the MG?

We agree that some form of permanent staff structure would facilitate the operations
of the MG.

Final questions

Q25: How do you think the governance of the international auditing, ethics and education
standards setting process could improve audit quality? What are the main objectives that
those responsible for governance should take into account?

Q26: What is your opinion about the current structure? Do you think the current structure
is appropriate in order to improve audit quality? If not, what changes, suggestions or
remarks would you propose?

Q27: Do you agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB and PIACs) are appropriate? If so,
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do you have any suggestions for improving the dialogue and interaction between the
different bodies? If not, how these levels of empowerment and responsibility could be
improved?

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how might
they be financed?

We fully support the current structure in place. We strongly believe that the current
levels of empowerment and responsibility of the bodies that compose the current
three-tier structure are appropriate and operating well. The current model allows for
the creation of high quality standards and practices in auditing, assurance, ethics and
education that are responsive to the interests of the public. High quality standards
that are understandable by practitioners, enable sound professional judgment and
proper and consistent application and consequently result in improved audit quality.

Again, we appreciate the opportunity to express our views and to engage on matters of such
importance. Should you have any questions regarding our response, please direct your
guestions to Karen M. Golz, Global Vice Chair, Professional Practice at Karen.golz@ey.com.

Yours sincerely,

Ernst & Young Global Limited
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REPUBLIQUE FRANGAISE

CNOCP Paris, %" July 2012

Conseil de normalisation
des comptes publics

LE PRESIDENT

5. PLACE DES VINS DE FRANCE Mr. Ethiopis TAFARA, Chairman
75572 PARIS CEDEX 13 . .
FRANCE of the Monitoring Group
TELEPHONE : + 33 1 53 44 22 80
E-mail : michel.prada@finances.gouv.fr Mr. Eddy WYMMEERSCH,
Chairman of the Public Interest
Oversight Board
Piob-MonitoringGroup@ipiob.org
Re: Public consultation on the governance (with sp@gl focus on

organisational aspects, funding, composition and th roles) of the
Monitoring Group, the PIOB, the standard setting bards and

Compliance Advisory Panel operating under the auspes of IFAC

Dear Mr. Tafara, Dear Mr. Wymeersh,

The Conseil de Normalisation des Comptes Publics (Public Sector Accounting

Standards Council — CNoCP) is a public body witepomsibility for setting

accounting standards in France for public or pevattities that engage in non-
profit activites and are financed primarily by pigb funds, including

contributions. The Council also takes part in in&ional discussions on
standard-setting in the accounting field and redpdn all consultations organised
by the IPSAS Board. Given its responsibilities agberience in public sector
accounting standardisation, the Council felt it ddorespond to the public
consultation on the governance of the entities atpey under the auspice of the
IFAC as it includes a question on the standardrgethodel to be favoured in the

future and an other one on the IPSAS Board ovetrsigh

A

MINISTERE DE L'ECONOMIE
ET DES FINANCES
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Before answering those questions, the Council bedienecessary to make
preliminary comments on the procedure followeddooosing an oversight model
for the IPSAS Board.

It is mentioned in the consultation paper that IFéd@hsulted with governments
and other stakeholders to seek views on an indemeraversight of the IPSAS
Board and that at the time two possible models wenesideretl It is also

indicated that Public Interest Oversight Board (BJ@nodel was supported by a
ratio of two to one. Given the importance of thgufe, which seems to have led
to dropping one of the two models initially consilt, the Council regrets that no
information was provided on the methods used tecsehe governments and
stakeholders and the individuals interviewed. Tl also regrets that the
procedure that was initially considered (an inforiec@nsultation of governments
and other stakeholders followed by an IPSAS Boaiasial consultation on its

oversight, proposing two models to the public) wext taken to its term as

proposing two models would have allowed more opehisclissions.

Concerning the present consultation, the Monitofdrgup raises the fundamental
question of the evolution of the standard-settingdet outside of the IFAC
structure in order to reinforce independency. Camog public sector standard-
setting, the Council believes that such a strutttiiange is indeed necessary in
the short or medium term. Indeed the Council isceomed about by the lack of
institutional and organised implication of publigtlaorities in the standard-setting
process spontaneously launched since a number af,yby the IFAC. This
opinion is also based on the observation that pud®ictor accounting standard-
setting is of a totally different nature than oth&andard-setting activities
operated within the IFAC and requires competenttiasgo beyond pure auditing
and even accounting for private sector. As a maftéact, the IFAC legitimacy in

operating public sector accounting standard-sefsng be seriously questioned.

' In France, the IFAC consulted inter alia the amain of the Council, Mr. Michel Prada. The
interview was conducted by Mr. Andreas Bergmanijraen of the IPSAS Board acting as IFAC
representative. A letter summarizing the viewshaf Council was sent to Mr. Andreas Bergman.
The present answer to the Monitoring group conBaliapaper resumes the main opinions
expressed in this letter.
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It is also to be questioned whether it is undedsaie that accounting standard-
setting for private sector is performed by an ireteent foundation and that the

same activity for public sector is performed untter auspices of IFAC.

Moreover the Council believes that the IPSAS Baarersight by PIOB proposed
in the consultation paper is not adequate. Thigmstent is in no way a criticism
of the PIOB or its members, whose competence aditaten should be praised.
The Council nevertheless considers that relying?t@B is not the appropriate
way to address the specific issues of accountiagdsird-setting for the public
sector. Indeed, the primary users of financial répg are citizens and their
representatives, as was acknowledged by the IPSFs®dBn the phase one of its
conceptual framework. As a consequence, insuriagttie views of stakeholders
are sought and considered and that the standdmdgskebdy is accountable for its
disposition of that view implies a somewhat totadlijfferent organization and
competency than the one available in PIOB whicfogsised and experienced in

markets.

As a conclusion, the Council urges for an evolutioh the public sector
accounting standard-setting model: an appropriegarozation should be placed
under the auspices of international organizatigpexislized in the public sector
(International Monetary Fund, World Bank and OECind funded by public
authorities, as it would improve the legitimacytioé standard-setter and therefore

its authority.

Yours sincerely,

Michel Prada
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Appendix —Answer to questions 2 and 4 of the condation paper

Q2 : In the long term, would you favour a differentand fully independent
standard-setting model completely outside the IFAGtructure and if so how

could such a structure be funded ?

The Council's answer to this question focuses amypublic sector accounting
standard setting model.

In that field, the Council believes that a struatwzhange is necessary in the short

or medium term.

Indeed the Council is concerned about by the |ddksiitutional and organised
implication of public authorities in the standaettgig process spontaneously
launched since a number of years, by the IFAC.

This opinion is reinforced by the observation thmatblic sector accounting
standard-setting is of a totally different natuteart other standard-setting
activities operated within the IFAC and requireshgll competencies regarding
public finances management that quite evidentlybggond auditing and even
accounting matters (even if technical expertisefarahcial support of IFAC is an
indisputable asset for fulfilling the objective sthndard setting in that field). As a
matter of fact, the IFAC legitimacy in operating bfia sector accounting
standard-setting and carrying out the responsdslithat ultimately come with

public accounting standard-setting in the publteiiest is to be questioned.

It is also to be questioned whether the “dissymyiebetween accounting

standard-setting models for private sector vs. ipuBkctor is justified, as

accounting standard-setting for private sectorisperformed under the auspices
of IFAC.

As a consequence the Council urges for an evolutibrthe public sector

accounting standard-setting model : an appropadeganization should be placed
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under the auspices of international organizatigpexislized in the public sector
(International Monetary Fund, World Bank and OEC&nd funded by public
authorities, as it would improve the legitimacytioé standard-setter and therefore

its authority.

Q4 : Would you support the IPSASB being subject taPlIOB oversight ?
Why ? What condition, if any, would you impose on ch oversight ? Would
you see as a factor to take into account the fachdt IPSASB deals with

accounting rules instead of auditing ones ?
The Council does not support a PIOB oversight efBESAS Board.

This statement is in no way a criticism of the PIOBits members, whose

competence and dedication should be praised.

The Council nevertheless considers that relying?t@B is not the appropriate
way to address the specific issues of accountiagdsird-setting for the public
sector. Indeed, the primary users of financial répg are citizens and their
representatives, as was acknowledged by the IPS¥8dBn the phase one of its
conceptual framework. As a consequence, insuriagttie views of stakeholders
are sought and considered and that the standdmdgsletdy is accountable for its
disposition of that view implies a somewhat totadlijfferent organization and
competency than the one available in PIOB whicfocsised and experienced in

markets.

The fact that IPSAS Board deals with accountingsuhstead of auditing one is

an other factor to be taken into account for chagpsin oversight model.

As a consequence, and as already stated in theeamgvguestion 2 above, the
Council urges for an evolution of the public secamcounting standard-setting
model : an appropriate organization should be plageder the auspices of
international organizations specialized in the pmubsector (International
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Monetary Fund, World Bank and OECD) and funded bylis authorities, as it

would improve the legitimacy of the standard-sedi®i therefore its authority.
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COMITE CONSULTATIF
SUR LA NORMALISATION
DES COMPTES PUBLICS

Le Président

Paris, 6 July 2012

Re: Reply to “the Public Consultation on the Governance of Monitoring Group, the PIOB
and the standard setting boards”

I am writing on behalf of the French Cour des comptes (Court of Auditors — the
national public external auditor- ) Advisory Committee on Accounting Standards to express
its views on the Monitoring Group Consultation Paper. The Committee reflects the Court
position for the whole General Government Sector (Central Government, Local Governments
and Social Security Funds).

Preliminary remark: please note that our reply relates to the sole IPSASB (and not to
the other IFAC standard setting boards).

The reply is based on the Court of Auditors concrete experience of the IPSASB
functioning (one of the IPSASB members is a magistrate of the Cour des comptes) and
expertise in IPSASs developed over the years, particularly through active participation in
IPSASB consultations and through its mandate of external audit of international organisations
applying the IPSASs.

We welcome the decision of the Monitoring Group to issue a consultation raising, in
an open way, the fundamental question of the governance of the international public sector
accounting standard body. It has deserved all our attention and we are pleased to share our
views on such a crucial matter.

Q2 In the long term, would you favour a different and fully independent standard
setting model completely outside the IFAC structure and if so how could such a structure
be funded?

Yes, we consider that a different public sector accounting standard setting model
outside the IFAC structure would be more suitable. We are of the opinion that the current
situation (IPSASB within IFAC) is not satisfactory due to the lack of institutional implication
of public authorities in the standard-setting process.

In addition, and it is worth noting it, this lack is no compensated by informal
involvement of the IPSASB constituents: despite of a formal due process, a very limited
number of governments answer the IPSASB consultations. To this respect, we note that
France is one of the few countries on the world (and the only one in Europe) in answering all
the IPSASB consultations with replies from all interested parties (preparer of financial
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statements, accounting standard-setter body and external auditor). This is a matter of concern
to the extent the accounting standards are issued without stakeholders inputs.

The resulting drawbacks of the current accounting standard-setting model were
summarized by the OECD at the March 2012 Public Sector accrual symposium as a lack of
“legitimacy, credibility and accountability”.

Accordingly, we recommend that alternative systems be explored.

In the short-term, IFAC could set up (i) a new requirement as regards IPSASB
membership (all the IPSASB members should have a strong public sector background) and
(i) a new nominating process though a specific committee composed of public sector
stakeholders (public sector external auditors, national standard-setters, preparers of financial
statements, academics, intergovernmental organizations acting in the field of public finance)
and IFAC representatives.

In the medium-term, we support a structural change: an effective and legitimate
international public sector accounting standard setter should be placed outside the IFAC.
Open discussions taking into consideration the diversity of the jurisdictions around the world
and the specificities of the public sector should be launched under the auspices of
intergovernmental organizations with a view to determining the way of involving the public
sector interested parties in the accounting standard-setting process while keeping
independence and expertise.

We stress that the current sovereign debt crisis reinforces the need for an independent
international public sector accounting standard-setter body balanced in its composition,
associating public sector authorities, including independent public sector external auditors,
private sector chartered accountants and auditors, and academics. This would avoid any
interference and pressure either from governments or commercial firms or others, and would
allow the standard-setter to issue reliable and suitable accounting standards for the public
sector entities. This is a crucial objective to be achieved in order to restore the confidence of
the public sector financial statement primary users: the citizens and Parliaments and the
providers of resources (tax payers, investors).

As regards the funding question, if international discussions take place as we suggest
to determine a new and balanced model, the financing of the future public sector accounting
standard-setter would not be very different from the current one: it is worth recalling that
currently IFAC funds half of the IPSASB budget, the other half being financed by public
subsidies (in particular grants from the Canadian federal government). If one takes into
account the in-kind contributions (such as the time devoted by the IPSASB members and the
corresponding salary paid out by their employer, in the French case, a public employer), the
public funding of the IPSASB is not a marginal one. Consistent with our proposal on a
balanced membership, the sources of funding would continue to be both public and private.

Q3 The three-tier system (for the observations relating to the IPSASB)
This Q3 section makes reference to a 2011 IFAC consultation on the IPSASB
oversight question. There are a number of statements we would like to comment (we do not

comment on the other matters dealt with in this Q3 section).

It is stated that IFAC consulted with some governments and other stakeholders to seek
views on independent oversight of the IPSASB. Two possible models were considered,





namely, oversight of the IPSASB by the PIOB or, alternatively, by a public sector exclusive
oversight body. It is further added that of those that expressed a view, the PIOB adapted
model was supported by a ratio of two to one.

We would like to point out the lack of transparency of the analysis. Apart from two
organisations, which are quoted (namely the ADB and the WB), there is no mention of the
governments consulted, not even the number of those respondents. Furthermore, there is no a
balanced presentation on the two models (only the benefits of the PIOB model are put
forward under the Q3 section).

We underline that when IFAC consulted governments in March 2011, it announced
that a formal consultation open to all governments would be launched in October 2011. We
were consulted in March 2011 and, as requested, we provided IFAC with our reply at the
highest level (a letter, dated 31 May 2011, signed by the Premier president of the Court of
Auditors). Unfortunately, we did not receive any feedback. It seems that the announced
consultation has not been carried out. Such a lack of transparency and lack of information
towards IPSASB constituents is regrettable.

Q4 Would you support the IPSASB being subject to PIOB oversight?

We do not support a PIOB oversight of the IPSASB, for the reasons detailed in our
above mentioned response dated 31 May 2011 to IFAC.

We reiterate here our analysis communicated to IFAC (Jim Sylph) in 2011: we
consider that the IPSASB oversight by PIOB is not adequate and does not address the
fundamental questions relating to legitimacy, credibility and accountability of the IPSASB.

The draft IPSASB conceptual framework clearly defines the primary users and the
objectives of the Public Sector Financial Reporting: unlike the private sector, the Parliament
and citizens are primary users, along with the providers of resources. All consequences should
be drawn from this conceptual difference. Similarly, the objective of the Public Sector
Financial Statements is both decision making and accountability. Consequently, exercising
the oversight function by a body focused on securities and other private sector financial
regulators would not be in accordance with the objectives and the users of the public sector
financial statements.

Hence, we consider that the oversight function should be entrusted to a body focusing
on public sector.

In conclusion, we strongly favour a standard-setting and oversight model consistent
with the objectives and the users of Public Sector Financial Statements.

Signé : le Président, Raoul Briet





Version francaise de la réponse de la Cour des comptes

Je vous prie de bien vouloir trouver ci-aprés la réponse de la Cour des comptes
francaise a la consultation susmentionnée, exprimée par le comité consultatif de normalisation
des comptes publics. Ce comité que je préside représente la position de la Cour sur les
questions comptables de toutes les administrations publiques (administrations publiques
centrales, locales et de sécurité sociale).

Remarque préliminaire : notre réponse ne concerne que I’IPSAS Board (elle ne porte
pas sur les autres conseils normalisateurs de I’IFAC).

La réponse s’appuie sur notre expérience concréte du mode de fonctionnement de
I’IPSAS Board (un des membres du Board est un magistrat de la Cour) et sur I’expertise en
matiere de normes IPSAS développée au fil du temps, notamment par notre participation
active aux consultations de I’IPSAS Board.

Nous nous réjouissons de la décision du Monitoring Group de lancer une consultation
qui pose, de maniére ouverte, la question fondamentale de la gouvernance de I’organisme
établissant les normes comptables du secteur public. Cette consultation a mérité toute notre
attention et nous sommes heureux de pouvoir faire part de nos vues sur un sujet aussi crucial.

Q2 In the long term, would you favour a different and fully independent standard
setting model completely outside the IFAC structure and if so how could such a structure
be funded?

Oui, nous considérons qu’un modele différent de normalisation des comptes publics
serait plus adapté. Nous pensons que la situation actuelle (I’'lPSAS Board situé a I’intérieur de
I’IFAC) n’est pas satisfaisant en raison de I’absence d’implication institutionnelle des
autorités publiques dans le processus d’établissement des normes.

En outre, et il est intéressant de le noter, cette absence n’est pas compensee par une
implication informelle des parties concernées par les travaux de I’'IPSASB : en dépit d’une
procédure formelle de consultation publique, un nombre tres limité de gouvernements répond
aux consultations de I’IPSAS Board. A cet égard, nous notons que la France est un des rares
pays au monde (et le seul en Europe) a répondre a toutes les consultations de I’'IPSAS Board
avec des réponses provenant de toutes les parties intéressées (producteur de comptes,
normalisateur comptable et auditeur externe). C’est un sujet d’inquiétude dans la mesure ou
les normes comptables sont établies sans la contribution des parties intéressées.

Les inconvénients résultant du modele actuel de normalisation comptable du secteur
public ont été résumés par I’OCDE, qui, lors du symposium sur la comptabilité en droits
constatés dans le secteur public organisé en mars 2012, a évoqué un manque de « légitimité,
de crédibilité et de responsabilité ».

Nous recommandons en consequence que d’autres modeles soient étudiés.

Dans le court terme, I’IFAC pourrait (a) imposer une condition impérative a remplir
par les membres de I’IPSAS Board (tous les membres devraient avoir une solide connaissance
et expérience du secteur public) ; (b) mettre en place une nouvelle procédure de nomination a
travers un comité de nominations composé de maniere mixte public/privé, avec des
représentants, d’une part, des auditeurs publics externes indépendants, des normalisateurs





publics nationaux, des producteurs de comptes, des universitaires et des organisations
intergouvernementales intervenant dans le champ des finances publiques, et, d’autre part des
représentants de I’IFAC.

A moyen terme, nous sommes en faveur d’un changement structurel : un organisme de
normalisation des comptes publics efficace et légitime devrait étre en dehors de I’lFAC. Des
discussions prenant en compte la diversité des pays a travers le monde et les spécificités du
secteur public devraient étre ouvertes sous les auspices d’organisations intergouvernementales
avec I’objectif de déterminer les modalités d’associer les parties intéressées dans la
normalisation comptable du secteur public tout en conservant indépendance et expertise.

Nous soulignons que la crise actuelle des dettes publiques renforce la nécessité de
mettre en place un normalisateur comptable pour le secteur public équilibré dans sa
composition, associant les autorités publiques, y compris les auditeurs externes publics
indépendants, les experts-comptables et les auditeurs du secteur privé et les universitaires.
Cela permettrait d’éviter les interferences et les pressions, qu’elles viennent des
gouvernements ou des firmes commerciales. C’est cet objectif crucial qu’il faut atteindre afin
que soit restaurée la confiance des utilisateurs principaux des comptes publics : les citoyens et
le Parlement et les apporteurs de ressources (contribuables, investisseurs).

En ce qui concerne la question du financement, si des discussions internationales
étaient engagées comme nous le suggérons pour definir un modele nouveau et équilibré, le
financement du futur organisme de normalisation comptable ne serait en définitive pas tres
éloigné de la situation actuelle : il est utile de rappeler en effet que I’'lIFAC ne finance
actuellement que la moitié du budget de I’IPSAS Board, I’autre moitié étant financé par des
fonds publics (en particulier par des subventions du gouvernement fédéral du Canada). Si I’on
prend en considération les contributions en nature (comme le temps passé par les membres de
I’IPSAS Board et les salaires correspondants versés par leurs employeurs — un employeur
public dans le cas de la France), le financement public de I’IPSAS Board n’est pas
négligeable. Les sources de financement devraient continuer a étre a la fois publiques et
privées, en cohérence avec la composition équilibrée que nous recommandons pour le futur
organisme international de normalisation des comptes publics.

Q3 The three-tier system (for the observations relating to the IPSASB)

La section Q3 fait référence a une consultation lance en 2011 par I’IFAC sur le
mécanisme de surveillance de I’IPSAS Bard a mettre en place. Elle contient un certain
nombre d’affirmations que nous souhaitons commenter (nous ne traitons pas des autres points
soulevés dans cette section Q3).

Il est affirmé que I'IFAC a consulté quelques gouvernements et autres parties
prenantes pour recueillir leurs avis sur une supervision indépendante de I’IPSAS Board. Deux
modeles étaient proposés, une supervision par le PIOB ou, alternativement, une supervision
par un organisme spécifique pour le secteur public. 1l est ensuite affirmé que le modele du
PIOB était celui prefére par les répondants, dans une proportion de deux contre un.

Nous souhaitons souligner d’abord le manque de transparence de I’analyse. Hormis
deux organisations, nommément cités (la banque asiatique de développement et la banque
mondiale), il n’est pas fait mention des gouvernements consultés ni méme du nombre de
répondants a la consultation. Par ailleurs, la présentation des deux modeles est loin d’étre
équilibrée (la section Q3 ne met en avant que les avantages du modele PIOB).





Nous souhaitons egalement souligner que I'IFAC avait annoncé, lors de cette
consultation de mars 2011, qu’une consultation formelle ouverte a tous les gouvernements
allait étre lancée en octobre 2011. Dans ce contexte, la France a été consultée en mars 2011.
Pour ce qui concerne la Cour, nous avons fourni a I’IFAC une réponse élaborée au plus haut
niveau dans une lettre signée le 31 mai 2011 par le Premier président de la Cour. Nous notons
que nous n’avons eu aucun retour. Il semble que la consultation annoncée pour octobre 2011
n’ait pas eu lieu. Un tel manque de transparence et d’information envers les premiers
intéressés par la gouvernance de I’IPSAS Board est regrettable.

Q4 Would you support the IPSASB being subject to PIOB oversight?

Nous ne sommes pas favorable a une supervision de I’IPSAS Board par le PIOB pour
les raisons détaillées dans la lettre précitée du 31 mai 2011 du Premier président a I’FAC (Jim

Sylph).

La supervision par le PIOB de I’IPSAS Board n’est pas adéquate et ne permet pas de
répondre aux questions fondamentales relatives a la l1égitimité, crédibilité et responsabilité de
I’IPSAS Board.

Le projet de cadre conceptuel de I’IPSAS Board définit clairement les utilisateurs
principaux des comptes publics. A la différence du secteur privé, le Parlement et les citoyens
sont des utilisateurs principaux aux cotés des apporteurs de ressources. Toutes les
consequence devraient étre tirées de cette différence conceptuelle. De la méme maniére,
I’objectif assigné aux comptes publics est double : aider a la prise de décision mais également
rendre compte au Parlement et aux citoyens. En conséquence, confier la mission de
supervision de I’IPSAS Board a un organisme centré sur les marchés financiers et les
régulateurs du secteur privé ne seraient pas cohérent avec les objectifs et les utilisateurs des
comptes publics.

Nous considérons donc que la fonction de supervision doit étre confiée a un organisme
centré sur le secteur public.

En conclusion, nous plaidons vigoureusement pour un modéle de normalisation

comptable et de supervision de I’organisme normalisateur cohérent avec les objectifs et les
utilisateurs des états financiers.

Signé : le Président, Raoul Briet











Response to PIOB on IPSASB Oversight

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor to take
into account the fact that IPSASB deals with accounting rules instead of auditing ones?

I have been impressed with the progress that the IPSASB has made in developing the accrual
IPSASs. However, | would support PIOB oversight of the IPSASB primarily due to the lack of
progress in the implementation of the Cash Basis IPSAS. The original Cash Basis IPSAS was
issued in 2003 with revisions made in 2006 and 2007. However, progress has been slow in the
implementation of the required portions (Part 1) of the Cash Basis IPSAS. In fact, | have not yet
found any country that has fully implemented Part 1 of the Cash Basis IPSAS. A Task Force
was established by the IPSASB in 2008 to propose recommendations to ease the requirements
for implementation of the standard. The Task Force completed their work in 2010 and
forwarded their recommendations to the IPSASB for consideration. However, no progress (to
my knowledge) has been made on implementing any of those recommendations even though the
majority of the countries throughout the world use a cash (or modified cash) approach.

I do not see any need to impose any conditions on any oversight by the PIOB. Nor do | know of
any reason to deal with the accounting rules established by the IPSASB in any manner other than
the oversight provided on auditing rules.

During the past 12 years, | have worked to implement IPSAS in 30 developing countries or
countries in transition. All of these countries were trying to first implement the Cash Basis
IPSAS before they were able to transition to the accrual IPSAS. The majority of the countries
throughout the world use cash budgets which drive the method of accounting to be used.

These countries must first identify the entities that they control. The process to identify
controlled entities is included in the Cash Basis IPSAS and expanded upon in IPSAS 6 (an
accrual IPSAS). The greatest difficulty that I encounter is the requirement in Part 1 of the Cash
Basis IPSAS to prepare consolidated statements for the whole of government. To assist the
countries with which I work to perform this task, I suggest that they break out the country's
controlled entities into the following three categories: budgetary entities, government business
enterprises, and all other controlled entities. First, | recommend that these countries concentrate
on implementing Part 1 of the Cash Basis IPSAS for budgetary entities and to progressively
transition to implementing Part 1 for the other controlled entities at a later date (perhaps this step
would take 10 years or more). To make the Cash Basis IPSAS more acceptable and easier to
implement, the consolidation requirement in Part 1 should be moved to Part 2 (the optional Part).
After the optional Part 2 has been fully implemented, the countries are in a much better position
to adopt the accrual IPSAS.

I have been a member of the Consultative Group to the IPSASB since the establishment of the
IPSASB (and its predecessor). Yet | have never been consulted on proposed standards prior to
the release of an Exposure Draft or any other material issues. However, | did prepare (in
coordination with the IPSASB) the Research Report on Budgetary Reporting in 2004 and helped
draft IPSAS 24 on Budgetary Reporting as well as comparable revisions to the Cash Basis
IPSAS in 2006.





I can only speak for myself but I think I express the sentiment of many of my colleagues who are
working with developing countries and countries in transition that are attempting to implement
the Cash Basis IPSAS. | would be happy to work with the IPSASB to address the difficulties
present in the existing Cash Basis IPSAS. | am sure that many of my colleagues who are
working with the implementation of this standard would also welcome the opportunity.

Dr. Jesse W. Hughes, CPA, CIA, CGFM
Professor Emeritus of Accounting

Old Dominion University

Norfolk, VA, USA
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1. GENERAL COMMENTS

The Public Finances Directorate General (DGFiP), which has a staff of 120,000, is attached to the
Minister for the Economy, Finance and Foreign Trade. Its principal missions relate to:

- Keeping the accounts and producing accounting information prepared on accruals
basis for Central Government and local authorities;

- Establishing an inventory of Central Government properties, keeping its property
deeds, implementing its property management strategy;

- Assessing taxes, verifying tax returns, collecting public revenue;
- Controlling and implementing public expenditure;
- Providing valuation and financial advisory services.

In addition to the preparation of Central Government accounts, the DGFiP is responsible for the
accounts of approximately 1,595 public agencies and 170,000 local authorities budgets. All the

accounts are kept on accruals basis.

It should be stressed that the DGFiP, like the Public Sector Accounting Standards Council
(CNOCP) and the State Audit Office (Cour des Comptes), has considerable involvement in the
international public sector accounting standard-setting process. The DGFiP has responded to all
the requests for comment issued by the International Public Sector Accounting Standards Board
(IPSASB). Consequently, the DGFiP suppdrts all proposals to increase the transparency of the

standard-sefting process.

In this respect, we should mention that the DGFiP responded, in the spring of 2011, to the
preliminary consultation of governments on the oversight process of the IPSASB relating fo two
oversight models: the first model is based on the Public Interest Oversight Board (PIOB) and the
second on a Public Sector Exclusive Oversight Body for the IPSASB. With respect to the
preliminary consultation, we regret that the responses were not published and that no further public

consultation was organised to determine which model should be chosen.





2. RESPONSES TO THE QUESTIONS

Q 2 ! In the long term, would you favor a different and fully independant standard-setting model
completely outside the IFAC structure and if so how could such a structure be funded ?

The DGFiP wishes to underline that the objectives of public sector reporting are different to those
of the private sector. Public accounting standards do not aim at improving the quality of the audit of
companies but to provide financial information to primary users and their representatives, in

particular the parliament. The concept of primary user covers three aspects:
- The user as beneficiary of public services,
- The taxpayer as a financial contributor,

- The citizen that gives a mandate for public policies.

In the private sector, financial information aims mainly at meeting the needs of capital providers.

The scope of users of financial information in the public sector is broader than in the private sector.

Whilst public sector accounting standards may be derived from private sector rules for similar
activities, they must also take into account the specific characteristics of public action due to the
sovereign missions of the public sector and its role as economic and social regulator.
Consequently, the representatives of the public sector (institutions, preparers and auditors) require
fuller involvement in the standard-setting process at two levels: firstly during the development of

standards and secondly in the oversight of the standard-setting process.

Therefore, we beligve that the development of standards is a sovereign prerogative and cannot be
delegated to a private authority responsible for developing professional standards with a view to
improving the quality of audit in the private sector. Consequently, the body responsible for
developing standards must be independent from the International Federation of Accountants
(IFAC).





Q 4: Would you support the IPSASB being subject to PIOB oversight ? Why ? What condition, if
any, would you impose on such oversight ? Would you see a factor to take into account the fact
that IPSASB deals with accounting rules instead of auditing ones ?

Without casting a doubt on the expertise of the members of the PIOB, it follows from the positions
set out above that the DGFiP does not support the PIOB standard-setting governance model.

The IPSASB's standard-setting activity is outside the private sector and is therefore different to that
of the other bodies under the authority of the IFAC. An oversight mechanism independent from the
IFAC is more appropriate and better placed to ensure the independence and legitimacy of the
standard-setter. This oversight body must comprise exclusively or at least a majority of
representatives specialists from the public sphere: preparers, auditors, public institutions. f not,
standards developed will not meet the needs and specific requirements of the public sector,





FRENCH VERSION

La Direction Générale des Finances publiques (DGFiP), qui regroupe 120 000 agents, est placée
sous Tautorite du ministre chargé de I'économie, des finances et du commerce extérieur. Ses

principales missions concernent :

- La tenue des comptes, la production de linformation comptable de I'Etat et des
collectivités territoriales selon les principes d'une comptabilité patrimoniale (en droits

constatés) ;

- Le recensement du patrimoine foncier de I'Etat, la conservation des actes

immobiliers, le pilotage de sa stratégie immobiliere ;

- L’établissement des impdts, le contréle des déclarations fiscales, le recouvrement

des recettes publiques ;
- Le contrble et I'exécution des dépenses publiques ;
- La réalisation de prestation d'expertise et de conseil financier.

Outre l'établissement des comptes de I'Etat, la DGFIP est responsable de prés de 170 000
budgets du secteur public local et de 1595 établissements publics. Toutes ces comptabilités sont

tenues en droits constatés.

Il convient de souligner que la DGFIP, & I'instar du Conseil de normalisation des comptes publics st
de la Cour des comptes, est fortement impliquée dans le processus international de normalisation
des comptes publics. La DGFIP a répondu a tous les appels a commentaires de '|PSASB,

La DGFIP soutient toute initiative visant & améliorer la transparence de la procédure de

normalisation.

A cet egard, il convient de rappeler que la DGFiP avait répondu, au printemps 2011, a la
consultation préliminaire des gouvernements relative au processus de surveillance de I'IPSASB
s'appuyant sur deux modeles de surveillance : le premier modéle repose sur le conseil de
supervision de l'intérét public (PIOB) et le second modéle sur un organe de surveillance propre a
FIPSASB. A ce titre, il nous semble regrettable que les réponses a cette consultation préliminaire
n'aient pas éte rendues publiques et qu'aucune consultation publique n'ait été organisée par la

suite s'agissant du modéle a retenir.





Réponse question n°2 :

La DGFiP tient & rappeler que les objectifs de linformation financiére du secteur public sont
differents des objectifs de l'information financiére du secteur privé. Les normes de la comptabilité
publiqgue ne visent pas & améliorer la qualité de l'audit des entreprises mais a fournir une
information financiéres aux utilisateurs premiers ainsi qu'a leurs représentants, en particulier le
parlement. Cette notion d’utilisateur premier comprend trois aspects :

- l'usager en tant que bénéficiaire des services publics,
- le contribuable en tant que contributeur financier,

- le citoyen en tant que mandant des politiques publiques.

Dans le secteur prive, l'information financiére est principalement destinée aux apporteurs de fonds.
Le champ des utilisateurs de l'information financiére des entités publiques est plus large que celui

du secteur prive.

Les normes relatives & la comptabilité du secteur public, si elles s'inspirent des régles applicables
au secteur privé pour les activités similaires, doivent également tenir compte des spécificités liées
a l'action publique qui tiennent & la fois de ses missions régaliennes et de ses missions de
régulateur économique et social. En conséquence, les représentants du secteur public (institutions,
producteurs de comptes et organismes de certification) doivent étre davantage impliqués dans le
processus de normalisation des comptes publics & double niveau : en amont, lors de I'élaboration

des normes et, en aval, dans le cadre de la surveillance du processus de normalisation.

Ainsi, il nous semble que la production normative puisqu'elle reléve du domaine régalien, ne peut
étre déleguée & une autorité privée en charge de développer des normes professionnelles visant &
améliorer la qualité de l'audit du secteur privé. En conséquence, cet organe de production
normative doit étre indépendant de F'IFAC.





Reéponse question n°4 :

Sans remetire en cause les compétences des membres du PIOB, il résulte des développements
supra que la DGFIP ne soutient pas un modéle de gouvernance du normalisateur des comptes par
le PIOB,

L'activité de normalisation développée au sein de I'|PSASB se situe hors du secteur privé et différe
en consequence de celles des autres organismes agissant sous lautorité de F'FAC. Un
meécanisme de surveillance indépendant de I'FAC nous parait plus adapté et 4 méme de garantir
lindépendance et la légitimité du normalisateur. Cet organe de surveillance doit étre compose
exclusivement ou, du moins, majoritairement d'experts de la sphére publique : producteurs de
comptes, certificateurs, institutions publiques. A défaut, les productions normatives ne seront pas

adaptées aux besoins et spécificités du secteur public.
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The Monitoring Group

c/o International Organisation of Securities Commissions
Calle Oquendo 12

28006 Madrid

Spain

By e-mail: Piob-MonitoringGroup@ipiob.org

Dear Sir/Madam

Public consultation on the governance (with special focus on organisational aspects, funding,
composition and the roles) of the Monitoring Group, the PIOB and the standard setting boards and
Compliance Advisory Panel operating under the auspices of [FAC

Introduction

1. ICAEW, ICAS, CIPFA and Chartered Accountants Ireland would like to take the opportunity to
comment on the above consultation document issued by the Monitoring Group on 28 March
2012.

About This Response

2.  The parties to this response are four UK and Republic of Ireland chartered professional
accountancy bodies. These bodies work collectively on behalf of the profession in the UK to
promote the public interest on matters within the sphere of the profession and its members
on an international basis. Each body may also submit their own response to the consultation in
order to emphasise certain areas that are of particular interest to them.

3.  The combined membership of the four bodies amounts to 192,000 accountants world-wide.
Our memberships span all sectors of the profession — members in business, the public and
third sectors and audit practice. All four bodies are members of the International Federation of
Accountants (IFAC).

4. General Comments

4.1 We answer the specific questions posed in the Consultation Paper below. There are three key
aspects to our response — the public interest, technical expertise and cost/benefit.

® The purpose of the current, and proposed, arrangements must be the issuance of high
quality standards based on public interest considerations.

® Itisimperative that such high quality standards are regarded as workable, reasonable and
legitimate by those that use them if they are to be adopted and implemented on a global
basis in a consistent manner. We are of the view that technical expertise and
competence, and experience that is current, are essential features of the standard setting
process which can only be provided by practitioners. We recognise the importance of
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ensuring an appropriate membership on the PIOB (and the MG) and the positive role to be
played by lay members on the PIACs, and the need to avoid the perception that the
profession has too much influence. At the same time we are confident that practitioner
members on the PIACs have demonstrated their commitment to working in the public
interest; the importance of this contribution should not be diminished in these times of
continuing economic uncertainty.

® Finally, it is crucial that the cost/benefit of these arrangements is fully understood and
accepted by the major stakeholders and that any changes are adequately resourced.

4.2 We note that IFAC has provided some clarification of the language used in the Consultation
Paper in the Appendix to their response. We find this helpful.

5.  Responses to Specific Questions

Ql.

Response:

Do you consider it necessary to enhance representation of the public interest? If
so, which additional actions, apart from the appointment of an independent IESBA
Chair and redefining the nature of non-practitioner board members, would you
suggest to reinforce the mechanisms to safeguard the public interest?

It is our view that the current arrangements for representation on the PIACs, and
the proposals for an independent IESBA Chair and redefining the nature of non-
practitioner board members, sufficiently protect the representation of the public
interest. Care should be taken that any efforts to redefine the nature of the board
memberships do not adversely impact on the quality and currency of the expertise
on the PIACs.

The PIACs are each very different in the way they operate and the activities they
undertake, and the way and extent to which they operate in the public interest.
The PIOB also clearly regard them as having different levels of public interest in
the way in which they approach them. We suggest that there could be benefits
from a closer analysis being undertaken of each, rather than grouping them all
together in a single discussion. Such an analysis should consider value for money
as well as public interest.

There is a need to clarify the respective roles and responsibilities of those parties
currently undertaking representation of the public interest - i.e. public members,
PIOB observers attending PIAC meeting, the PIOB as a whole, and the MG.

There appears to be an underlying assumption in the Consultation Paper that only
lay members serve the public interest. We reject such an assumption. All
professional accountants are required to work in the public interest and, indeed,
PIAC Board (and IPSASB) members, when appointed, undertake to work in the
public interest, irrespective of any affiliation to a member body or a firm. The
associated difficulty of securing the services of true "non-practitioners", on a
volunteer basis, who can contribute in a meaningful way to standard setting
(particularly in auditing) needs to be recognised.

We do not agree that there should be more lay members on the Boards -
experience and expertise in the subject matter is vital for effective standard
setting. We support the blending of high quality practitioner input with lay
member representation under effective public interest oversight as being the
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most effective and efficient model. More lay members will result in increased
costs, not least for additional technical adviser support.

Q2: In the long term, would you favour a different and fully independent standard-
setting model completely outside the IFAC structure and if so how could such a
structure be funded?

Response: Whilst we can understand the arguments for such an approach, it is our view that
the standard setting model within the IFAC structure is demonstrably independent
and we support its continuance. We believe that it will be difficult to achieve
appropriate levels of sustainable funding for a model outside the IFAC structure.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

Response: We fully support the current three-tier system as the best means of achieving its
objectives. However, regular reviews of the roles/responsibilities of the various
components may be helpful in maintaining a streamlined and cost effective
system (see our comments under Q1 above).

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of
auditing ones?

Response: We support the IPSASB being subject to PIOB oversight — the benefits for such an
approach are set out in the Consultation Paper on page 14. This is a matter to be
addressed with the utmost urgency given the need for high quality, global
reporting standards to be adopted by all Governments as a means of contributing
to the resolution of the sovereign debt crisis. We see no need for any special
conditions to be imposed on such oversight other than the need for the
membership of PIOB to be reviewed and if necessary amended to ensure that it is
appropriate to take on this new role. We do not regard the fact that the IPSASB
deals with accounting, rather than auditing, rules as a factor to be taken into
account at this stage. As referred to in our response to Q1 we are already of the
view that each of the PIACs overseen by the PIOB makes different demands on its
expertise.

Q5: Do you see merit in having a “Compilation document” for the whole structure? In
this case, which alternative would you prefer for organising the structure and
nature of the Compilation document?

Response: We have no strong views on this matter, regarding the second part of the question
as a matter of detail.

Qé: Given the breadth of the current mandate, would you consider it helpful to modify
the name of the structure to improve its visibility? In this case, what name would
you suggest?
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Response: We do not regard this as a matter of the greatest importance and are sure that
further discussion amongst the entities concerned will produce a suitable name, if
change is regarded as necessary. All we would say is that if the objective is to find
a name that better describes the arrangements the use of some of the very
lengthy names given on page 16 will not be helpful.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

Qs8: Do you agree with the objectives proposed and, specifically, with the MG having
the possibility of conferring with the PIOB on the PIACs’ agendas and receiving
appropriate feedback?

Response: We do not see the MG's role as being strategic but note that the meaning of the
term in the Consultation Paper is poorly defined. It is our view that the MG should
confine its activities to monitoring and should not seek a direct engagement with
the PIACs, which is the role of the PIOB. It should resist involving itself in “micro-
management” of agendas of the PIACs, thereby creating duplication, as any major
issues should of course be reserved for consideration by the PIACs.

Q9: Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above
described direct involvement with PIACs?

Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings
having the public in attendance?

Response: We believe that openness and involvement of investors can only be a good thing
but repeat our view that the MG should avoid micro-management.

Q11 Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or, should
others bodies be considered instead?

Qiz: What is your opinion about the current composition of the MG? (i) Do you believe
that other organisations (i.e., national or regional regulators) should or could be
represented in the MG? If so, which criteria do you think new members should
fulfil to become MG members? (ii) Should a maximum be set to the number of MG
members? (iii) Would you favour a change on how the Chairperson is appointed?

Response: The MG should be fully representative of stakeholders world-wide and therefore
we question whether the G20 is the most appropriate organisation. At the same
time we do not want to see the MG become too unwieldy. And we would
reiterate, again, the importance of the MG continuing to focus on its core
monitoring role.

Qis3: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

Response: No, as long as proper due processes of recruitment are in place and adhered to.
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Q14: Would you consider convenient to avoid direct hierarchical relationship between
the PIOB and the MG members?

Response: We believe that the relationship between the PIOB and the MG should be guided
by their separate roles.

Qis: Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification
should address?

Response: There is a need to clarify the respective roles and responsibilities of those parties
currently undertaking representation of the public interest — i.e. public members,
PIOB observers attending PIAC meetings, the PIOB as a whole, and the Monitoring
Group.

Qileé: Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document?

Ql7: Do you see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

Response: We believe that these are matters for the PIOB to consider.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would
you consider convenient that the PIOB’s composition is reviewed each time a new
body becomes full member of the MG?

Response: We feel that the composition of the PIOB is adequate currently but that it will
need to be reviewed as its responsibilities grow particularly if it is to assume
oversight of the IPSASB.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of
having a majority of non-practitioners and a majority of public members?

Response: We consider the current composition of the PIACs as entirely appropriate. IFAC’s
nominations process is robust and carried out under public interest oversight. The
arrangements have resulted in a good balance between practitioners and non-
practitioners (including public members). The membership of the PIOB (and the
MG) is already composed without practitioner members which is quite right for
the oversight arrangements. However, as already stated, the PIACs need a
membership that does include high quality technical expertise. For instance, it is
difficult to envisage how the IAASB could develop auditing standards in the
absence of those skilled in those areas. In our view the whole purpose of oversight
is to ensure that the “technicians” are developing standards and guidance
appropriately.
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Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

Response: We consider strict rotation of CAG members on the basis of limited periods of
service as unnecessary and agree with those that see it as a possible restriction on
organisations appointing the “best person for the job”.

Q21: Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

Response: See question 22 below.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?

Response: The most important aspect of funding is to ensure that it is long term and
adequate. IFAC and the MG have already stated that they “consider it to be in the
public interest that parties other than IFAC shall fund at least 50% of the cost of
the PIOB” (2003 IFAC Reforms). We agree that funding should be seen as
independent by external stakeholders and also recognise that, ideally, the
profession should not fund the PIOB. However, the reality is that it has proved
difficult to attract other sources of funding and this situation is unlikely to improve
given the current economic circumstances. Increasing the contributions of the MG
members may provide a helpful temporary solution.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to
that in place for funding the IFRS Foundation?

Response: Any alternative funding structure should be the subject of detailed investigation —
we regard this as a matter to be considered by IFAC, the PIOB and the MG
although we also note that there are differences in the organisational
arrangements of the IFRS Foundation and the PIOB.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the
MG? In this case, do you think 10SCO should provide resources for a permanent
Secretariat to the MG?

Response: We view this as something of an operational matter to be discussed amongst the
parties concerned. Clearly any wider stakeholders’ group will need to be engaged
should such a proposal be adopted since it is likely that additional costs will arise.
As stated above, we would not like to see the MG become too unwieldy. On the
other hand we can appreciate the arguments for ensuring a level of continuity in
its work.

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?

Response: The objective of the governance arrangements should be to enable the PIACs to
produce high quality standards that are accepted on a global basis. Standard
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setting is one part of audit quality; the PIACs should not be seen as the only means
by which audit quality can be improved. The need for experience and expertise to
be available in order to ensure standards which encourage audit quality, with lay
members able to challenge and public interest oversight in place are critical
components of the current effective model.

Q26: What is your opinion about the current structure? Do you think the current
structure is appropriate in order to improve audit quality? If not, what changes,
suggestions or remarks would you propose?

Response: It is our opinion that the current structure works well but, also, that it continues to
adapt and improve. We should remember that world-wide adoption of the
existing standards will, of itself, improve quality; only a small number of countries
have adopted and fully implemented ISAs.

Q27: Do you agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB and PIACs) are appropriate?
If so, do you have any suggestions for improving the dialogue and interaction
between the different bodies? If not, how these levels of empowerment and
responsibility could be improved?

Response: The current levels of empowerment and responsibilities appear to be satisfactory.

Q28: Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how
might they be financed?

Response: We have no comments.
Yours sincerely
Michael Izza
On and behalf of:
ICAEW
CIPFA

ICAS
Chartered Accountants Ireland
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CANADIAN PUBLIC ACCOUNTABILITY BOARD
C PA B CONSEIL CANADIEN SUR LA REDDITION DE COMPTES
CC RC 150 York Street, Suite 200, Box 90, Toronto, Ontario M5H 3S5
Tel 416.913.8260 Fax 416.850.9235 www.cpab-ccrc.ca

July 6, 2012

Mr. Fernando Restoy
Chairman
Monitoring Group

By e-mail: Piob-Monitoring Group@ipiob.org

Dear Sir:

Public Consultation on the governance of the Monitoring Group, the PIOB and the Standard-
setting boards and Compliance Advisory Panel operating under the auspices of IFAC

The Canadian Public Accountability Board (CPAB) is pleased to comment on the Monitoring
Group (MG) governance review consultation paper. Effective governance and oversight is critical
to the development of high-quality standards that serve the public interest, CPAB commends the
MG for engaging with stakeholders on its governance review.

CPAB is Canada’s independent audit regulator responsible for overseeing firms that audit Canadian
reporting issuers. Our mandate is to promote high quality independent auditing that contributes to
public confidence in the integrity of reporting issuers’ financial reporting. We accomplish our
mandate by inspecting audit firms and audit working paper files which provides us with insights
into the application of auditing standards and how they might be improved.

We set out below our observations on the MG consultation paper and our suggestions for making
improvements.

Three-tier System and Roles

In our view, the current three-tier system is appropriate, however, improvements should be
considered to increase the effectiveness of the monitoring and oversight processes. Greater
clarification is needed of the respective roles and responsibilities of the MG and Public Interest
Oversight Board (P1OB). The role of the MG should be to monitor the activities of the PIOB,
appoint members of the PIOB and approve the PIOB strategy and budget. The MG should consider
enhancing its communication with the PIOB to raise issues and concerns. We do not support closer
direct involvement by the MG with the Public Interest Activity Committees (PIACSs) as this may
create confusion and undermine the oversight role of the PIOB.





July 6, 2012
Page 2

Under the current framework it is critical for the PIOB to appropriately challenge PIACs on
significant public interest concerns raised by stakeholders and be satisfied with the response. We
are supportive of the PIOB periodically producing a strategy document which includes a review of
its due process and oversight framework, the MG should provide input to the development of the
PIOB’s strategy.

To assist stakeholders in understanding the standard-setting model it would be beneficial to create a
compilation document that clarifies in one document the structure and status of the monitoring,
oversight and standard-setting activities.

Composition of PIACs

To produce high-quality standards that serve the public interest the PIACs need to have the right
balance between technical expertise and independence of the profession. Any proposed changes to
the current balance of practitioners and non-practitioners should not negatively impact the quality
of the standards.

We commend the steps taken by IFAC in response to the recommendation to appoint an
independent Chair for the International Ethics Standards Board for Accountants (IESBA). The
Code of Ethics for Professional Accountants (the Code) issued by the IESBA is viewed by many
countries, including Canada, as not robust enough to serve the public interest and therefore
requiring modification. For example, we understand the independence requirements in the UK, US,
France, Japan, South Africa and Switzerland are more rigourous than the Code. Consideration
should be given to improving the effectiveness of oversight of the IESBA and/ or IESBA
composition to contribute to a more robust Code that gains greater acceptance globally.

We believe audit regulators gain valuable insights into the application of auditing standards and
how they might be improved, consideration should be given to greater audit regulator participation
on the International Auditing and Assurance Standards Board and IESBA.

Funding and Permanent Secretariat

It is desirable to broaden the PIOB funding base and reduce the dependence on IFAC. Given the
public interest nature of PIOB activities it is desirable over the longer term for 50% or more of the
PIOB costs to be funded from sources other than IFAC. However, we believe the current structure
has safeguards to protect the public interest, and the source of funding does not negatively impact
the effectiveness of the standard-setting process.
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We support the creation of a permanent secretariat to facilitate the work of the MG. The current
arrangement, where the Chair is responsible for providing the secretariat, is not sustainable. The
formation of a permanent secretariat will also help ensure continuity and retention of institutional
knowledge.

We appreciate the opportunity to respond to the governance review consultation paper, and would
be pleased to discuss further any of the above comments.

Yours very truly,

JENF

Brian Hunt, FCA
Chief Executive Officer
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CImMA

Chartered Institute of
Management Accountants

Chairman
Public Interest Oversight Board

Chairman
Monitoring Group

PIOB-MonitoringGroup@ipiob.org

Dear Sirs

Public consultation on the governance (with special focus on organisational aspects, funding,
composition and the roles) of the Monitoring Group, the PIOB and the standard setting boards and
Compliance Advisory Panel operating under the auspices of IFAC

CIMA is pleased to have the opportunity to comment on this consultation paper.

We have restricted out response to a brief and general commentary relating to the governance and
oversight architecture of IFAC.

We agree that it is important to ensure that the governance structure “contributes to a clear public
perception that the standard setting work is sufficiently sound and compatible with the public
interest” but would advocate that the goal of this work should not be restricted to the improvement
of audit quality, but to all facets of the profession.

Similarly, while we consider it essential that there should be effective and independent oversight of
IFAC’s standard setting activities; it appears that a potentially very costly bureaucracy is being
created to achieve that.

In that regard, we would suggest that consideration be given to the feasibility of the PIOB and
Monitoring Group being restructured into one independent oversight board with a specific focus on
upholding the public interest, and thus avoiding the potential pitfalls of conflicted interest between
IFAC and those carrying out the monitoring.

Alongside this, we would advocate the need for greater transparency around IFAC’s standard setting
work and the operation of the relevant boards and Committees and that this also should be
addressed in the context of the public interest. The representation of the latter has already been
enhanced by the appointment of the first independent Chair of IESBA and redefining the nature of
the non-practitioner Board members; but, in addition, we would support IFAC reinforcing on a
regular basis the need for Board and Committee members to always act independently and in the
public interest, and to ensuring they do not submit to improper influence from any source.

We hope that this contribution will be of interest and assistance.

CIMA June 2012

CIMA

26 Chapter Street
London

SW1P 4ANP
United Kingdom
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CImMA

Chartered Institute of
Management Accountants

Tel: +44 (0) 20 8849 2251

Email: prof.standards@cimaglobal.com

The Chartered Institute of Management Accountants, founded in 1919, is the world’s leading and
largest professional body of Management Accountants, with 195,000 members and students
operating in 176 countries, working at the heart of business. CIMA members and students work in
industry, commerce, the public sector and not-for-profit organisations. CIMA works closely with
employers and sponsors leading-edge research, constantly updating its qualification, professional
experience requirements and continuing professional development to ensure it remains the
employers’ choice when recruiting financially-trained business leaders.

Professionalism is at the core of CIMA’s activities with every member and student bound by rigorous
standards so that integrity, expertise and vision are brought together.

CIMA is proud to be the first professional accounting body to offer a truly global product in the fast-
moving area of Islamic Finance.

For more information about CIMA, please visit www.cimaglobal.com

Follow us on Twitter at www.twitter.com/CIMA News
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International Public 529 Fifth Avenue, 6th Floor, New York, NY 10017
I P S A S B Sector Accounting T+1(212)286-9344 F +1(212) 286-9570
Standards Board www.ipsasb.org

June 21, 2012

The Monitoring Group

C/O International Organization of Securities Commissions
Calle Oquendo 12

28006 Madrid

SPAIN

By email: Piob-MonitoringGroup@ipiob.org

On behalf of the International Public Sector Accounting Standards Board (IPSASB), | am very pleased to
provide you with our response to the public consultation papers on the governance of the Monitoring
Group and the PIOB.

The IPSASB approved the content of this response unanimously at its recent meeting June 11-14, 2012.
We very much appreciate the opportunity to provide our views.

The response is focused on the IPSASB specific matters but also includes comments on other important
matters where there is public sector relevance. On that basis we have chosen to answer only those
guestions where we think there is direct public sector relevance.

We have provided detailed feedback in our response on the question of oversight of the IPSASB by the
PIOB and we would like to emphasize our strong support for PIOB oversight of the IPSASB. Public
interest oversight of the IPSASB is needed to add credibility to the IPSASB’s processes and to provide
protection against undue influence on these processes. The IPSASB’s constituents have indicated there
is a growing urgency for public interest oversight of the IPSASB, especially when considering the global
public sector environment and the sovereign debt crisis.

The benefits of PIOB oversight of the IPSASB are well expressed in your paper and the IPSASB
encourages the MG to support oversight of the IPSASB by the PIOB.

Once again, thank you for the opportunity to respond.

Sincerely,

[ e

Andreas Bergmann
Chair
International Public Sector Accounting Standards Board
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RESPONSE TO PUBLIC CONSULTATION PAPER
ON THE MONITORING GROUP GOVERNANCE REVIEW AND PUBLIC
INTEREST OVERSIGHT BOARD WORK PROGRAM

Introduction to the International Public Sector Accounting Standards Board

The International Public Sector Accounting Standards Board (IPSASB) was established to set
internationally accepted financial reporting and accounting standards, known as International Public
Sector Accounting Standards (IPSASs). The IPSASB functions as an independent standard-setting body
under the auspices of IFAC, which took the initiative to set up this standard setter (originally the Public
Sector Committee) in 1996. IPSASs are financial reporting standards for application by governments of all
levels and other international governmental organizations, for example the United Nations, the OECD, the
European Commission, NATO, Interpol and others.

The IPSASB’s mission is:

To serve the public interest by developing high-quality accounting standards for use by public
sector entities around the world in the preparation of general purpose financial statements.

Using IPSASs will enhance the quality and transparency of public sector financial reporting by providing
better information for public sector financial management and decision making. In pursuit of this objective,
the IPSASB supports the convergence of international and national public sector accounting standards
and the convergence of accounting and statistical bases of financial reporting where appropriate.

In achieving its objectives, the IPSASB

1. Issues IPSASs;

Promotes their acceptance and the international convergence to these standards; and

3. Publishes other documents that provide guidance on issues and experiences in financial
reporting in the public sector.

N

IPSASB has issued a comprehensive suite of 32 standards using the accrual basis of accounting. A
number of the IPSASs (27 of the 32 IPSASs) have been developed using International Financial
Reporting Standards (IFRSs) as a starting point, which means, to some extent, they have been subject to
the IASB due process. Many of the transactions entered into by governments are the same as those
entered into by private sector entities and therefore it is useful to consider publications produced by the
IASB. An analysis is done to identify public sector specific issues and address them. The standards are
amended to address these public sector issues and to include terminology and examples that are more
appropriate for the public sector.





In addition, the IPSASB has developed a number of public sector specific standards that are unique for
the public sector as well as one standard for jurisdictions using the cash basis of accounting before
moving towards accrual accounting. It also issued a number of non-authoritative pronouncements,
including guidance for the implementation of accrual accounting (the so-called “Study 14”, now in its third
edition).

IFAC provides approximately half of the funding for the IPSASB’s operating budget, with the other half
being received from a limited number of external sources, including the Governments of Canada and New
Zealand, the World Bank, and the Asian Development Bank. In addition, a number of national standard
setters and governments provide in-kind services by means of staff support.

Appendix A to this paper provides further background information about the IPSASB, including a listing of
current IPSASB members, technical advisors, and observers and an outline of the due process for
developing standards and guidance.

RESPONSES TO SPECIFIC QUESTIONS
Section 1: The structure. Objectives, legal nature and name

Objectives of the structure: high quality standards to promote stakeholders’ confidence

Q1: Do you consider it necessary to enhance representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair
and redefining the nature of non-practitioner board members, would you suggest to
reinforce the mechanisms to safeguard the public interest?

The IPSASB is comprised of 15 members appointed from IFAC member bodies and three (3) public
members. Board members bring a wide range of experience from diverse backgrounds, including
ministries of finance, government audit institutions, and public accounting. Members are appointed by the
IFAC Board based on recommendations from the IFAC Nominating Committee. All 18 members are
obliged to act in the public interest and sign an annual declaration to that effect. Further, the employer of
the Chair signs a similar declaration that the employer will not seek to influence their employee in
performing their role as Chair of the board.

One of the major differences for the IPSASB, compared to IFAC’s other standard-setting activities, is that
many of the accountants that belong to IFAC’s member bodies often are not those with responsibility for
public sector accounting and auditing, and therefore the membership may not be representative of
governments, for example, ministries of finance, which are not members of IFAC. In the context of the
oversight and governance review currently being conducted there is a consideration of decreasing the
number of appointees from IFAC member bodies, with a commensurate increase in public members to be
more representative of the constituency. This might also result in additional resources for the IPSASB as
those bodies with responsibility for public sector accounting and auditing may be more interested in
providing funding.





Q2: Inthelong term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

In the 2011 consultations that IFAC and the IPSASB undertook related to oversight and governance the
issue of a structure outside IFAC was raised by three (out of nineteen) respondents as a potential long-
term goal. However, the IPSASB believes that this would take significant effort to develop and implement
and would require a level of resources which are currently not in place and, in the current environment,
are deemed unfeasible. The creation of such a new structure would significantly distract the IPSASB from
focusing on its agenda at a time when there is great demand for its standards. The IPSAS supports
reinforcing the existing mechanisms as much as possible with a view to enhancing the representation of
the public interest, ensuring that the IPSASB has stable funding and implementing the appropriate
oversight processes.

Q3: Do you consider the current three-tier system adequate for achieving its objectives, or
an alternative model could be more adequate? In the latter case, which model would
you suggest?

On balance the IPSASB considers that the current governance arrangements for standard setting are
both appropriate and sufficient, for achieving the objective of developing and issuing high-quality, globally
accepted standards. The structures supporting this system are already in place and functioning well. In
the current resource-constrained environment the IPSASB believes that retaining the existing model is
the most cost-effective and appropriate approach.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor to
take into account the fact that IPSASB deals with accounting rules instead of auditing
ones?

The IPSASB strongly supports PIOB oversight of its activities.

Oversight of the IPSASB is of fundamental significance to the IPSASB and, in fact, activities to implement
oversight are already well under way.

Public interest oversight of the IPSASB is needed to sustain the IPSASB’s growing credibility as the
international accounting standard setter for the public sector. It is important that the IPSASB has public
interest oversight in order that those adopting the standards are assured that the IPSASB is acting in the
public interest and that its standards result from widespread and carefully considered comment from
interested stakeholders around the world. Public interest oversight of the IPSASB will add credibility to the
IPSASB’s processes and provide protection against undue influence on these processes.

In 2003, IFAC recommended to the MG that the operations of the IPSASB should fall under the same
oversight regime as applies to its other standard-setting activities carried out in the public interest. This





recommendation was also made in June 2004 in the Report Of The Externally Chaired Review Panel on
the Governance, Role and Organization of the International Federation of Accountants Public Sector
Committee (Chaired by Sir Andrew Likierman, Head of the United Kingdom Government Accountancy
Service).

While the recommendation for oversight was not implemented at that time, most of the other elements of
the reforms recommended in that report as well as the IFAC governance reforms agreed with the MG in
2004 were fully implemented including:

. Appointment of public members to the IPSASB;

. A formal nominating process including interviews of candidates;

) An annual declaration of independence by the Chair and Members, as well as their employers;

) An annual performance appraisal for the Chair and Members;

. Formalized voting rules, consistent with the other standard-setting activities, specifically two-thirds

of Members must be present for a quorum and two-thirds of Members must vote in favour for an
affirmative vote ; and
. All aspects of due process are consistent with the PIACs other than the existence of a CAG.

As noted in the MG paper in IFAC’s consultations with governments and other stakeholders there was
almost unanimous support for public interest oversight of the IPSASB. It has become clear that for
IPSASB’s stakeholders oversight is an urgent issue that must be addressed. Given the global
environment and the sovereign debt crisis there is no longer a question of whether public interest
oversight of the IPSASB is needed. Instead the discussion has shifted to the question of “how?”
Constituents were asked to provide views about whether public interest oversight of the IPSASB should
be undertaken by the PIOB or whether a dedicated public sector oversight body should be established.

In the preliminary consultations with governments and stakeholders general support for the PIOB
undertaking oversight of the IPSASB was expressed at least in the short to medium term. Some
governments expressed the view that a public sector version of PIOB was preferable. However, while
new members of PIOB would need some public sector experience, its primary focus will be on due
process rather than on technical content. It was therefore concluded that additional costs involved in
setting up a separate public sector-specific oversight group would not justify the additional draw on the
finite resources available for public sector standards setting.

The benefits of PIOB oversight of IPSASB are well expressed in your paper and supported by the
IPSASB. Constituents have indicated there is a growing urgency for public interest oversight of the
IPSASB especially when considering the global public sector environment and the sovereign debt crisis.
On that basis, oversight by the PIOB has the benefit of being cost effective and it could be implemented
fairly quickly.

However, it is also acknowledged that a number of areas need to be considered and clarified before PIOB
oversight could be implemented. For example, some question whether PIOB members need to have
specific public sector backgrounds. Others argue that given the remit of the PIOB to confirm the due
process, public sector affinity is not required. We consider that the existing PIOB membership currently
includes several individuals with a public sector background and we think that this is beneficial to
providing oversight of the IPSASB. While knowledge of and experience in the public sector may not be
necessary strictly speaking, the IPSASB believes that this would enhance the oversight processes and
we support this as a desirable criterion in selection of members.





We are pleased to note that the PIOB Chair has indicated publicly that the PIOB stands ready to
undertake oversight of the IPSASB though acknowledging areas of conceptual and practical clarification
that would need to be addressed.

The MG’s consultation paper notes that the IFRS Trustees Strategy Review raised the issue of the IASB
addressing public sector standards but that respondents supported the IASB continuing to focus on
private sector accounting. The IPSASB liaises regularly with the IASB at the staff level since many of the
existing IPSASs have been developed from related IFRSs. The Chairs of the two boards also meet at
least twice annually to discuss issues of common interest and to liaise on matters of strategic significance
to both boards.

Subsequent to the Trustees’ Strategy Review, the IASB and IFAC signed a Memorandum of
Understanding (MOU) in November 2011. Under the terms of the MOU the organizations agree to
collaborate even further, noting their shared objectives of developing high-quality reporting standards in
the public interest.

The comments to the following questions are premised on MG support for PIOB oversight.
Section 2: Bodies in the Structure

Monitoring Group

As noted in the paper the Monitoring Group meets its objective by supporting the development of high-
quality international standards for auditing and assurance and accountants’ ethics and education, and by
exchanging views relating to international audit quality, regulatory and market developments having an
impact on auditing.

The IPSASB supports public interest oversight of its activities by the PIOB, which if accepted would mean
that supporting the development of high-quality international standards for public sector accounting would
be part of the MG’s objectives. For this reason the IPSASB has provided a response to the two questions
in this section.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

The IPSASB generally supports the MG having a more strategic role. The paper highlights the general
lack of trust and public confidence on the part of investors as a consequence of the global financial crisis.
One of the major global issues in today’s environment is the sovereign debt crisis and the impact of this
on public confidence in its governments has been arguably more damaging than the private sector crisis.

The IPSASB proposes that the MG (particularly if oversight is undertaken by the PIOB) could have a
significant role globally in encouraging the institutional reforms that are needed in the public sector,
including the adoption of IPSASs by governments worldwide.

It is important to recognize that governments are major participants in capital markets globally. Consider
the following trading volumes:





2010 (New York Stock Exchange)

All equity trades $218 trillion
Mortgage backed securities $104 trillion
Mutual funds $3 trillion
US Government securities $1,100 trillion

(Source: http://www.dtcc.com/downloads/annuals/2010/2010_report.pdf)

Note that the volume of Government securities is more than four times that of all equity trades. It is also
three times the total volume of equity trades, mutual funds, and mortgage backed securities combined.
This relationship is consistent in other capital markets globally. We tried to provide similar information in
Europe, where we expect the same relation, however such data appears unavailable at this stage. We
note also that general government typically accounts for more than one-third of GDP. More
comprehensive financial information should lead to a better pricing of risk on sovereign debt and enable
better informed markets. This will be far more important in the future as markets are now sensitized to the
differing levels of risk attached to governments’ financial positions and future fiscal and expenditure plans.

As a body of regulatory and international organizations with responsibility to protect and advance the
public interest the MG could have a strong strategic role in encouraging the adoption of IPSASs by
governments worldwide. This would improve the quality of financial information reported by public entities,
which is critical for investors, taxpayers, and the general public to understand the full impact of decisions
made by governments with respect to their financial performance, financial position, and cash flows.
Global adoption of these standards will facilitate the comparability of such information on a global basis
and assist in internal management decisions in resource allocation (planning and budgeting), monitoring,
and accountability.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving
appropriate feedback?

While the IPSASB sees the value of an increased strategic role for the MG, it has significant reservation
about closer involvement with the PIACs. The need to confer with the PIOB with respect to strategic
issues is accepted but it would be important to ensure that strong boundaries are maintained that
reinforce that the MG’s involvement relates only to matters of strategy as opposed to direct engagement
in the individual board work plans, other than from a strategic point of view.

What would be important is that the objectives of this involvement be clearly laid out in order to guide the
actual activities that are undertaken. We support the notion laid out in the paper that the MG would not
have the right to influence the technical content of the standards — but we are cautious about the
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perception of the MG’s role in this if there is closer involvement with the PIACs and whether
independence/public interest would appear to be compromised?

Composition of the MG (Questions 11-14)

The IPSASB’s comments on the composition of the MG are provided in the context of changes that would
be needed if the PIOB undertakes oversight of the IPSASB. Comments have not been provided
specifically on the four individual questions (11-14) in this section.

The current composition of the MG reflects the interest of the member organizations in the field of
auditing with respect to either the adoption of the standards or their supervision. The IPSASB believes
that if the PIOB undertakes oversight of the IPSASB, it will be necessary to include other organizations
with public sector relevance on the MG. It is true that many of the current members already have some
relevance to the public sector. For example, the World Bank has been a strong supporter of the IPSASB
for years and is an observer to the IPSASB. IFAC and the IPSASB have had a preliminary meeting with
the FSB and are working to enhance engagement on the issues related to the sovereign debt crisis. IFAC
and the IPSASB believe that given the heavy involvement of governments in capital markets there is a
role for the FSB in encouraging better financial reporting by governments. The EC is also involved as an
observer to the IPSASB and adopts the IPSASs for its own financial reporting. It is currently undertaking a
study on the suitability of IPSASs for EU Member States and members of Eurostat have been participants
on many IPSASB task forces over the years.

Nonetheless the IPSASB believes that additional membership of the MG to enhance public sector
relevance should be considered, for example, possibly INTOSAI, the IMF and the OECD. We would
imagine that these organizations would have interest in the current remit of the MG in any event.

PIOB (Questions 15-17)

The IPSASB is commenting on this section of the paper because it supports oversight of its activities by
the PIOB and therefore has an interest in the PIOB’s role.

Firstly, if the MG is to have a more strategic role with the PIOB then it makes sense for the MG’s
relationship with the PIOB to be more focused on structural long term and strategic issues with the MG
giving strategic input. We therefore generally support the notion of the PIOB preparing regular strategic
plans and reviews including reflecting on the meaning of the public interest. The MG should have input
into the PIOB’s strategy documents and these should supplement the yearly business plan and budget.

Composition of the PIOB (Question 18)

As noted in our response regarding the MG composition and highlighted in the IFAC consultation on
oversight and governance, the IPSASB believes that if the PIOB undertakes oversight of the IPSASB,
(which as noted it strongly supports) then PIOB members should demonstrate a broader interest and
engagement in the issues surrounding public sector financial management and the fact that governments
are strong participants in capital markets.





PIACs and their respective CAGs

Composition (Questions 19 and 20)

The IPSASB is addressing these questions from the perspective of its own composition and any changes
that might be needed as a result of enhancing the public interest oversight of its activities.

The IPSASB is comprised of 18 members, 15 nominated by IFAC member bodies and 3 public members.
It has been noted that many of the many of the accountants that belong to IFAC’s member bodies often
are not those with responsibility for public sector accounting and auditing, and therefore the membership
may not be representative of governments. In many jurisdictions government accounting standards are
established by the government itself, for example by the Ministry of Finance. But Ministries of Finance
cannot be member bodies of IFAC and so must work with the related accountancy body in their
jurisdiction to ensure representation or be nominated as public members — and many Ministries of
Finance do this.

Some of the feedback from the consultations on IPSASB oversight IFAC conducted was that there should
be a review of the composition of the IPSASB, particularly whether having 15 members from IFAC
member bodies appropriately represents the governments and other stakeholders. There has been some
proposal that the number of public members for the IPSASB should be increased, with a commensurate
decrease in the number of IFAC member body members. This would allow more governments to
nominate members. IFAC has indicated that it would be open to reviewing the membership of the
IPSASB as a condition of oversight by the PIOB.

The IPSASB intends to establish a CAG under any oversight regime that is set up. The IPSASB agrees
that there should be rotation of the representatives of CAG member organizations rather than an
indefinite period. As far as the best period for rotation the IPSASB would leave it to the PIOB decision on
the appropriate rotation period for members of the CAG.

Section 3: Funding the Structure

The IPSASB agrees that it would be appropriate that the majority of the funding of the PIOB (at least
51%) come from sources other than IFAC in order protect the PIOB’s public interest role in the oversight
of the standards and establish the credibility of IPSASB oversight to Governments around the world. The
IPSASB agrees that the MG, the PIOB and IFAC should work together to explore funding from external
sources.

We imagine that if PIOB embraced the oversight of IPSASB, there may be Governments and other
potential funders (for example, related to capital markets) who would be willing to contribute towards the
cost of that oversight.

Ideally in the long-term a funding structure needs to be in place that ensures financial stability for the
PIOB to enable it to carry out its functions appropriately without being reliant on IFAC.
PIOB Work Program 2012 and Beyond

The IPSASB’s responses to the following questions are in the context of the fact that it believes that
public interest oversight of the IPSASB’s activities is necessary and that this could be reasonably
undertaken by the PIOB.





Q1: Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms (“to increase
the confidence of investors and others that the public interest activities of IFAC
(including the setting of standards by IFAC boards and committees) are properly
responsive to the public interest”) still appropriate? Please explain your views.

It is important that the IPSASB has public interest oversight in order that those adopting the standards are
assured that the IPSASB is acting in the public interest and that its standards result from widespread and
carefully considered comment from interested stakeholders around the world. Creating an oversight
regime will also help provide assurance that the IPSASB can independently and rigorously address public
sector financial reporting issues, will add credibility to the IPSASB’s processes, and will provide protection
against undue influence on these processes.

The IPSASB finds that the mandate of the PIOB is appropriate and could be extended to the IPSASB.

Q2: Do you agree that the PIOB’s main focus should continue to be to oversee due
process and protect the public interest? Are there any other matters that the PIOB
should focus on? Please explain your views.

The IPSASB agrees that the PIOB’s main focus should continue to be to oversee due process and
protect the public interest.

The IPSASB’s due process is the same as that of the PIACs in most respects. The major difference in the
due process is that the IPSASB does not currently have a CAG. In the 2011 consultations IFAC and the
IPSASB had with governments and other stakeholders, there was unanimous support for the formation of
a CAG for the IPSASB.

We highlight however, that unlike the other standard-setting boards, the IPSASB has a number of major
international bodies (including the European Commission and the World Bank) attending IPSASB
meetings as official observers (as highlighted in Appendix A). This allows direct engagement in IPSASB
debates which is beneficial as the standards develop.

The IPSASB believes that with the existence of a CAG the PIOB’s role should continue to be overseeing
the due process, assessing the appropriateness of the work program, but not assessing the technical
content of the standards.

Q3: Do you find the PIOB model of informed oversight the best possible model to
guarantee public interest protection?

The IPSASB supports the PIOB model of informed oversight.






The paper highlights that the main means the PIOB uses to build its awareness of the implications of its
work and to guide its independent oversight is the quality of board members and the experience they
bring with them. In order to apply an informed model of oversight to the IPSASB it will be important that
PIOB members demonstrate a broader interest and engagement in the issues surrounding public sector
financial management and the fact that governments are strong participants in capital markets.

Q4: Would you suggest any other avenues for the PIOB to further improve its oversight of
the PIACs?

Since the IPSASB has not been subject to the PIOB’s oversight regime it has chosen not to comment on
this issue at this time. However, the IPSASB encourages the PIOB to be responsive to the suggestions of
the PIACs in this regard and to consider how any further suggestions might impact and be applied to the
IPSASB in the future.

Q5: Do you agree with the medium-term strategic objectives for the PIOB? Please explain
otherwise

The IPSASB supports the medium term strategic objectives for the PIOB and believes that they are
reasonable in the context of oversight of the IPSASB.

Q6: Given the implementation of the Oversight Assurance Mode in place of the 100% direct
observation model, do you think that the achievement of a sufficient level of oversight
comfort by the PIOB will itself provide stakeholders with a sufficient level of comfort
that the public interest is being protected? Please explain your reasons.

The IPSASB thinks that the application of the Oversight Assurance Model should be capable of providing
sufficient comfort to stakeholders that the public interest is being served.

The IPSASB notes that in the initial period of oversight of the IPSASB the PIOB will need to consider
which Oversight Assurance Model would be applied. Because the IPSASB’s due processes are
substantially the same as the PIACs, it might be reasonable to apply OA2 (high). However, given the fact
that oversight of the IPSASB will be new and that new processes will need to be implemented (e.g.
establishing a CAG, increasing membership of the PIOB), the IPSASB thinks that in order to serve the
public interest the PIOB should initially apply OA1 (very high) as the oversight assurance model for the
IPSASB.






Q7: Do you agree that consulting the MG and other stakeholders through an active
communication policy will help the PIOB to form its own opinion on agenda-setting
public interest priorities? Please explain.

Providing the MG is extended to include INTOSAI, IMF and other bodies interested in IPSAS, the IPSASB
agrees that consulting stakeholders through active communication will assist in developing an opinion on
agenda-setting public interest priorities of the standard-setting boards.

The IPSASB notes that it is important to ensure that appropriate stakeholders have been identified and
their views sought. We note that the stakeholders for the IPSASB are different than of the existing PIACs
and that the PIOB will need to consider these differences. Organizations like the World Bank (already a
member of the MG), other development banks and the European Union are also key stakeholders.

Q8: Do you agree that the PIOB has to be fully aware of the implications of its work to
protect the public interest and that its informed approach to oversight requires an
active interaction with all stakeholders?

The IPSASB agrees that in order to protect the public interest the PIOB has to be fully aware of the
implications of its work. In addition active interaction with all stakeholders is important.

The IPSASB highlights as noted in the response to question 7 above that the stakeholders for the
IPSASB will be different from the PIACs and need to be appropriately identified if communications are to
be effective.

Q9: Do you agree that the PIOB mandate requires an active communication policy
explaining the processes of standard setting and their public interest focus? Do you
think the present minimalist policy is sufficient? Do you think that raising awareness
of the work of the PIOB should be an objective of its communications policy? Please
explain.

The IPSASB agrees that if oversight of the IPSASB is undertaken there will need to be an active
communication policy that targets IPSASB’s stakeholders, including raising awareness of the work of the
PIOB.






Q10: Do you agree with the view that has been put forward that funding has to be
diversified and should not largely dependent of IFAC funding?

The IPSASB agrees that funding of the PIOB must be diversified and that the PIOB should not be reliant
on IFAC funding.






APPENDIX A

Background Information about the IPSASB

Composition and Meetings

The IPSASB comprises 18 volunteer members from various parts of the world with experience and
expertise in public sector financial reporting. Board members bring a wide range of experience from
diverse backgrounds, including ministries of finance, government audit institutions, and public accounting.
Members are appointed by the IFAC Board based on recommendations from the IFAC Nominating
Committee. Members contribute about 500 hours per year to this activity, with the chair contributing about
1500 hours per year.

Members are appointed for a term of up to three years, which may be renewed for a further three years.
Continuous service on the board by the same person is limited to two consecutive three-year terms,
unless that member is appointed to serve as chair for a further term.

Of the 18 members, 15 are nominated by IFAC member bodies and 3 are appointed by the IFAC Board
as public members. Public members may be nominated by any individual or organization, such as an
academic institution. The key difference between public members and members nominated from IFAC
member bodies is that public members represent the broad public and must be seen as credible to do
this. All members, however, must sign a declaration annually that they will, as a member of the IPSASB,
act in the public interest.

All members are entitled to appoint a technical advisor, who assists in preparation for the meetings and is
encouraged to attend all meetings.

The IPSASB meets four times per year and all meetings are open to the public. Agenda papers, including
minutes of the meetings, are published on the IPSASB’s website.

Observers

There are a number of non-voting observers to the IPSASB. They have the privilege of the floor at board
meetings and contribute to the IPSASB discussions. These observers are expected to support and
promote the work of the IPSASB at relevant meetings and public forums. Although attendance at
meetings and contributions during the meetings are valuable, the engagement of observers with the
IPSASB beyond the meetings is even more critical in promoting the IPSASB’s work.

A listing is provided below of all IPSASB members, technical advisors, and observers.
Due Process

As of December 31, 2011 there are 32 accrual IPSASs as well as a comprehensive cash basis IPSAS.
The IPSASB follows an established due process in developing IPSASs. This process is consistent in
most respects with that of the other standard-setting boards, a process that was developed in
consultation with international regulatory bodies such as the Basel Committee on Banking Supervision,
IOSCO, the European Commission, and the World Bank. It provides an opportunity for those interested in
financial reporting in the public sector, including preparers and users directly affected by the IPSASs, to
make their views known to the IPSASB and considered in the standards development process.





Normally, but not necessarily, the IPSASB’s due process for projects includes the following major
components:

. Consideration of pronouncements issued by: The International Accounting Standards Board
(IASB); national standard-setters, regulatory authorities and other authoritative bodies;
professional accounting bodies; and other organizations interested in financial reporting in
the public sector. When considering the applicability of International Financial Reporting
Standards (IFRSs) to the public sector, the IPSASB analyses the IFRS to determine whether
there are public sector specific issues that warrant departing from the accounting standards.
This analysis is guided by “Process for Reviewing and Modifying IASB Documents” (provided
by email), a process developed by the IPSASB to ensure that the IPSASs address public
sector specific issues where assessed necessary. In addition, terminology is changed to
reflect the public sector scope of documents and the style of the standards is changed to
reflect IPSASB style as set out in the “Structure of IPSASs” document (to be provided by
email) developed by the IPSASB.

. Exposure for public comment — Exposure Drafts of all proposed IPSASs are developed,
usually with input from a task force or task-based group (TBG)l. The Exposure Draft will
include a Basis for Conclusions, which summarizes the considerations the IPSASB thought
relevant in coming to a position. In addition, alternative views (if any) are outlined in the Basis
for Conclusions. In some cases, depending on the nature and extent of public sector issues
involved, the development of an Exposure Draft is preceded by the issuance of an
information paper or consultation paper which would also be subject to public consultation.

. Consideration of comments received on exposure — The comments received are considered
by the IPSASB and the Exposure Draft is revised as appropriate. The comments are publicly
available on the IPSASB website (www.ipsasb.orq). If the IPSASB views the changes made
after exposure to be substantive, it re-exposes the document for comment.

. Affirmative approval — Approval of Consultation Papers (where applicable), Exposure Drafts,
Re-Exposure Drafts and IPSASs requires the affirmative vote of at least two-thirds of the
members. All published IPSASs include a Basis for Conclusions that explains how the
IPSASB reached its conclusions. Dissenting views on Consultation Papers and Exposure
Drafts can be found in the minutes of the meeting in which the vote took place

! A task force may include IPSASB members, technical advisors and observers as well as other subject matter experts.
Existing task forces are comprised of 7-10 people. Task based groups (TBGs) are typically comprised of only 3-4 people who
are IPSASB members or in some cases technical advisors.
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IPSASB Members and Technical Advisors as at January 1, 2012

Member

Employer and Position

Country

Technical Advisor

Andreas Bergmann,
Chair

(public member)

Zurich University of Applied
Sciences, Institute of Public
Management

Switzerland

Stefan Berger

Federal Department of Finance,
Government of Switzerland

David Bean, Deputy
Chair

Director of Research &

United States

Mary Foelster

Technical Activities, AICPA
Governmental Accounting
Standards Board (USA)
lan Carruthers Policy and Technical Director, | United Chris Wobschall
Public Finance and United Kingdom
Accountancy
Marie-Pierre Cordier Cour des Comptes, France Baudouin Griton
Government of France KPMG Audit
Mariano D’Amore University of Naples Italy Fabrizio Mocavini
(public member) Ministry of Finance, Government
of Italy
Rachid El Bejjet General Treasury for the Morocco Aziz El Khattabi
Kingdom of Morocco Partner, KPMG SA
Sheila Fraser (public Former Auditor General of Canada Stuart Barr
member) Canada Office of the Auditor General,
Government of Canada
Keniji Izawa Partner, Ernst & Young Japan Fumiki Sakurauchi
ShinNihon Member of the House of
Councilors, Japan
Hong Lou Deputy Director-General People’s Yangchun Lu
Ministry of Finance, Republic of Ministry of Finance, Government
Government of People’s China of the People’s Republic of China
Republic of China
Thomas Miiller- Partner, Ernst & Young Germany Gillian Waldbauer
Marqués Berger Institut der Wirtschaftspriifer
Masud Muzaffar Controller General of Pakistan Sajjad Ahmad
Accounts, Government of Member National Council
Pakistan Institute of Cost and Management
Accountants of Pakistan
Anne Owuor Manager of Debt Control and | Kenya

Management
Kenya Power & Lighting Co.

Commissioner, Salaries &
Remuneration Commission
Government of Kenya
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Jeanine Poggiolini

Project Manager

Accounting Standards Board,
South Africa

South Africa

Lindy Bodewig
Office of the Accountant General
National Treasury South Africa

Ron Salole Vice President, Standards, Canada Tim Beauchamp
Canadian Institute of Public Sector Accounting Board
Chartered Accountants Canadian Institute of Chartered
Accountants
Adriana Tudor Tiron Babes-Bolyai University Romania
Isaac Umansky Consultant Uruguay Marta Abilleira
Ministry of Economics,
Government of Uruguay
Ken Warren Chief Accounting Advisor, New Zealand | Joanne Scott
Treasury, Government of External Reporting Board,
New Zealand
Tim Youngberry First Assistant Secretary Australia Clark Anstis

Department of Finance and
Deregulation, Government of
Australia

Australian Accounting Standards
Board

Government of Australia

Observers to the IPSASB

. Asian Development Bank (ADB);

. European Commission (EC);

. Eurostat (Eurostat);

. International Accounting Standards Board (IASB);

. International Monetary Fund (IMF);

) International Organization of Supreme Audit Institutions — Committee on Accounting Standards

(INTOSAI CAS);

. Joint Pension Administrative Section of the Co-ordinated Organisations;

) Organisation for Economic Co-operation and Development (OECD);

. United Nations (UN);

. United Nations Development Programme (UNDP);

. World Bank
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12 July 2012

Mr Fernando Roy
Chairman

The Monitoring Group
¢/- IOSCO

(By email)

Dear Mr Roy,

Public Consultation on the Governance of the Monitoring Group and the Public
Interest Oversight Board (P1OB)

The Australian Auditing and Assurance Standards Board (AUASB) appreciates the
opportunity to comment to the Monitoring Group (MG) on its Consultation Paper. The
AUASB’s comments are limited to matters concerning oversight of the International
Auditing and Assurance Standards Board (IAASB) of the International Federation of
Accountants (IFAC) by the Public Interest Oversight Board (P1IOB).

We also note that the Financial Reporting Council of Australia has also made a detailed
submission to the MG and we support the content of that submission.

The AUASB and its predecessor board have harmonised Australian Auditing Standards (ASAs)
with International Standards on Auditing (ISAs) since the mid-1990s. More recently, since the
Clarity revision of ISAs by the JAASB in 2009, ASAs have been fully converged with ISAs.
We have been involved in participating in the IAASB (and formerly IAPC) process for many
years and we are supportive of initiatives aimed at improving oversight of its activities by the
PIOB and the MG.

In terms of governance matters, we suggest that the general perception of public interest would
be enhanced if the governance arrangements of the PIOB and IAASB were able to be separated
from any operational arrangements with IFAC, being the representative body of the global
accounting profession.

We perceive that the main challenge that the PIOB will face in increasing the public membership
of the IAASB will be the difficulty in achieving the necessary level of technical proficiency and
expertise in auditing and assurance amongst its members and those of the IAASB. As noted in
the Australian FRC submission, the public interest can generally be seen to be served if having a
majority of “public members” is achieved by having equal representation of the profession and
public membership with an independent chairperson. It may also transpire that the PIOB and the
IAASB may need to be better resourced with additional specialist staff and other resources to
meet the expectations relating to objectives and goals expected of them.

Telephone: + 61 3 8080 7400 Facsimile: + 61 3 8080 7450 Emaill: enquiries@auasb.gov.au Web: www.auasb.gov.au
ABN 80 959 780 601





The AUASB does not see it as a precondition to good governance to have a majority of what are
described as “public members” to achieve robust work outputs from the IAASB that are in the
public interest. Putting in place the appropriate institutional arrangements for the PIOB that are
sufficiently “arm’s-length” from IFAC, and then selecting the best individuals with the necessary
skills, professional backgrounds and ability to devote the requisite time for PIOB and IAASB
membership are vital, to further enhance public perceptions of the IAASB’s work and the
robustness of its standards in the public interest,

Several of the questions in the consultation documents raise the prospect of expanding the role of
the MG in order to better represent the public interest. We do not necessarily agree that this
would serve a useful purpose for a group which effectively monitors and appoints the members
of the PIOB, which itself oversees the work of IAASB and other boards. It would not appear
necessary or indeed appropriate to expand the MG role into areas already addressed by those
individuals who form the PIOB and JAASB Consultative Advisory Group (CAG). This would
ultimately lead to duplication, inefficiency and additional unnecessary cost, without
commensurate benefit.

It is suggested that an appropriate model for the PIOB and its oversight of the JAASB might be
to adopt governance and operational arrangements similar to those of the International
Accounting Standards Board (JASB). Moreover, in the AUASB’s view, funding for the PIOB
and the TAASB should ideally be provided independently of the global accounting profession to
enhance perceptions of the integrity and independence of the institutional model in place for the
oversight and setting of international auditing and assurance standards.

We trust that you will find the above comments useful. If you have queries regarding any
matters in this submission, please do not hesitate contact me at mkelsall@auasb.gov.au

Yours sincerely,

I lebail)

Merran H Kelsall
Chairman
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INDEPENDENT REGULATORY BOARD FOR AUDITORS

12 July 2012

Electronically submitted to Piob-MonitoringGroup@ipiob.org

Dear Sir/Madam

RESPONSE TO PUBLIC CONSULTATION — MONITORING GROUP
GOVERNANCE REVIEW AND PUBLIC INTEREST OVERSIGHT BOARD WORK
PROGRAM

| am pleased to provide our comments on the Monitoring Group’s (MG) preliminary
proposals resulting from its assessment of the current governance structure and the
Public Interest Oversight Board’s (PIOB) work program for 2012 and beyond.

The comments have been compiled in my capacity as the Chairman of the Standards
Coordination Working Group (SCWG), which is a working group of the International
Forum of Independent Audit Regulators (IFIAR), from the inputs of the following
members:

South Africa
Thailand

Spain

Chinese Taipei
The Netherlands.

The SCWG is largely responsible for matters with respect to standards and standard
setting activities.

While | attempted to highlight common views and trends in the responses, the
comments are not necessarily representative of the SCWG or the IFIAR membership
as a whole. Where, in some instances, the views of the members were different, we
tried to share the different views with the appropriate motivation.

IFIAR has as its overarching objective a common goal of serving the public interest
and enhancing investor protection by improving audit quality globally, and more
specifically:

e Sharing knowledge of the audit market environment and practical experience of
independent audit regulatory activity with a focus on inspections of auditors and
audit firms;

¢ Promoting collaboration and consistency in regulatory activity; and

e Providing a platform for dialogue with other organisations that have an interest in
audit quality.

Our comments should therefore be read in the light of the above objectives.

While we have responded to the specific questions in the consultation papers, we
have made some high level recommendations which are pervasive throughout the
current structures and apply to the present processes. Broadly, these include the
following:
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o While we believe that the monitoring and oversight responsibilities of the PIOB
and MG, respectively, should continue, there are opportunities for these roles to
be further enhanced and for closer liaison between the different structures,
notwithstanding their independence from each other;

e We believe that the ultimate goal of standard setting should be for the standard
setting structures to be entirely independent of the profession;

e While a focus on due process remains essential, it is not necessarily sufficient for
the oversight structures to discharge their responsibilities to protect the public
interest and more active roles need to be considered; and

e The objectives of the oversight and monitoring should be more outcomes based,
instead of focused on process (inputs).

| trust that our inputs will be of value to further enhance the goals of the MG and PIOB
to reinforce its mechanisms to safeguard the public interest with respect to standard
setting, and will be happy to further discuss our comments if required.

Yours Faithfully

Borei . e

Bernard Peter Agulhas
Chief Executive Officer

Established in terms of Act 26 of 2005





Response to

Public consultation on the governance of the Monitoring Group, the PIOB and the

standard setting boards under the auspices of IFAC






Q1: Do you consider it necessary to enhance representation of the public interest? In that case,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce the

mechanisms to safeguard the public interest?

Response to Question 1

Yes, we do consider it necessary to enhance representation of the public interest.

While we support the appointment of an independent chairman to the IESBA and redefining the nature of
non-practitioner board members, we also consider it necessary to enhance representation of the public
interest on the standard setting boards. For example, defining the criteria regarding a cooling off period
for former audit partners to sever any material link with the profession will contribute towards the
promotion of stakeholders’ confidence in the quality of the standards, and ensure that the standards are

developed in a manner that is responsive to the public interest.

The non-practitioner board member definition must also be carefully considered. This is sometimes
confused with ‘public members’. Non-practitioners should not include former audit partners (unless there
are criteria for an appropriate cooling — off period). In our view, a ‘public member’ also does not mean
anyone who is not an auditor, for example, an academic is not necessarily a ‘public member’, although the

academic inputs are essential.

It is also important to consider structures that will provide the necessary technical support to public
interest members, as they may not be close enough to the technical issues which could impact on the

public.

As an ultimate goal, we would foresee full independence of the PIACs from IFAC. However, as interim
measures, it could also be explored whether the non-practitioner members could be appointed (and paid)
other than by IFAC. (We are aware that the process has recently been changed to allow for the
appointment of public members other than by IFAC). Further, we suggest exploring possibilities to ensure

that the PIACs have a majority of public interest members.

We believe that the role of the PIOB vis-a-vis the appointment of PIAC Members could also be expanded.
Currently the PIOB only monitors the appointments of Members who are approved by the IFAC Members,
but we believe that the PIOB should also consider the nomination process as a whole, and that application
by potential public members are dealt with in a different way than via IFAC Membership (as mentioned

above, we are aware that the appointment process is being changed).






We would also like to point out that the standards for Auditing (including Quality Control) and
Independence/Ethics are more of a public interest nature. We believe that the efforts from both the MG
and PIOB should focus on these two aspects and thus on the development of ISAs, ISQC and the Code of

Ethics. For other standards, we believe that there is much less public interest at stake.

Finally, we note that the level of acceptance of the ISAs and, even more so, the Code of Ethics, show that
these standards are not yet perceived to be sufficiently meeting Public Interest needs. This may be caused
by the fact that the standards are now developed to serve the needs of a broad range of companies, audits
and audit firms. The capital markets, however, need high quality audits. While we recognise that the needs
from capital markets may be different than those from smaller entities, we believe that this should be
better reflected in standard setting, and that the standards should be developed so that they better meet

the needs of the capital markets.

Q2: In the long term, would you favour a different and fully independent standard-setting model

completely outside the IFAC structure and if so how could it be funded?

Response to Question 2

We would strongly favour standard setting outside of IFAC and foresee a structure funded by independent
bodies (e.g. regulators and/or supervisors). In such a structure, it could also be explored whether the
current structure of separate boards for auditing standards and for ethics standards is the best one, or

whether these boards should be merged.

Q3: Do you consider that the current three-tier system is adequate for achieving the objectives,
or that an alternative model could be more adequate? In the latter case, which model would you

suggest?

Response to Question 3

The current model is difficult in practice, and somewhat overlapping in its oversight and division of tasks
between the PIOB and MG. However, given that standard setting currently resides within IFAC, we believe
that the three-tier system is appropriate and needed. If standard setting were fully independent and
outside of IFAC, a two-tier system, with a standard setting body, and one oversight body, could be

adequate.

Three — tier system

In a three-tier system, consideration could be given to change to a similar model to the one adopted by

the IFRS Foundation. This also involves the existence of 3 layers and could be represented as follows:






- Standard Setting Boards

- PIOB (expanding its functions to technical support to PIAC’s and acting as the IFRS Foundation

Trustees, who have, among others, the responsibility for the financing arrangements)

- Monitoring Group (that oversees the whole structure)

Further recommended improvements within a three-tier system:

e The MG could further improve its strategic role, as well as having more close oversight of the
PIOB’s operations. This may require the MG to have part-time staff.

e The PIOB could expand its oversight role. Such expansion should enable the PIOB to not only
monitor due process closely, but to also take a broader look at the IAASB’s and IESBA’s projects.
We recommend that the PIOB also start assessing whether new projects are driven by public
interest objectives.

e The PIOB should have appropriate technical understanding of the projects so as to assess that
public interest comments have been sufficiently addressed. This means that members of the
oversight bodies and their staff need to be capacitated to appreciate the actual technical issues
and receiving the necessary technical support, if required, and not only sign off on process.

e Oversight by the MG and monitoring by the PIOB should also focus on the outcomes.

e Finally, the PIOB should improve its work regarding the design of the processes. Many issues that
arose in the Effectiveness Assessment review, such as the issues relating to Technical Advisors, to

voting by proxy and to the role of the CAGs, have not been identified by the PIOB.

Two - tier system

In a two-tier system, in the event that the standard setting structures are completely independent of IFAC,

the following improvements could be considered:
a) the structure would not be financed in its majority by IFAC;

b) the possibility of a Permanent Secretariat for the Monitoring Group (in a three-tier system a

part time secretariat might suffice); and
c) Financing of the PIOB and MG.

In this context, we believe that a two-tier system would be adequate enough to achieve the objective of

securing the necessary confidence in the standard-setting activity.
The two layers envisaged in a two-tier system would be comprised of:

- Standard Setting Boards; and






- MG (with strategic role, technical support and oversight of the performance of the standard

setting boards).
Conclusion

In conclusion, and with consideration of the recommendations to improve the current three-tier system,
we believe that the three —tier system is appropriate until such time as the standard setting activities can

be completely independent of IFAC.

Q4: Would you include the IPSASB among the committees under the PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you see as a factor to take

into account the fact that IPSASB deals with accounting rules instead of auditing ones?

Response to Question 4

Although it could appear obvious that new disciplines can easily be accommodated by existing
structures and processes, there could be practical difficulties. Public sector accounting, like public

sector auditing, is complex and quite different from private sector standards.

We would therefore not support the PIOB to oversee the IPSASB as it could result in a more
heterogeneous set of standards subject to oversight by PIOB, which would also require a different

skills set amongst the PIOB members.

Currently, INTOSAI (The International Organisation of Supreme Audit Institutions) is responsible for
public sector auditing standards. It might be more appropriate to include the public sector accounting
standards here. It is understood that this body might not have the required oversight structures;
however, the IFAC structures should not be used simply because it has the necessary oversight

structures in place.

Another alternative is that the IPSASB should be overseen by the Trustees of the IFRS Foundation
which is an organization that currently oversees the International Accounting Standards Board (IASB),
the private sector accounting standard setter. There is a better link with IASB’s accounting standard
setting work for the private sector, and we therefore suggest that those interested in accounting
standards for the public sector explore whether there is merit in liaising with the IASB and/or the
Monitoring Board on this. It is clear to us, however, that the MG/PIOB structure is not appropriate for

also overseeing the IPSASB.

Whichever option is chosen, we agree that it is important that the IPSASB is subject to independent

oversight, given its role in the public sector, which necessarily forms part of the public interest.






Q5: Do you see merit in having a “Compilation document” for the whole structure? In this case,
which alternative would you prefer for organising the structure and nature of the compilation

document?

Response to Question 5

Whichever option is chosen, it will be desirable to demonstrate a clear separation between the different

structures to reflect their independence from each other.

It would probably be best if the “Compilation document” could be organized through the PIOB
Foundation. The document should, as mentioned above, clarify the nomination process and governance of

each body in the structure to clearly reflect their Independence.

However, we would also be comfortable to do this as a stand alone document, linking, where relevant, to
legal and/or statutory documents for each of the constituents of the structure, clearly indicating that the
MG would act as governance body for the PIOB Foundation. This could also better reflect the distinct roles

of the PIOB and the MG.

QG6: Given the breadth of the current mandate, would you consider it helpful to modify the name

of the structure to improve its visibility? In this case, what name would you suggest?

Response to Question 6

The reference to ‘IFAC Structure’ do not sufficiently and visibly provide the public with the
independent oversight the PIOB and MG provide over the standard setting processes and boards of

IFAC.

It is also not advisable to have names that are too long as they would be abbreviated in any event

making the structures even less identifiable by the general public.

As per our earlier responses, we believe that the public interest is mostly at stake with auditing and

ethics / independence standards. The name should reflect that.

Q7: Do you agree with the proposal that the MG should have a more strategic role?

Response to Question 7

The MG should only have a strategic role. It should not get involved in the roles of the PIOB and the

PIACs. This is important to emphasise the independence of the bodies in the overall structure.






We believe that the MG should focus on whether or not the whole structure continues to meet its
strategic objectives, which also includes providing strategic guidance to the bodies involved in the

system.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving appropriate
feedback?

Response to Question 8

Yes, we do agree with the proposed objectives; however, such monitoring and guidance must be on
strategic issues and at a strategic level. This will ensure that the MG can influence the strategic direction of

matters on the PIACs’ agendas and the PIOB’s monitoring thereof.

It will, however, be equally important that the MG receives feedback on strategic issues it wished to be
included on the PIACs’ agendas and whether the PIOB has appropriately monitored the PIACs’ responses

to such strategic issues. This will assist the MG in determining the effectiveness of its oversight role.

Q9: Do you agree with the suggested ways of improving the communication activities? Would
you consider it useful for the MG to have in the special occasions described above direct

involvement with PIACs?

Response to Question 9

We agree with the suggested ways of improving the communication activities, especially with the
proposals regarding the issuance of more frequent press releases and improving the website visibility

of the MG.

In addition, we believe that it is useful for the MG to have some direct involvement with the PIACs,
both through discussion of MG Members’ comment letters, and otherwise if needed (this does not
mean that the MG becomes involved with the operations of the PIACs) . This may entail the MG giving
direct feedback on certain technical issues in standards, or the MG pointing out issues that are
currently not addressed in the standards. The limitation that the MG should not have any technical
influence on standards, does not seem appropriate in light of the public interest. However, given the
strategic role of the MG, such inputs would necessarily have to be related to the public interest. Given
the fine balance between the technical detail and strategic direction given to PIACs, it

becomes essential for the MG to discern those technical nuances that may impact on broader
strategic, public interest issues. An example could be the proposal in the standard dealing with

reliance on internal auditors for the external auditor to make use of direct assistance. The MG should






have sufficient appreciation of the impact on the independence of the external auditor to discern

whether such a provision is in the interest of the auditor or the protection of the public.

Q10: Do you have any specific suggestions on how liaison with investors could be improved? In

this sense, do you see merit in some portions of the MG meetings having public attendance?

Response to Question 10

We note that several of the MG’s members have working relationships with investors. The difficulty in
organizing these work streams is that investors tend not to have an international organisation and/or
representation. Before the MG starts liaison with investors on its own, it might be worthwhile to learn
from those MG members what benefits they have had from investor input and what challenges they

encountered, and how they overcame those challenges.

With regard to the proposal to open some portions of the MG to the public, we are unsure whether
this would contribute to a better mutual understanding of the MG and its stakeholders. With some of
the PIACs already having its meetings open to the public, it might not be necessary to also have the

MG meetings in public.

Q11: Would you find it useful that the MG engages with organisations representing governmental
institutions? Would the G20 be the most appropriate or should other bodies be considered as

well?

Response to Question 11

Given the importance of audit for global financial stability and that it already has been discussed at the
G20-level, it seems appropriate for the MG to engage with the G20, as they represent the governments

of the 20 most important global economies. We would consider the G20 to be appropriate at this stage,

and to explore at a later stage whether there is benefit in considering other governmental bodies.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe that
other organisations (i.e. national or regional regulators) should or could be represented in the
MG? If so, which criteria do you think new members should fulfil to become MG members? (ii)
Should a maximum be set to the number of MG members? (iii) Would you favour a change on

how the chairperson is appointed?

Response to Question 12

(i) We do not think it is necessary to include other organizations in the MG as current members of the






MG, e.g. IOSCO and IFIAR, already represent both developed and emerging countries from all over the
world. The current membership appears appropriate as these organisations already represent their
national counterparts. Consideration could be given to include the Monitoring Board if the MG is to

foster relationships and engage in some form.

Therefore, on its own, we consider the MG appropriately composed, as it comprises of all relevant
international financial regulators. We would not support national organisations to become part of the
MG on their own. With regard to regional regulators, the most important consideration seems to be
whether they add further value to the MG which is not currently available to the MG. Further,
consideration should be given to whether the regional organisation is not also part of an existing

member with global outreach.

(i) Although we believe that the size of MG should not be too large, it might be useful to leave scope
for adjustment of the number of members, although the size should not negatively impact on the

effectiveness and efficiency of the MG.

Minimum criteria should be that the members exist to protect the public interest and are

representative of national bodies.

(iii) The members should appoint the chairman.

Q13: Do you see a problem in MG members appointing full time employees of organisations

represented in the MG as PIOB members?

Response to Question 13

The role of the MG is to monitor the PIOB, including its oversight activities and the execution of its
mandate. This suggests some healthy tension between the two structures and enhances the confidence
which the public has in the oversight mechanisms. In the absence of this, the perception might be
created that the structures are not sufficiently independent, whether they are in fact independent or

not.

We would therefore caution against MG members appointing full time employees of the MG

organisations as PIOB members as it could result in conflicts of interest, whether real or perceived.






Q14: Would you consider it convenient to avoid direct hierarchical relationship between the

PIOB and the MG members?

Response to Question 14

Refer to our response to Question 13. Whether or not a hierarchical relationship exists, the MG and
PIOB should not have representation from the same organization. Alternatively, such membership

should be balanced by sufficient other (‘independent’) members.

Q15: Do you think the roles and responsibilities of MG and PIOB should be further clarified? Do

you have specific suggestions regarding which areas this clarification should address?

Response to Question 15

The MG should play a more strategic role while the PIOB interacts more with the PIACs, other than the

situations in which the MG may wish to interact more directly with the PIACs, as mentioned above.

The current structure is also very complex and any steps taken to clarify it would be helpful. It could
also be useful to analyse the roles and responsibilities of each party in order to assess if there are

synergies and overlap which could be avoided.
Clarification could be considered in the following areas:
e The overall responsibilities in the system (which remain with the MG)
e The oversight of compliance with the agreed processes (which is the task of PIOB)

e Whether and how public interest is ensured (this is possibly a joint responsibility, but it could

be further clarified into tasks that could be attributed to either the PIOB or the MG).

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and oversight

framework through its strategy document?

Response to Question 16

It is always useful to review due process and oversight, although these should not be changed too often.

Reviews are useful to highlight areas for improvement and contribute to transparency.

It also helps to ensure that the work from the PIOB is responsive to what those interested in auditing
standards expect them to do. It could be considered whether the PIOB should do this review, or whether

this should be part of the MG’s regular work.
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Q17: Do you see merit in the PIOB periodically producing a strategy document that would

supplement the yearly business plan and budget? What should the involvement of the MG be in

the production of these documents?

Response to Question 17

A Strategy document would be useful in order to communicate the long/mid term planned activities of
the PIOB, but it should be prepared independently of the MG. The strategy could be exposed for
comments in a similar manner that IFAC and the IAASB expose its strategies for public comment.

We support the fact that the PIOB currently exposes its proposed strategy for public comment.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would you

consider it convenient that the PIOB’s composition is reviewed each time a new body becomes a

member of the MG?

Response to Question 18

A periodic reconsideration of the PIOB composition has benefits as it opens the opportunity to adapt the
PIOB to changing circumstances. A change in the MG could act as a trigger for such review, although it

could also be decided to do that at periodic intervals.

As already mentioned above, it might not be ideal to have the MG and PIOB represented by the same
organisations (the PIOB is a ‘mirror image’ of the MG). However, given that this is presently the case, it
would be useful to include additional members on the PIOB to ensure that there is no conflict of

interests, whether real or perceived. This will also enhance the independence of the PIOB from the MG.

We further suggest to reconsider the size of the PIOB. As per our responses to the PIOB’s work plan
consultation paper, we propose some limited changes to the PIOB’s oversight. In our view, these shifts
would be best supported by more work being done by PIOB staff in overseeing whether proposed
standards sufficiently meet the public interest. We propose reconsidering whether a board of 10 persons

would be needed to perform PIOB’s tasks, or whether a smaller Board would be sufficient.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see merit,

in

the context of a second effectiveness review, in exploring the idea of having a majority of non-

practitioners and a majority of public members?

Response to Question 19

Some members believe that the current composition of the PIACs is appropriate. They support the idea
to maintain the portion of practitioner members as they can provide useful information regarding

changes and current developments in the accounting and auditing environment, as well as practical
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problems which arise from the application of the standards. The experience of practitioner members

would help balance the practical aspects of the standards with the aim to serve public interest.

Some members, however, support an increase in the number of non-practitioners. They believe that it
could be considered that audit knowledge and experience can also be obtained from members who are
not working in an audit firm, and it should also be borne in mind that those working in an audit firm do
not automatically have recent audit experience. This could be further explored in a second effectiveness

review.

In order to ensure an adequate balance between audit experience and the public interest, our
recommendations under Question 1 are critical, as achieving the desired balance is not necessarily a
question of getting the ‘numbers’ right. The boards must demonstrate that, in substance, the public
interest is foremost in standard setting activities — this can be demonstrated in a number of ways other
than concentrating too much on quantity. Our recommendations under Question 1 are mostly focused

on getting the right quality inputs in order to protect the public interest.

Q20: Do you consider best practice a nine years period for rotation of the representatives of CAG

member organisations?

Response to Question 20

While rotation of representatives of CAG member organisations is appropriate, the nine year period
appears too long. While longer periods of membership would ensure continuity, staggered rotation can

achieve the same objective.

A period of 5-6 years would appear more appropriate and if the same member organisations continue

as CAG members, there should also not be any loss of institutional knowledge.

Q21: Would you agree that it is not realistic at the current time to attempt to alter the funding

structure of standard setting activities in any substantial fashion?

Response to Question 21

No, we think that currently it is possible to alter the funding structure of standard setting activities. While
the major source of funding to support standard setting activities may presently come from IFAC,
consideration could be given to the method of collection and management of the funds to create more
independence, for example, by appointing a new body that is purely independent from IFAC to manage
the funding. Consideration could be given to the IASB funding model and probably the PIOB may develop

its funding model to be in line with that of the IASB.
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Changing the funding model is also crucial to secure long-term investor confidence in auditing and ethics
standard setting. As this is a long process, work on this should start as soon as possible. Also, we note
that several MG members are now considering, or already have (conditionally) agreed contributing to
the PIOB budget. This shows that there is a realistic possibility that the funding model is capable of
change in the immediate term. Further, given the current financial crisis, the importance of high quality
regulation is paramount and independent funding will create the necessary confidence that this objective

is achievable.

Q22: Do you consider it appropriate that IFAC finances the largest part of the PIOB budget?

If

not, do you consider appropriate that IFAC launches an external fundraising having some

contributions of the MG members in the mean time (until fundraising is able to provide with

some funds?)

Response to Question 22

We think that IFAC funding is appropriate for a limited part of the PIOB budget, not for the largest part.
The raising of funds via the MG members seems to be a workable solution. We are not in a position to

comment on possible IFAC fundraising activities as we are not currently certain how this will be done.

Q23: Do you think it is feasible to have a similar funding structure in place for the PIOB to that

in place for funding the IFRS foundation?

Response to Question 23

Yes, we believe that it is feasible and reasonable for the PIOB to consider having a similar funding

structure as the IFRS Foundation.

Q24: Do you see the need for and/or merit in having a permanent secretariat for the MG? In this

case, do you think IOSCO should provide resources for a permanent secretariat to the MG?

Response to Question 24

We believe that the MG should have some capacity to support administrative work and future duties
that may arise from the MG’s plans to perform a more strategic role in the future. This might be in the
form of part time staff.

While some members believe that IOSCO should continue to provide the secretariat function, others
believe that it might be good for governance and transparency if there is some rotation of the

chairmanship.
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Q25: How do you think the governance of international auditing, ethics, and education setting

process could improve audit quality? What are the main objectives that those responsible for

governance should take into account?

Response to Question 25

We believe that if the governance of the international auditing, ethics and education standards setting
process is well designed and transparent, the standards derived from that process would be a good
guideline for practitioners to perform high quality audits. In addition, those who are responsible for
governance should take into account the stakeholders’ interest and public interest as their prime

objective.

A second objective of the governance should be to secure that the profession does not have undue

influence on standard setting.

Q26: What is your opinion about the current structure? Do you think the current structure is

appropriate in order to improve audit quality? If not, what changes, suggestions or remarks

would you propose?

Response to Question 26

The current structure was an appropriate and balanced step when it was developed and introduced in
the early 2000s. However, given the developments since that period, we no longer think that the
structure is fully appropriate. Please refer to our answers on the previous questions regarding our

suggestions, remarks and proposed changes.

Q27: Do you agree that the current levels of empowerment and responsibility of the bodies that

compose the current structure (MG, PIOB and PIACs) are appropriate? If so, do you have any

suggestions for improving the dialogue and interaction between the different bodies? If not, how

these levels of empowerment and responsibility could be improved?

Response to Question 27

We agree that the current levels of empowerment and responsibility of the bodies that compose the
current structure are appropriate. However, we suggest that the MG increases the frequency of dialogue
with the PIOB and PIACs in a proactive way.

We further suggest to better align the activities of the PIACs between each other. This especially relates

to the IAASB and the IESBA as there is often a relationship between these standards.
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Q28: Do you think that there is any other overall structure that could achieve improvement in

audit quality more efficiently? If so, what could they be and how might they be financed?

Response to Question 28

We appreciate that not all countries have bodies which are members of IFAC. However, for those IFAC
members, audit quality will be further achieved when all IFAC members fully adopt international
standards, and strictly regulate their members’ compliance with the standards. At the moment it appears
that many of IFAC members have not fully adopted the international professional standards, and the
level of supervision and regulation of them are not as robust as expected by the public. Therefore, we
propose that the MG and PIOB encourage IFAC to enhance the role and resources of the Compliance
Advisory Panel to be able to ensure that all IFAC members fully comply with the Statements of

Membership Obligations.
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RESPONSE TO
PIOB WORK PROGRAM 2012 AND BEYOND
PUBLIC CONSULTATION PAPER






Q1: Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms (“to increase
the confidence of investors and others that the public interest activities of IFAC (including the
setting of standards by IFAC boards and committees) are properly responsive to the public
interest”) still appropriate? Please explain your views.

Response to Question 1

We believe that the mandate of the PIOB as defined in the 2003 IFAC reforms is still
appropriate. We consider that confidence of investors and others on public interest activities
of IFAC is always important, and needs to be regained and enhanced, especially after the

global financial crisis.

However, we think that the public interest is mostly concerned with the ISAs, with ISQC1 and
with the Code of Ethics. We would therefore propose, in line with our suggestions for the
MG, to focus the PIOB’s mandate to overseeing whether those standards are set in the public
interest. We note that the level of acceptance of the ISAs and, even more so, the Code of
Ethics, show that these standards are not yet perceived to be sufficiently meeting Public
Interest needs. This may be caused by the fact that the standards are now developed to serve
the needs of a broad range of companies, audits and audit firms. The capital markets,
however, need high quality audits. While we recognise that the needs from capital markets
may be different than those from smaller entities, we believe that this should be better
reflected in standard setting, and that auditing standards should be developed so that they

better meet the needs of the capital markets.

The current mandate of the PIOB has not fully ensured that the IFAC standards are
sufficiently responsive to the public interest. This is evidenced by the number of jurisdictions
that have adopted the IFAC standards as their national audit and independence/ethics

standards.

In order to resolve this, we believe that the oversight mandate should focus more on the
actual outcomes of the standard setting process, and secondly, that the design of the
standard setting processes should be monitored by the PIOB as well. As regards the standard
setting processes, we believe that the PIOB (staff) should also focus on technical
understanding of proposals to revise standards, of the public interest needs for doing so, and
on whether the Boards have appropriately responded to public interest concerns raised. This

means that the PIOB should not limit its monitoring to whether due process was followed.






Q2: Do you agree that the PIOB’s main focus should continue to be to oversee due process
and protect the public interest? Are there any other matters that the PIOB should focus on?
Please explain your views.

Response to Question 2

Signing off on due process may not be sufficient going forward. As stated in the Consultation
Paper, it is critical that the PIOB avoids the risk that oversight of the due process is applied in
a mechanical way with little judgment exercised over its public interest implications. Respect
for due process may not always guarantee public interest protection, so the PIOB needs an
understanding of the substance and the implications of a new standard to make a

determination of whether the public interest was served in its development.

We therefore agree that the PIOB’s main focus should continue to oversee due process and
protect the public interest. However, in addition, it is also important for bodies that are IFAC
members to fully adopt the international standards, and strictly regulate their members to
comply with the standards. Therefore, we further propose that the MG and PIOB encourage
IFAC to enhance the role and resources of the Compliance Advisory Panel to be able to
ensure that all IFAC members fully comply with the Statements of Membership Obligations

(where applicable).

The focus should therefore not only be on the process. We would support shifting the focus
to rather analyzing what public interest should entail, and how protecting the public interest
is best achieved. That would also include looking for areas currently not covered by standards

and other audit quality related matters.

Q3: Do you find the PIOB model of informed oversight the best possible model to guarantee
public interest protection?

Response to Question 3

Although informed oversight will contribute towards the governance processes of the PIOB,
the matters raised under Q2 above are also important.

There seems to be too much focus on the process and communication, and too little on the
content. Rather, we suggest improving dialogue with investors and the MG, and focusing on

desired outcomes.






Q4: Would you suggest any other avenues for the PIOB to further improve its oversight of the
PIACs?

Response to Question 4

As commented in the MG Governance Review, it is important to provide the PIOB members
with technical capacity and support to better understand the impact of technical matters on

the public interest, if required.

The PIOB should look more into technical issues, by monitoring whether public interest
concerns raised by MG members or other regulators have been given sufficient weight and
thus have been addressed appropriately. This should be a focus point for the PIOB when
reviewing a project. Also, the PIOB could look into the background of projects, and whether a
project is needed from a public interest perspective (for example, we would regard allowing
direct assistance from internal to external auditors not needed from a public interest
perspective, as was proposed in the recent exposure draft of the standard on reliance on
internal audit — PIOB members should therefore be in a position to sufficiently appreciate the

impact of technical provisions on the public interest).

The PIOB should also do more work regarding the standard setting processes, as stated
above. Many of the issues that arose in the effectiveness assessment report had not been
identified by the PIOB, such as the timeliness of preparing papers for the CAG meetings,

voting by proxy and the role of technical advisors.

Q5: Do you agree with the medium term strategic objectives for the PIOB? Please explain
otherwise.

Response to Question 5

The PIOB should increase its proactive engagement with bodies such as IFIAR so that they can
understand particular concerns. These concerns may not be picked up from overseeing due

process only.

The PIOB should also participate in the development of a definition of public interest to assist

them in overseeing the appointments to boards.

The medium-term strategy focuses too much on process (inputs), instead of on outcomes. That






does not contribute sufficiently to its mandate of being responsive to the public interest.

Also, it seems inappropriate that the high risk work on setting Auditing Standards is not
attributed the highest oversight intensity, but somewhat less, although we appreciate that the
board may believe that they have achieved the desired level of oversight comfort. As indicated
before, we believe that the public interest is mostly at risk with ISAs and with the Code of

Ethics.

Q6: In a scenario of less than 100% direct observations, do you think that the achievement of
a sufficient level of OC by the PIOB will itself provide stakeholders with a sufficient level of
comfort that the public interest is being protected? If not, what additional steps do you think
the PIOB should take to satisfy stakeholders?

Response to Question 6

While 100% direct observation is not necessary, the proposed models and methodology

appear too mechanical to arrive at the required oversight comfort.

Proactive engagement with public bodies to ascertain their concerns regarding the

protection of the public interest should be considered.

We do not consider direct observation the most appropriate model of oversight. We would
urge the PIOB to develop criteria for assessing whether standards meet the public interest
benchmark (such criteria could be approved by the MG). Based on such criteria (such as

enforceability, clarity of standards, unambiguity), the PIOB should assess whether:

e Projects are in the public interest;

e Exposure Drafts are prepared and drafted bearing the public interest in mind;

e PIAC Task Forces and Boards appropriately address comments raised from a public
interest viewpoint, such as comments from MG members and other regulators; and

e The final standard sufficiently serves the public interest.

We believe that this would require that PIOB Members have adequate knowledge of
auditing, and that they are supported by staff who have the appropriate level of knowledge

of auditing, public interest and regulatory matters.






Q7: Do you agree consulting the MG and other stakeholders through an active
communication policy will help the PIOB form its own opinion on agenda-setting public
interest priorities? Please explain.

Response to Question 7

We agree that consulting the MG and other stakeholders through an active communication
policy will help the PIOB to form its own opinion on agenda setting public interest priorities as
MG members comprise of many international regulators which have as their main
responsibility the protection of the public interest. Therefore, communication with the MG

would help the PIOB to understand the needs of the public.

Although there is benefit in communication with stakeholders, it should not be the highest
priority on the PIOB’s agenda/work plan. Up to now, the focus on Communications seems
disproportionately high as compared to its primary mandate and efforts in this regard should

be more limited.

Q8: Do you agree that the PIOB has to be fully aware of the implications of its work to
protect the public interest, and that its informed approach to oversight requires an active
interaction with all stakeholders?

Response to Question 8

We agree that the PIOB has to be fully aware of the implications of its work to protect the
public interest and that its informed approach to oversight requires an active interaction

with all stakeholders.

However, we believe that the MG should be the primary structure to interact with
stakeholders. Based on their background and knowledge, MG members could inform the

PIOB of the public interest concerns and issues.
Further, we suggest that the PIOB annually develops an oversight plan, setting out:

e The projects from the relevant PIACs;
e The public interest issues and criteria for these projects; and
e How the PIOB is going to monitor that the public interest is met within these

projects.






Q9: Do you agree that the PIOB mandate requires an active communication policy explaining
the processes of standard setting and their public interest focus objectively and listening to
stakeholders’ concerns? Do you think the present minimalist policy is sufficient? Do you think
that raising awareness of the work of the PIOB should be an objective of its communications
policy? Please explain.

Response to Question 9

It is important to raise awareness of the work of the PIOB so that public bodies can proactively

engage with the PIOB as they will be better educated on its purpose and mandate.

We agree that the PIOB mandate requires an active communication policy explaining the
processes of standard setting and their public interest focus. However, we believe that there
should not be a disproportionate focus on communication as the PIOB’s efforts shift more to

an oversight role.

The public would be more interested in an annual report by the PIOB setting out its
achievements and the outcomes of its monitoring functions. The ultimate success of the PIOB
could also be measured by the acceptance of the standards that are produced under its

supervision.

It might be more appropriate if communications on the process of standard setting and their

public interest focus are primarily done by the standard setting boards, and not by the PIOB.

Q10: Do you agree with the view that has been put forward that funding has to be
diversified and should not largely be dependent on IFAC funding?

Response to Question 10

IFAC should not fund the majority of the PIOB costs. The proposal in the MG Governance paper
that MG members fund the majority of the costs is more acceptable. Independence is not an

issue when funding is downwards and not upwards.

If funding has to be provided by IFAC, then the method of collection and management of that
fund could be adapted to be perceived to be more independent by appointing a new body that

is independent from IFAC.






Q11: Please suggest alternative sources for diversifying and financing the PIOB budget

Response to Question 11

If the PIOB is to diversify its funding, we believe that the Monitoring Group Members would be

the most appropriate sources of funds, should this be possible.

The current goal of funding through MG members with a minority of the funding coming from

IFAC therefore seems appropriate.
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8™ July 2012

Dear Sir

Monitoring Group Consultation Paper;

Governance (with special focus on organisational aspects, funding, composition and
the roles) of the Monitoring Group, the PIOB and the standard-setting boards and
Compliance Advisory Panel operating under the auspices of IFAC (the MG Consultation

Paper)

and

Public Interest Oversight Board Public Consultation Paper;
PIOB Work Program 2012 and Beyond (the PIOB Work Program)

Introduction

We are pleased to comment on the above Consultation Papers and apologise for late
submission of the response on behalf of BDO. Following consultation, this letter
summarises the views of those member firms within the BDO network that provided

comments.

BDO is the fifth largest global accounting network, and is represented in 135 countries
worldwide. It has a strong European base, which reflects the origins of our network as a
European organisation, with its global centre being located in Belgium.

We set out below our combined comments on the MG Consultation Paper and the PIOB
Work Program. We share the objectives of the Monitoring Group and the PIOB to reinforce

Brussels Worldwide Services BVBA. RPR Brussels. BTW/VAT number BE 0820 820 829.
Service provision within the international BDO network of independent member firms (“the BDO network'}) is coordinated by Brussels Worldwide Services
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omissions. Nothing in the arrangements or rules of the BDO network shall constitute or imply an agency relationship or a partnership between BDO
International Limited, Brussels Worldwide Services BVBA and/or the member firms of the BDO network,

BDO is the brand name for the BDO network and for each of the BDO member firms.





the quality and independence of the standard-setting process which will enhance market
confidence in financial reporting and in the audits of financial statements. We concur with
the assertion that the perception and reality of independence of the three standard
setting boards, viz., the International Auditing and Assurance Standards Board {JAASB), the
International Accounting Education Standards Board (IAESB) and the International Ethics
Standards Board for Accountants (IESBA) is absolutely necessary for the credibility of the
respective auditing/assurance, education, and ethics standards and ultimately for
confidence in the value of audits of financial statements.

We strongly support the current standard setting model including the oversight process in
place and note that significant changes to further strengthen the regime were agreed to at
the conclusion of the Monitoring Group’s consultation in 2010, most of which have been
recently implemented. In our view it would be preferable to defer any further
reassessment until after the impact of those changes has been fully considered. We
believe that all of those reforms continue to serve the public interest and support audit

quality.

The MG Consultation Paper

1. Do you consider it necessary to enhance representation of the public interest? If
so, which additional actions, apart from the appointment of an independent IESBA
chair and redefining the nature of non practitioner board members, would you
suggest to reinforce the mechanisms to safeguard the public interest?

No. We believe the public interest is well represented and fully protected by the
existing arrangements and safeguards. We would support appointment of an
independent IESBA Chair as we believe it would increase the level of protection of the
public interest. We do not believe any additional mechanisms are needed to safeguard

the public interest at this time.

2. In the long term, would you favour a different and fully independent standard
Setting model completely outside the IFAC structure and if so how could such a

structure be funded?

We support the current Monitoring Group structure as we believe that both the standard
setting model and the independent oversight and monitoring performed respectively by
the PIOB and the Monitoring Group (MG) are held in very high regard by most stakeholders.
While improvements are always possible and desirable, we do not believe that the current
standard setting or oversight process is in need of significant change as it delivers high
quality standards in the financial reporting, corporate governance and regulatory context,

3. Do you consider the current three-tier system (MG+PIOB+IFAC PIACs)
adequate for achieving its objectives, or an alternative model could be more
adequate? In the latter case, which model would you suggest?

We believe that the current three-tier system is adequate for achieving its objectives.

4.Would you support IPSASB being subject to PIOB oversight? Why? What
conditions if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of

auditing ones?

Yes. We would support the IPSASB being subject to PIOB oversight. The use of an expanded
PIOB, containing members with recent and relevant experience of public sector accounting
issues, would be an appropriate structure to provide oversight of the setting of these key

standards.





As the role of the PIOB is to oversee and assess the standard setting process and not the
technical content of the standards, the PIOB could play the same critical role in protecting
the public interest in the setting of public sector accounting standards.

For the same reason, we do not believe that the distinction between accounting rules and
auditing rules is relevant.

5. Do you see merit in a having a ‘Compilation document’ for the whole structure?
in this case, which alternative would you prefer for organising the structure and
nature of the Compilation document?

We have no specific views on this question.

6. Given the breadth of the current mandate, would you consider it helpful to modify
the name of the structure to improve its visibility? In this case, what name
would you suggest?

We do not believe that there is any necessity to modify the name of the structure at
present.

7. Do you agree with the proposal that the MG should have a more strategic role?

No. We believe the model is working effectively and we see no compelling reason to
increase the MG's strategic role. Furthermore, there is no reason to believe that the model
will not continue to work effectively without the MG having a more strategic role.

8. Do you agree with the objectives proposed and, specifically, with the MG having
the possibility of conferring with the PIOB on the PIAC’s agendas and receiving

appropriate feedback?

We do not see the need for the MG to have further input into the PIACs' agendas. The
current structure is rigorous and atlows the PIOB, the PIACs and the CAGs to perform their
roles appropriately and to ensure the public interest is being served. An increase in the
MG's direct involvement in the process risks undermining the standard setting process and
the PIOB's capabilities as well as duplicating some of the PIOBs efforts.

9. Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions
above described direct involvement with the PIACs?

The MG could certainly improve its communication activities but we do not believe the
MG should play a more direct involvement with the PiACs as proposed.

10. Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings
having the public in attendance?

BDO member firms did not offer any notable suggestions in this area but we would support
appropriate portions of MG meetings being open to the pubtic.





11. Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or should
other bodies be considered instead?

Yes to both questions although there may be other appropriate institutions also in
particular instances including bodies such as the OECD or FSB which have connections to

the G 20,

12. What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations should be represented in the MG? If so, which
criteria do you think new members should fulfil to become MG members? (ii)
Should a maximum be set to the number of MG members? (iii)Would you favour a
change on how the chairperson is appointed?

We are supportive of the current composition of the MG. We do not believe that other
organisations need to be added at this time. For working efficiency, it is likely that a
maximum number of members will need to be set for the MG. We have no views on
the chairperson appointment process.

13. Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

No. We do not necessarily see any inherent conflicts in this scenario. The most
important issue is that selection is made of the best available individuals for the PIOB
who have adequate time available for the role. We believe there are adequate
safeguards to deal with any general perception concerns regarding potential conflicts.

14.Would you consider it convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

Not necessarily. We believe that direct hierarchical relationships between the PIOB and
MG members do not need to be aveided if the roles are clearly defined and positions are
filled with the most appropriate experienced representative.

15. Do you think that the roles and responsibilities of MG and PIOB should be
further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

No. We believe that the 2003 IFAC Reform paper adequately clarified the respective roles
of the MG and PIOB but if there is thought to be confusion about the roles within the MG
or PIOB and more clarity would be helpful, we would support additional focussed
communications.

in general, we believe that additional communication to stakeholders such as investors
and the general public would be helpful in order to improve awareness of the MG and the
PIOB’s work.

16. Do you see merit in the PIOB undertaking a regular review of its due process
and oversight framework through its strategy document?

Yes.





17. Do you see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

Yes, provided that it was periodic and not an annual strategy document consuming
resources continually. It is appropriate for PIOB to review its strategy at regular intervals.
However, there is a risk that this becomes a bureaucratic and institutionalised process.
PIOB could share its draft strategy document and other plans etc with MG but should not
be constrained from issuing them even if MG is not in agreement.

18. Do you think that the current composition of the PIOB could be enhanced?
Would you consider convenient that the PIOB’s composition is reviewed each time
a new body becomes a full member of the MG?

We believe the current composition of the PIOB is appropriate. If IPSASB comes under its
purview the PIOB membership could be enhanced by appointing a member with public
sector accounting experience. We would support a review by the MG of the composition of
the PIOB every time a new body becomes a full member of the MG.

19.Would you consider the current composition of the PIACs appropriate? Do you
see merit, in the context of a second effectiveness review, in exploring the idea of a
majority of non-practitioners and a majority of public members?

Yes. We consider the current composition of the PIACs to be appropriate. We remain
supportive of the mix of practitioners/non-practitioners and do not see the need for a
second effectiveness review so soon after the previous review.

20. Do you consider best practice a nine years period for the rotation of the
representatives of CAG member organisations?

We believe that a nine-year rotation cycle is reasonable practice for a representative of a
CAG member organisation given the role of such persons to provide technical input and
the need to refresh the sources of such technical knowledge.

21.Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

No, we do agree with this view. Whilst it may be difficult to do, as indicated in our answer
to Question 10 in the PIOB consultation (see below), we believe that the standard setting
process would benefit from greater diversification of funding and in particular from
sources outside the profession. We see adequate safeguards in the current model such
that the reliance on IFAC funding does not negatively impact on the standard setting
process.

22. Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the mean time?

No. We believe that it is undesirable that IFAC finances the largest part of the PIOB budget
as it could be perceived as affecting the PIOB’s independence notwithstanding the
safeguards in place to prevent such conflicts.

We believe that the MG shoutd launch its own efforts to diversify the funding sources
including from its own members. Interim collaborative efforts with IFAC in this area are to

be applauded however.





23. Do you think it feasible to have a similar funding structure in place for the PIOB
to that in place for funding the IFRS Foundation?

Whilst it would be very desirable, we do not believe that such a funding structure is
achievable in the immediate term given the economic constraints on the IFRS Foundation

funders etc.

24. Do you see the need for and/or merit in having a permanent secretariat for the
MG? In this case, do you think 10SCO should provide resources for a permanent
secretariat to the MG?

Yes. I0SCO would be an appropriate source of resources for any permanent MG
secretariat.

25, How do you think the governance of international auditing, ethics and
education standards setting process could improve audit quality? What are the main
objectives that those responsible for governance should take into account?

We believe that the main objective of the governance model around the respective
standard setters is to ensure that the public interest is taken into account in their
respective activities. This will continue to help improve audit quality through
dissemination of well considered, high quality standards.

26.What is your opinion about the current structure? Do you think the current
structure is appropriate in order to improve audit quality? If not, what changes,
suggestions or remarks would you propose?

We believe the current structure is appropriate for setting high-quality standards and
would not propose any changes.

27. Do you agree that the current levels of empowerment and responsibility of the
bodies that comprise the current structure (MG, PIOB, PIACs) are appropriate? If
so, do you have any suggestions for improving the dialogue and interaction
between the different bodies? If not, how could these levels of empowerment and

responsibility be improved?
Yes. We agree that the current levels of empowerment and responsibility of the said
bodies are appropriate. We have no suggestions for improvement at this time.

28. Do you think that there is any other overall structure that could achieve
improvement in audit quality more efficiently? If so, what could they be and how

might they be financed?

No. We are of the view that the current structure is functioning effectively in this regard.

PIOB Work Program 2012 and beyond; Public Consultation paper

Q1: Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms (“to
increase the confidence of investors and others that the public interest activities of
{FAC (including the setting of standards by IFAC boards and committees) are properly
responsive to the public interest”) still appropriate? Please explain your views,

We believe that the mandate of the PIOB remains appropriate. However we support the
PIOB mandate being extended to include the international Public Sector Accounting

Standards Board (IPSASB).





The confidence of investors and other stakeholders in the standard setting process is
imperative if the accounting profession is to continue to command respect and be seen as
serving the public interest. Rigorous and independent oversight of the standard setting
process is essential to these imperatives including the composition of the standard setting

hoards.

Q2: Do you agree that the PIOB’s main focus should continue to be to oversee due
process and protect the public interest? Are there any other matters that the PIOB
should focus on? Please explain your views.

Yes we agree. In our view the principal mandate of the PIOB continues to be to oversee
that due process is being undertaken in the setting of standards and that these processes
are performed to best serve the public interest.

We would like to see increased and better communication of the PIOB’s oversight
activities. We believe that there may be a perception that the PIOB should do more to
communicate with investors, regulators and other key stakeholders in order to be seen to
endorse and advocate the strength and robustness of its work.

Q3: Do you find the PIOB model of informed oversight the best possible model to
guarantee public interest protection?

Yes.

Q4: Would you suggest any other avenues for the PIOB to further improve its
oversight of the PIACs?

No. We believe the oversight assurance models as described in the Consultation Paper are
thoughtful and appropriate, but their application will need ongoing consideration. We also
fully support the PIOB's view that oversight must encourage continuous improvements.

5: Do you agree with the medium-term strategic objectives for the PIOB? Please
explain otherwise.

Yes.

Q6: Given the implementation of the Oversight Assurance Model in place of the 100%
direct observation model, do you think that the achievement of a sufficient level of
oversight comfort by the PIOB will itself provide stakeholders with a sufficient level
of comfort that the public interest is being protected? Please explain your reasons.

We understand the arguments, in terms of enhanced efficiency, for the Oversight
Assurance Model but we believe that the 100% direct observation model offers significant
benefits and that these might outweigh the likely additional costs over the Oversight

Assurance Model.

Q7: Do you agree that consulting the MG and other stakeholders through an active
communication policy will help the PIOB to form its own opinion on agenda-setting
public interest priorities? Please explain.

PIOB communication with the MG and other stakeholders is critical to the effective
oversight of the PIACs. We agree that consulting with stakeholders through an active
communication policy will help the PIOB to form its opinion on the agenda-setting public
interest priorities. We believe that such consultation will also help to educate all
stakeholders about the scope of the PIOB’s processes.





IBDO

Q8: Do you agree that the PIOB has to be fully aware of the implications of its work
to protect the public interest and that its informed approach to oversight requires an
active interaction with all stakeholders?

Yes to both questions.

Q9: Do you agree that the PIOB mandate requires an active communication policy
explaining the processes of standard setting and their public interest focus? Do you
think the present minimalist policy is sufficient? Do you think that raising awareness
of the work of the PIOB should be an objective of its communications policy? Please
explain.

Yes, we do believe that the PIOB mandate requires an active communication policy.
We do not believe the present minimalist policy is sufficient and are strongly of the
view that the PIOB should do much more to raise awareness of its work and how it
goes about protecting the public interest.

Q10: Do you agree with the view that has been put forward that funding has to be
diversified and should not largely dependent of IFAC funding?

We agree that it would be preferable for the funding of the PIOB to be more diversified
and less dependent on IFAC as there is a risk that this harms the credibility of the PIOB's
work. Regardless of whether further funding diversification is achieved, we believe that
the existing funding arrangements and structures in place continue to ensure the PIOB’s

independence.

We support a significant proportion of the PIOB’s funding coming from contributions from
MG members in addition to other external fundraising being sourced, specifically from
outside the accounting profession.

Q11: Please suggest alternative sources for diversifying and financing the PIOB
budget.

See answer to Question 10.

We hope that you will find our comments and observations helpful. If you would like to
discuss any of them, please contact me at

Ao @

Noel Clehane
Global Head of Regulatory & Public Policy Affairs

BDO
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COLUMBIA

July 26, 2012 264958
E-mail: Piob-MonitoringGroup(@ipiob.org

Dear Board Members:

Re: (i) Public Consultation on Governance; and
(ii) PIOB Work Programme 2012 and Beyond, Public Consultation Paper

Thank you for the opportunity to comment on the consultation papers issued by the
Monitoring Group and the Pubtlic Interest Oversight Board. The views expressed in this
letter reflect the views of the Government of the Province of British Columbia.

The Summary Financial Statements of the Province are prepared in accordance with
Canadian Public Sector Accounting Board (PSAB) standards. We have a particular interest
in the development of the guidance prepared by the International Public Sector Accounting
Standards Board (IPSASB) as it may influence future PSAB standards.

We have addressed the questions in the Monitoring Group’s consultation paper that relate to
IPSASB.

We support the independent oversight of IPSASB by the PIOB. The PIOB oversight of
IPSASB will result in more robust IPSASs that meet the requirements of IPSASB’s
stakeholders.

Responses to specific questions posed in the consultation papers are attached. Should you
have any comments or questions, please contact me at 250-387-6692 or by e-mail:

Stuart. Newton{@gov.bc.ca, or Carl Fischer, Executive Director, Financial Reporting and
Advisory Services Branch, at 250-356-9272 or by e-mail: Carl.Fischer@gov.bc.ca.

On behalf of the Government of British Columbia,

Sincerely /

Stuart Newton
Comptroller General

encl. A2
M;nistry of Finance Office of the Mailing Address: Location Address:
Complrofler General PO Box 8413 Stn Prov Govt 2" Floor
Victoria BC VBW 6V 617 Government Street

www tlov.be.calfin Victoria BC






CC:

Peter Milburn, Deputy Minister
Ministry of Finance

Sabine Feulgen, Deputy Secretary to the Treasury Board
Ministry of Finance

Jim Hopkins, Assistant Deputy Minister
Ministry of Finance

Carl Fischer, Executive Director
Financial Reporting and Advisory Services
Office of the Comptroller General
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Response to Question 4 from the Monitoring Group’s Consultation Document:
Would you support the IPSASB being subject to PIOB oversight? Why?

The province of BC supports the oversight of IPSASB by the PIOB. Oversight of IPSASB
should be by a body that is independent of IFAC. IPSASB is currently accountable to IFAC
who currently also provides the oversight of IPSASB.

What conditions, if any, would you impose on such oversight?

The PIOB in its oversight of IPSASB should be bound by conditions similar to those with
respect to its oversight of the International Auditing and Assurance Standards Board.

Would you see as a factor to take into account the fact that IPSASB deals with
accounting rules instead of auditing ones?

IPSASB is responsible for issuing principle based accounting standards and is not responsible
for the issuance of accounting rules. It is hoped that IPSASB will continue to issue principle
based accounting standards under the oversight of PIOB.

The International Auditing and Assurance Board is responsible for the auditing standards that
are used by auditors who audit general purpose financial statements prepared according to
IPSASs. It is prudent that both TAASB and IPSASB are overseen by a common board of
public oversight.

Response to the Questions from the PIOB Consultation Document

Our responses to the PIOB Consultation Document are based upon us being a stakeholder of
IPSASB. We are not commenting on PIOB’s oversight of the Auditing and Assurance,
Ethics, and Accounting Educations Standards Boards of IFAC or PIOB’s oversight of the
IFAC Compliance Advisory Panel.

Q1: Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms (“to
increase the confidence of investors and others that the public interest activities of IFAC
(including the setting of standards by 1FAC boards and committees) are properly
responsive to the public interest”) still appropriate? Please explain your views.

The mandate of PIOB is still appropriate as it relates to PIOB’s proposed oversight of
IPSASB.

The mandate of increasing the confidence of investors and others refers to two distinct
stakeholder groups, which are investors and others. It is prudent to ensure that these two
stakeholder groups are represented equally in PIOB’s oversight of IPSASB so that the
requirements of one stakeholder group are not emphasized to the detriment of the other
stakeholder group.






.

Q2: Do you agree that the PIOB’s main focus should continue to be to oversee due
process and protect the public interest? Are there any other matters that the PIOB
should focus on? Please explain your views.

We agree that the PIOB’s main focus should continue to be overseeing due process and
protection of the public interest.

Another matter that the PIOB could focus on is the scope of the principles based accounting
standards issued by IPSASB. IPSASB standards should result in general purpose financial
statements that meet the needs of investors and other stakeholders. The standards should not
be extended to include reporting that goes above and beyond general purpose financial
statements.

Q3: Do you find the PIOB model of informed oversight the best possible model to
guarantee public interest protection?

1t is likely that any model of oversight is unable to guarantee public interest protection;
however the PIOB model does provide assurance that the public interest is protected.

Q4: Would you suggest any other avenues for the PIOB to further improve its oversight
of the PIACs?

No comment on this question.

Q5: Do you agree with the medium-term strategic objectives for the PIOB? Please
explain otherwise

We agree with the medium-term strategic objectives of PIOB.

Q6: Given the implementation of the Oversight Assurance Mode in place of the 100%
direct observation model, do you think that the achievement of a sufficient level of
oversight comfort by the PIOB will itself provide stakeholders with a sufficient level of
comfort that the public interest is being protected? Please explain your reasons.

We have no comment on this question.

Q7: Do you agree that consulting the MG and other stakeholders through an active
communication policy will help the PIOB to form its own opinion on agenda-setting
public interest priorities? Please explain.

We agree with this statement. We encourage PIOB and MG to continue with public
consultation and communication with stakeholders in the future.

(Q8: Do you agree that the PEOB has to be fully aware of the implications of its work to
protect the public interest and that its informed approach to oversight requires an
active interaction with all stakeholders?






We agree with this statement.

Q9: Do you agree that the PIOB mandate requires an active communication policy
explaining the processes of standard setting and their public interest focus? Do you
think the present minimalist policy is sufficient? Do you think that raising awareness of
the work of the PLOB should be an objective of its communications policy? Please
explain.

We agree that the PIOB mandate requires an active communication policy explaining the
processes of standard setting and their public interest focus.

A minimalist communication policy may be insufficient to determine who IPSASB’s
stakeholders are and to ensure there is sufficient communication with the stakeholders so that
the PIOB oversight role of IPSASB is understood by them.

We agree that raising awareness of the work of PIOB should be an objective of its
communication policy. Communication with stakeholders of IPSASB could provide
information to PIOB about the effectiveness of IPSASB in meeting IPSASB’s mandate,
which could be used by PIOB in its oversight role of IPSASB.

Q10: Do you agree with the view that has been put forward that funding has to be
diversified and should not Iargely dependent of IFAC funding?

We agree PIOB funding should be diversified and that PIOB should not be largely dependent
on IFAC for funding.
Q11: Please suggest alternative sources for diversifying and financing the PIOB budget.

We do not have suggestions on alternative sources for diversifying and financing the PIOB
budget.
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The Monitoring Group and the Public Interest Oversight Board (PIOB) published on 28 March 2012 a
public consultation on the governance framework around the standard-setting activities operating under
the auspices of the International Federation of Accountants (IFAC) and on the PIOB’s work programme

2012 and beyond.

Over time the International Federation of Accountants (IFAC) has developed international standard-
setting activities in the area of auditing and assurance through the International Auditing and Assurance
Standards Board (IAASB), ethic standards through the International Ethics Standards Board for Account-
ants (IESBA), education standards through the International Accounting Education Standards Board
(TAESB) and public sector accounting standards through the International Public Sector Accounting
Standards Board (IPSASB). These are not the only private-sector standard-setting bodies in accounting.
The consultation paper therefore rightly refers to International Financial Reporting Standards (IFRS)
issued by the International Accounting Standards Board (IASB) which is overseen by the Trustees of the

IFRS Foundation and a Monitoring Board composed of capital market authorities.

ESMA - CS 60747 — 103 rue de Grenelle « 75345 Paris Cedex 07 » France » Tel. +33 (0) 1 58 36 43 21 « www.esma.europa.eu
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Recently there has been an almost continuous and detailed assessment of the governance framework
around the IFRS Foundation. ESMA believes that the PIACs, the IFAC, the Monitoring Group and the
PIOB should consider whether they could adopt best practices emerging from this assessment of the

governance framework around the IFRS standard-setting process.

ESMA believes that in the short and medium term the Monitoring Group, PIOB IFAC and PIACs should
further improve the governance framework and due process around the standard-setting activities. In
particular, we believe that there is a need for a more diversified membership of the PIACs (with more non-
practitioners receiving a reasonable compensation) and enhancement of the nomination process. ESMA
sees also merit in preparing a compilation document that would explain the standard-setting process and

the different roles of the various actors.

ESMA believes that in the long term international standard-setting activities should be carried out by
dedicated independent organisations subject to public oversight. We would encourage the Monitoring
Group to reflect on a long term model that takes into account the need for an independent technical stand-
ard-setter and public oversight. For ESMA this means that in the long term the standard-setting activities
that are currently carried out within the IFAC structure should move to a separate dedicated independent

organization.

Regarding the PIOB, ESMA would like to highlight that ensuring that private sector standard-setters are
acting in the public interest is not a straightforward issue. ESMA believes that the PIOB’s due process
cannot be developed in a mechanical way and that it is important to be aware of the public interest impli-
cations. Indeed, respect for due process may not always guarantee protection of the public interest. For
ESMA, the PIOB’s mission goes further than avoiding the risk that private interests will overtake the
public interest. The PIOB should keep on seeking to be aware of and understand the substance and the
implications of a new standard to determine whether the public interest was served in its development
process, without undermining the PIACs’ independence on standard-setting technical activities. Finally,
ESMA suggests that the PIOB increases its efforts to assess whether the decisions by the PIACs and its task

forces sufficiently take into account the public interest.

Finally, ESMA believes that there is a need for further debate on the characteristics of an appropriate
public oversight model for the IPSASB. ESMA wants to stress the importance of transparent and reliable
financial reporting by public sector entities, especially when the funding of public sector entities depends
(in part) on funding via securities markets. High quality accounting standards should be developed under
appropriate public oversight. However, in prospect of such a debate and ESMA being convinced that
public sector accounting standards could greatly contribute to investor protection as well as to the stability
and sustainability of public finances, improving the oversight of IPSASB is desirable. As a first step, ESMA
would support the PIOB overseeing the activities of the IPSASB as well.





Our detailed comments are set out in the Appendixes to this letter. Responses to the consultation paper on
the broader governance framework are provided in appendix 1. ESMA’s views on the PIOB’s 2012 and

beyond work program are provided in appendix 2.

We would be happy to discuss all or any of these issues further with you.
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Verena Ross





APPENDIX 1 — ESMA'’s detailed answers to the question in the consultation paper

1. Over time the International Federation of Accountants (IFAC) has developed international stand-
ard-setting activities in the area of auditing and assurance through the International Auditing and
Assurance Standards Board (IAASB), ethic standards through the International Ethics Standards
Board for Accountants (IESBA), education standards through the International Accounting Educa-
tion Standards Board (IAESB) and public sector accounting standards through the International
Public Sector Accounting Standards Board (IPSASB). They are referred to as the Public Interest Ac-
tivity Committees (PIACs). All PIACs but the IPSASB are currently subject to public oversight
through the PIOB and Monitoring Group.

2. The consultation paper rightly refers to International Financial Reporting Standards (IFRS) issued
by the International Accounting Standards Board (IASB) which is overseen by the Trustees of the
IFRS Foundation and a Monitoring Board composed of public authorities. The wide adoption of
IFRS and their significant impact on financial markets led to a debate on the governance framework

around the IFRS Foundation. The financial crisis emphasized the need for such a debate.

9, ESMA believes that the PIACs, the IFAC, the Monitoring Group and the International Public Inter-
est Oversight Board (PIOB) should consider whether they could adopt best practices emerging from
the assessment of the governance framework around the IFRS standard-setting process. In addition,
we believe that there is a need to consider whether the activities of the monitoring bodies could be
further aligned.

Question 1

Do you consider it necessary to enhance the representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce

the mechanisms to safeguard the public interest?

Question 2
In the long term, would you favour a different and fully independent standard-setting mod-

el completely outside the IFAC structures and if so how could such a structure be defined?

Improvements in the short-medium term

4. ESMA believes that already in the short and medium term the Monitoring Group, PIOB IFAC and
PIACs should further improve the governance framework and due process around the standard-

setting activities. In particular, we believe that there is a need for a more diversified membership of





the PIACs (with more non-practitioners receiving a reasonable compensation) and enhancement of
the nomination process. ESMA sees also merit in preparing a compilation document that would ex-

plain the standard-setting process and the different roles of the various actors.

Long term model

Growing international trade, capital flows between countries, international investments, multina-
tional firms and international bond and equity offers emphasize the need for global financial regula-
tion. Only strong international co-operation and regulation can serve as backbone for the global
economy. With the objective of contributing to ensuring the integrity, transparency, efficiency of fi-
nancial markets, and ultimately financial stability, ESMA is highly committed to strong internation-

al standards.

Valuing the important contribution that private bodies like the IFAC have made towards interna-
tional standards, ESMA believes that in the long term international standard-setting activities
should be carried out by dedicated independent organisations subject to public oversight. For ESMA
this means that in the long term the standard-setting activities that are currently carried out within

the IFAC structure should move over time to an independent organisation.

In addition, when looking at the broader picture we believe that there is a need to enhance the
cooperation between the different international standard-setting bodies. Different bodies are setting
standards on interrelated subjects and there are many overlapping interests and activities. This is al-
so the case for the public oversight through the existing Monitoring Board and Monitoring Group

capturing these standard-setting activities.

We would therefore encourage the Monitoring Group and the Monitoring Board to reflect on a long
term model taking into account the need for an independent technical standard-setter and public

oversight.

The role of the different bodies

10.

The proposed independent organisation should have a board of Trustees composed of highly distin-
guished individuals with a public profile. The Trustees should be responsible for the day-to-day
oversight of the standard-setters. In doing so, the Trustees could decide to set up dedicated commit-
tees but should bear collective responsibility for achieving the organisation’s mission, serving the

public interest and respecting due process.

Such an organisation would be accountable to a monitoring body. Though ESMA believes that there

is a need for further assessment as to whether the activities of the bodies carrying out the monitoring
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of the IFRS Foundation and the proposed independent organisation could be aligned, the different
technical interests necessitate the existence of two bodies. The role of the bodies — as link between
the Trustees of the respective foundations and public authorities — would clearly be to assess to what
extent the Trustees, the standard-setting board and other committees act or have acted in the fulfil-

ment of the public interest.

11.  One of the main issues is thus to determine the basic nature and main functions of the Monitoring
bodies: either public oversight or to be in charge of the governance of the foundations. In our view,
the role of the Monitoring bodies would consist in the long term of setting the strategy within a de-
veloping regulatory environment, designing the Foundations’ missions and fundamental structures,
composition and due process and overseeing that they are functioning as anticipated. Where the
Trustees of the Foundation oversee the activities of the technical standard-setting board, the main

role of the Monitoring body should be one of governance.

Funding

12. ESMA believes that the necessary independence of the standard-setting boards would be strength-
ened by stable and diversified funding. A stable funding mechanism benefits the standard-setting
boards by allowing them to carry out their technical agenda and attract high quality staff. In the long
term a significant majority of PIAC Board members should be paid full time by the independent or-
ganisation with a possibility for a minority of part-time paid members. We believe that this could
provide greater assurance to jurisdictions using or in the process of adopting the standards, on their

quality and independence. Sufficient and independent funding is key to achieving this objective.

13. ESMA would in principle not exclude the use of voluntary contributions (many of which come from
the global audit firms) and believes that the different regulators within the jurisdictions using or in
the process of moving to international standards, should further consider developing stable funding
mechanisms. Given their importance for financial markets, ESMA believes that the objective of
achieving public finance should focus at this moment on the standard-setting activities resulting in

IFRSs, International Standards on Auditing (ISAs) and probably IPSAS as well.

14. ESMA would encourage the Monitoring Board and Monitoring Group to set up a high level working

group to explore further alignment of their activities.

Question 3
Do you consider the current three-tier system adequate for achieving its objectives, or an
alternative model could be more adequate? In the latter case, which model would you sug-

gest?





15.

16.

17.

ESMA welcomes this consultation paper as it is of the opinion that there is a need for further debate
as to how oversight of international standard-setting should be structured. The current three-tier
system and interaction between the PIOB and Monitoring Group has indeed the advantage of mak-
ing a clearer distinction between direct oversight and the more strategic role of the Monitoring

Group.

We agree that the current three-tier model seems to fit the governance framework around the IFAC.
We however believe that in the long term there is a need to develop a new three-tier structure con-

sisting of:

— independent technical standard-setting bodies;

—  aBoard of Trustees responsible for the public oversight over the independent technical stand-

ard-setting bodies and who’s mandate goes further than providing supporting procedures; and

—  a Monitoring Body with a governance role. We believe that a more direct oversight of the ac-

tivities of the Trustees would contribute to enhance the public interest and strengthen the or-

ganisation’s public accountability.

We believe that in the short term the Monitoring Group should further improve its strategic role as

well as having a closer oversight of the PIOB’s operations.

Question 4
‘Would you support the IPSASB being subject to PIOB oversight? Why? What conditions, if

any, would you impose on such oversight? Would you see as a factor to take into account

the fact that IPSASB deals with accounting rules instead of auditing ones?

18.

ESMA believes that there is a need for further debate on the characteristics of an appropriate public
oversight model for the IPSASB. ESMA wants to stress the importance of transparent and reliable
financial reporting by public sector entities, especially when the funding of public sector entities de-
pends (in part) on funding via securities markets. High quality accounting standards should be de-
veloped under appropriate public oversight. However, in prospect of such a debate and ESMA being
convinced that public sector accounting standards could greatly contribute to investor protection as
well as to the stability and sustainability of public finances, improving the oversight of IPSASB is de-
sirable. As a first step, ESMA would support the PIOB overseeing the activities of the IPSASB as
well.





Question 5
Do you see merit in having a “Compilation Document” for the whole structure? In this case,
which alternative would you prefer for organising the structure and nature of the Compila-

tion Document?

19. ESMA sees the merit of preparing a compilation document that would explain the standard-
setting process and the different roles of the various actors. However, if there are no changes to
the structure we see no need to develop new legally binding documents and believe that the wider
public would benefit of a stand-alone document supported by the entire current three-tier struc-
ture setting out the structure and its objectives. The document could thus provide links to the var-

ious existing agreements.

Question 6
Given the breadth of the current mandate, would you consider it helpful to modify the

name of the structure to improve its visibility? In this case, what name would you suggest?

20. ESMA concurs with the suggestion that the public oversight model is not widely known within the
wider financial services community. A different name could potentially contribute to wider recogni-
tion but should reflect the mandate of the organisation. ESMA would agree not to refer to the IFAC
governance as such as the IFAC is not the subject of the oversight. In addition, for ESMA the need
for a new corporate identity depends on the expected future governance model as set out in our re-

sponse to questions 1 and 2. In that respect there might be no urgent need for a new name.

Question 7
Do you agree with the proposal that the MG should have a more strategic role?

21. ESMA agrees that the Monitoring Group should have a more strategic role and thinks that it should

focus on whether or not the whole structure continues to meet its strategic objectives.

Question 8

Do you agree with the objectives proposed, and, specifically, with the MG having the possi-
bility of conferring with the PIOB on the PIACs’ agendas and receiving appropriate feed-
back?





22,

ESMA agrees that the main mission of the Monitoring Group is to monitor the entire process and to
provide strategic guidance on regulatory developments and changes in the economic context that
may have an impact on the standard-setting activities. We agree that this should include occasional
meetings with the chairs of the different PIACs and the ability for the Monitoring Group to refer
through to the PIOB, a public interest issue for the PIACs to consider, including it in the Boards’
agenda. ESMA however believes that this should not affect the independence of the PIACs.

Question 9

Do you agree with the suggested ways of improving the communication activities? Would

you consider it useful for the MG to have in special occasions direct involvement with PI-

ACs?

23,

24.

ESMA supports improving the communication activities by the Monitoring Group. There is a need
for the Monitoring Group to develop the transparency and effectiveness with which it carries out its
important role. There should be a unique website for all activities relating to the Monitoring Group.
Such a website should include background information, supporting (public) agenda papers and a

calendar of upcoming meetings.

ESMA does not believe that the Monitoring Group should be directly involved in the standard-
setting activities. However, in addition to discussing and setting the more strategic direction, we be-
lieve that the Monitoring Group could (i) provide advice on the agenda or work plan and provide in-
puts on possible additions based on the regulatory and supervisory background of its members and
(i) in very rare and extraordinary circumstances members of the Monitoring Group acting unani-
mously should have the ability to ask the PIACs to add an issue to its agenda, based on financial sta-

bility or market transparency and investors’ protection concerns.

Question 10

Do you have any specific suggestion on how liaison with investors could be improved? In

this sense, do you see merit in some portions of the MG meetings having the public in at-

tendance?

25.

ESMA welcomes the Monitoring Group’s focus on protection of investor’s interest but believes that
defending the public interest should include all financial market participants. Though we would not
oppose the Monitoring Group to start developing contacts with the investor community we believe
that it should rather encourage the standard-setting boards to give due consideration to the views

put forward by investors. In any case, if the Monitoring Group or any other body would start devel-
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oping such contacts we believe that it should strive for a balanced group of representatives of the in-

vestor community.

ESMA would support to make (parts of) the meetings of the Monitoring Group public. This trans-
parency would not only benefit investors but would enhance the confidence in the standard-setting

process and its public oversight.

Question 11

Would you find it useful that the MG engages with organisations representing governmen-

tal institations? Would the G20 be the most appropriate or, should other bodies be consid-

ered instead?

27.

Given the clear support for international regulation from the G20 ESMA would encourage the Moni-
toring Group to engage further with the G20, representing the world’s 20 major economies, to see
how the oversight of the international standard-setting activities could be further enhanced. This
should not exclude liaison with other governmental institutions including both the jurisdictions par-

ticipating and not-participating in the activities of the G2o0.

Question 12

What is your opinion about the current composition of the MG ? (i) Do you believe that

other organisations (i.e. national or regional regulators) should or could be represented in
the MG? If so, which criteria do you think new members should fulfil to become MG mem-

bers? (ii) Should a maximum be set to the number of MG members? (iii) would you favour a

change of how the Chairperson is appointed?

28.

29.

ESMA believes that the Monitoring Group should be composed of international organisations with
interest in regulating and enforcing audit oversight. ESMA supports the current composition of the
Monitoring Group and believes it achieves a good balance. ESMA does not believe that it should be

further widened to national regulators.

ESMA believes that it would enhance the public accountability of the Monitoring Group if it would
be possible for jurisdictions where there is more than one relevant authority to nominate a second

representative as observer,
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Question 13

Do you see a problem in MG members appointing full time employees of organisations

represented in the MG as PIOB members?

30.

Though the possibility for a Monitoring Group member organisation to nominate a senior repre-
sentative to the PIOB (who is not involved in the activities of the Monitoring Group) should not be
excluded, ESMA believes that the composition of the PIOB should primarily be led by seeking dis-
tinguished individuals with a good technical knowledge representing together a broad variety of pro-

fessional and regulatory backgrounds.

Question 14

Would you consider it convenient to avoid direct hierarchical relationship between the
PIOB and the MG members?

31.

ESMA agrees that it would be a better corporate governance not to appoint members to the Monitor-
ing Group that are working under the hierarchy of a PIOB Member. The hierarchical issue is not on-
ly a concern between the members of the Monitoring Group and the PIOB but also for the perma-
nent secretariat, if it were to be decided to set up such a secretariat. In ESMA’s opinion considera-
tion should be given to the organisational structure of the supporting staff if IOSCO were to provide

the supporting staff to the permanent secretariat of the Monitoring Group and to the PIOB.

Question 15
Do you think that the roles and responsibilities of MG and PIOB should be further clarified?
Do you have specific suggestions regarding which areas this clarification should address?

32.

Referring to our response to question 5 we believe that there is a need for further clarification be-
tween the roles and responsibilities between the Monitoring Group, the PIOB, the PIACs and the
IFAC. Believing that this clarity is rather a question of communication than of substance we would
focus on the proposed compilation document. Particular issues on which we would welcome more
clarity are (a) the overall responsibilities in the system, (b) the oversight of compliance with the
agreed processes and decisions and (c) whether and how public interest is ensured (whether it is a
joint responsibility or whether and if so, how, it is broken down between the PIOB and Monitoring

Group).
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Question 16
Do you see merit in the PIOB undertaking a regular review of its process and oversight

framework through its strategy document?

33. We would suggest the PIOB to develop an oversight plan with tri-annual public consultation. Such a
plan could include the relevant projects from the PIACs, the wider context of the public interest is-

sues and how the PIOB will monitor the public interest within these projects.

Question 17
Do you see merit in the PIOB periodically producing a strategy document that would sup-
plement the yearly business plan and budget? What should this involvement of the MG be

in the production of these documents?

34. ESMA supports the proposals to adopt the policy of like-minded international standard-setting
organisations to develop strategic plans periodically and to consult with market participants. As part
of setting the strategic objectives of the PIOB we believe that the Monitoring Group should be con-

sulted prior to the publication of such a consultation paper.

Question 18

Do you think that the current composition of the PIOB could be enhanced? Would you
consider convenient that the PIOB’s composition is reviewed each time a new body be-
comes full member of the MG?

35. ESMA believes that PIOB should be composed of distinguished senior individuals with a back-
ground from regulatory and public interest organisations and supports the current composition of
the Board appointed for a fixed term but renewable once. However, in the medium term we believe

that it should be considered to appoint more members with an audit regulatory background.

36. As members of the PIOB are appointed in their individual capacity ESMA does not believe that a

new body joining the Monitoring Group should have a direct impact on the composition of the PIOB.

Question 19
Would you consider the current composition of the PIACs appropriate? Do you see merit,
in the context of a second effectiveness review, in exploring the idea of having a majority of

non-practitioners and a majority of public members?

12
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38.

39-

ESMA welcomes the recent changes made by IFAC in its constitutional arrangements to no longer
limit the nomination process of some Board members to representatives of IFAC member bodies or

the Forum of Firms.

We agree with the Monitoring Group that it would be more convenient to have a majority, if not all,
non-practitioner members and that the three Chairs of the Board should be non-practitioners. We
note that it should be considered that audit knowledge and experience can also be obtained outside
audit firms and that to be employed by an audit firms does not necessarily mean that the member

has recent audit experience.

In addition, ESMA believes that a reasonable compensation for non-practitioners would facilitate
their contribution and that in the long term all or a significant majority of PIAC Board members
should be full time paid by the independent foundation, with a possibility for a minority of part-time

paid members.

Question 20

Do you consider best practice a nine years period for rotations of the representatives of

CAG member organisations?

40.

41.

42.

43.

Currently the objective of the Consultative Advisory Group (CAG) is to provide input to and assist
the PIACs through consultation with the CAG member organisations and their representatives to ob-
tain advice on the IAASB’s work program, technical advice on projects and advice on matters rele-
vant to the activities of the PIAC.

The different standard-setting bodies should be composed of high technical competence supple-
mented by a strong due process to seek the views from market participants. In that respect, as is cur-
rently already the case, the CAG serves rather as an advisory group to discuss the strategic direction

of the standard-setter and to promote the acceptance of the international standards.

ESMA believes that the composition of the CAG should be reviewed periodically. In light of the
objective of the Advisory Group ESMA does not believe that there is a need to include limitations on

the mandate of representatives of the CAG member organisation.

In line with the reasoning set out above we believe that the standard-setting boards should partici-
pate actively in the activities of the CAG but that in the long term the chair of the CAG should not

participate in the standard-setting activities.
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Question 21

Would you agree that it is not realistic at the current time to attempt to alter the funding

structure of standard-setting activities in any substantial fashion?

Question 22

Do you consider appropriate that IFAC finances the largest part of the PIOB budget ? If not,

do you consider appropriate that IFAC launches an external fundraising having some con-

tributions of the MG members in the mean time?

Question 23

Do you think it is feasible to have a similar funding structure in place for the PIOB to that in
place for funding the IFRS Foundation?

44.

45.

46.

The consultation paper rightly refers to the review of the governance framework of the IFRS Foun-
dation and as set out to in our response to the questions above ESMA believes that the IASB’s due
process could provide best practices in some areas. A strong due process guarantees the independ-
ence of the standard-setting body and enhances the acceptability of the standards. However, in our
opinion the key issue for the IFRS Foundation and the PIAC standard-setting activities remains
funding and should be solved in the medium term. In line with our long-term vision we believe that
both the Monitoring Group and Monitoring Board should actively start considering the funding is-

sue.

ESMA believes that the necessary independence of the PIAC and the PIOB could be strengthened by
more stable and diversified funding. A stable funding mechanism benefits the standard-setter and
the PIOB by allowing it to carry out its technical agenda and to attract high quality staff. It also pro-
vides greater assurance to jurisdictions using or in the process of adopting international standards of
their quality.

Although ESMA would not, in principle exclude the use of voluntary contributions (many of which
come from the global audit firms), we believe that the different regulators within the jurisdictions
using or in the progress of adopting the international standards should further consider developing
stable funding mechanisms. Following the example of the European Commission, ESMA believes
that the PIOB should be financed by the regulatory community and believes that it is undesirable,
for the broader support for the public oversight activities that its budget largely depends on the con-
tributions from the IFAC. ESMA believes that in a long term model the PIOB should ideally be fi-
nanced entirely by the regulatory community. In prospect of that the PIOB should be financed for at
least 50% of its budget by public authorities. Over time, considering further adoption of the interna-
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tional standards, the PIAC standard-setting activities should also be financed for more than 50%

through public funding mechanisms.

Question 24

Do you see the need for and/or merit in having a permanent Secretariat for the MG? In this

case, do you think IOSCO should provide resources for a permanent secretariat to the MG?

47.

48.

We understand that the Chair of the Monitoring Group provides now the group’s secretariat ser-
vices. We understand that providing such resources can be demanding and difficult for the organisa-
tion concerned. A rotating secretariat has a detrimental impact on the continuity of the Monitoring
Group’s work. We are therefore supportive of the idea of a permanent secretariat. A permanent sec-
retariat without links to the standard-setters would contribute to the stability and the effectiveness

of the oversight.

In our opinion, IOSCO would be the most natural organisation to provide this secretariat which
should probably be composed of only a few people at least in the beginning but could be enlarged
dependant on the development of the work of the standard-setters. As set out above we however
would like to warn of the potential conflict if IOSCO were to provide the secretariat to the Monitor-
ing Group and the PIOB.

Question 25

How do you think the governance of the international auditing, ethics and education stand-

ard-setting process could improve audit quality? What are the main objectives that those

responsible for governance should take into account?

49.

50.

51.

This question goes further in our opinion than the governance of the organisation and touches upon

the raison-d’étre of the organisation and the public oversight.

The different standards were developed as a response to a concern that existing regulation was
insufficient, outdated or not capable of standing up against the internationalisation of financial
markets. They contribute to the public good and their widespread international acceptance is key for
their success.

As for any public good the support of the wider community depends on the level of trust that the

community has in the entire functioning of the structure and its outcome. The role of this trust is
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even more important for financial sector legislation, a sector where the role of trust can hardly be

overestimated.

There are various reasons why jurisdictions have adopted international standards, of which the lack
of knowledge and the need for international legislation are just a few. Independent international

standard-setters develop high-quality standards.

But what is then the role of public oversight? Public oversight should contribute to maintaining the
trust in the regulation of financial markets through international standards. Setting the wider stra-
tegic directions of the various standard-setters allows to convey the concerns of the wider communi-

ty and to enhance the accountability, and thus the acceptability, of the international standards.

This should however not lead to losing the main objective out of sight: achieving international
standards of the highest quality. A strong, though independent, international technical standard-
setter, needs involvement of the private sector and there is therefore an inherent conflict of interest.
It cannot be the aim of public oversight to harm the technical standard-setters in achieving its mis-
sion. On the contrary, public oversight should encourage the standard-setters to continuously seek
high quality standards.

Public oversight should therefore among others secure that the standard-setting process is free from
undue private sector influence and in this case from the audit firms in particular. Though this might

be the case of the PIACs collectively, individual members might have significantly differing interests.

The fact that proper due process has been applied to the standard-setting process and that this is
confirmed by public authorities contributes to the trust in international regulation. This in turn will
contribute to improving audit quality as the various stakeholders are convinced of the high quality of
the standards and that they reflect expectations from the wider community. And that requires a

strong enforcement mechanism.

Question 26

What is your opinion about the current structure? Do you think the current structure is

appropriate in order to improve audit quality? If not, what changes, suggestions or remarks

would you propose?

57.

ESMA believes that the current structure was an appropriate and balanced starting point at the time
of its introduction. Past experience and developments in other areas however make ESMA believe
that there is a need to develop a long term governance model. We would like to refer to our response

to question 1.
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Question 27

Do you agree that the current levels of empowerment and responsibility of the bodies that
compose the current structure (MG, PIOB and PIACs) are appropriate? If so, do you have
any suggestions for improving the dialogue and interaction between the different bodies? If

not, how these levels of empowerment and responsibility could be improved?

58. ESMA thinks that the current levels of formal empowerment and responsibility are sufficient. How-
ever, we believe that both the Monitoring Group and the PIOB could further develop their actual

oversight activities and their interaction.

59. In addition we believe that the PIOB should enter into dialogue with the IFAC and the different
PIACs to see how the activities of the various PIACs could potentially be aligned. This is especially
the case for the IAASB and the IESBA whose activities often strongly interrelate. Further we strongly
encourage the PIOB to strengthen its oversight efforts as to whether the decisions made by the PI-

ACs and their task forces are sufficiently taking into account the public interest.

Question 28
Do you think that there is any other overall structure that could achieve improvement in

audit quality more efficiently? If so, what could they be and how might they be financed.

60. We would like to refer to the proposed long-term model as set out in our response to question 2 and

to our views on the future funding of the organisation as set out in our response to questions 21-23.
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APPENDIX 2 — ESMA’s detailed answers to the question on the PIOB work program 2012

and beyond

Question 1

Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms (“to increase the

confidence of investors and others than the public interest activities of IFAC (including the

setting of standards by IFAC boards and committees) are properly responsive to the

public interest”) still appropriate? Please explain your views.

61.

62.

ESMA agrees with the mandate of the PIOB to increase confidence of investors and others that the
public interest activities of IFAC are properly responsive to the public interest. Ensuring the public
interest is currently most relevant for the International Standards on Auditing, the International
Standard on Quality Control and the Code of Ethics. As set out in our response in appendix 1 to the
public consultation on the governance (with special focus on organisational aspects, funding, com-
position and the role) of the Monitoring Group, the PIOB and the standard-setting boards and
Compliance Advisory Panel operating under the auspices of the IFAC, ESMA believes that there is a
need for further debate on the characteristics of an appropriate public oversight model for the IP-
SASB.

ESMA wants to stress the importance of transparent and reliable financial reporting by public sector
entities, especially when the funding of public sector entities depends (in part) on funding via securi-
ties markets. High quality accounting standards should be developed under appropriate public over-
sight. However, in prospect of such a debate and ESMA being convinced that public sector account-
ing standards could greatly contribute to investor protection as well as to the stability and sustaina-
bility of public finances, improving the oversight of IPSASB is desirable. As a first step, ESMA would
support the PIOB overseeing the activities of the IPSASB as well.

Looking at the adoption of the various standards issued by the PIACs, ESMA believes that the ac-
ceptability of the standards can be further improved which results naturally in a growing role for the
PIOB. In our opinion, the role of the PIOB should not be limited to confirm whether the due process
was duly applied. ESMA believes that it is important to differentiate between the need for independ-
ent high quality execution of standards and the need for a strong accountability framework. The
former would help to ensure the latter. ESMA would encourage the PIACs to further improve the
participation of all relevant stakeholders, including supervisory authorities, in the standard-setting
process but also to use of systematic impact assessments and clear communication on its agenda-

setting.
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63. The PIOB itself should further develop its activities as the guardian of the public interest. This

means that the PIOB should oversee any decisions by the PIACs to assess whether they have proper-
ly considered all different views and comments received to help ensure these decisions reflect the
public interest. For ESMA, this would even mean that the PIOB from time to time should re-assess
the comment letters the PIACs receive to ensure that the here is no bias in the PIAC’s analysis. An-
other thing it might do is consider whether issues papers address all the substantial concerns raised
by respondents. If necessary, the PIOB may even challenge the PIAC’s technical decisions, when

there are indications that the public interest is seriously at stake.

Question 2

Do you agree that the PIOB’s main focus should continue to be to oversee due process and

protect the public interest? Are there any other matters that the PIOB should focus on?

Please explain your views.

Question 3

Do you find the PIOB model of informed oversight the best possible model to guarantee

public interest protection?

Question 4

Would you suggest any other avenues for the PIOB to further improve its oversight of the
PIACs?

64.

65.

It is the PIOB’s mission to protect the public interest. How the public interest can best be served is
not a straightforward issue. Respect for due process may not always be enough in order to guarantee
protection of the public interest. ESMA strongly encourages the PIOB to focus more on what public
interest should entail and how protecting the public interest is best achieved. This could imply ana-
lysing the outcome of the standard setting process and the quality of standards with a view of public
interest needs. The PIOB’s mission goes further than avoiding the risk that private interests will
overtake the public interest. The PIOB could look more into technical issues, the PIACs agenda-
setting and should keep on seeking to understand the substance and the implications of a new

standard to determine whether the public interest was served in its development process.

It is our opinion that oversight should continually encourage improvements to the working methods
and initiatives to fully understand the various aspects of the public interest. The PIOB should con-

tinue to monitor the performance and the overall behaviour of the board under its mandate.
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66.

We would suggest for the PIOB to develop an oversight plan with tri-annual public consultation.
Such a plan could include the relevant projects from the PIACs, the wider context of the public inter-

est issues and how the PIOB will monitor the public interest within these projects.

Question 5

Do you agree with the medium-term strategic objectives for the PIOB? Please explain oth-

erwise.

Question 6

Given the implementation of the Oversight Assurance Mode in place of the 100% direct

observation model, do you think that the achievement of a sufficient level of oversight com-
fort by the PIOB will itself provide stakeholders with a sufficient level of comfort that the

public interest is being protected? Please explain your reasons.

67.

68.

69.

70.

For ESMA the most important for the PIOB is to achieve its goal and to be responsive to the public
interest. ESMA supports the proposed medium-term strategic objectives and agrees with the PIOB
to conduct its oversight activities using a range of activities and techniques. Like, the PIOB we do

not consider an oversight model relying solely on direct observation the most effective.

Though ESMA supports the proposal to appoint one of the PIOB members to be the lead member
assigned to the oversight of each PIAC and corresponding CAG, we strongly believe that the over-
sight remains a collective responsibility of the Board. To that end we think that choosing the appro-
priate Oversight Assurance Model should be the responsibility of the PIOB collectively and not of an
individual member. Along the same lines we do not support the idea that the team leaders will pre-
sent the findings of their work to the PIOB at the end of the year. ESMA believes that there should
be a continuous dialogue potentially supplemented by interim reports during the year to the PIOB.

In any case it reinforces our position that it would require PIOB members to have an adequate
knowledge of auditing and the need for high quality staff with an appropriate knowledge of auditing

and public interest/regulatory concerns.

In its consultation paper the PIOB defines an oversight assurance model and proposes to apply
model OA3 (Medium Intensity with moderate level of oversight assurance) for the activities of the
IAASB and TAASB CAG. Bearing in mind the important standard-setting activities that the Board is
currently carrying out, the important role of the auditing and assurance profession in the current
vulnerable financial markets as well as the fact that ISAs are currently considered by various juris-

dictions for adoption within their jurisdictions, ESMA would strongly encourage the PIOB to recon-
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sider its decision and to strengthen its oversight of the JAASB (and the corresponding CAG) activi-

ties.

Question 7
Do you agree that consulting the Monitoring Group and other stakeholders through an
active communication policy will help the PIOB to form its own opinion on agenda-setting

public interest priorities? Please explain.

71.  In the current set up and in order to achieve the underlying objection of the public oversight, ESMA
believes that a continuous and open dialogue between the PIOB and the Monitoring Group is cru-

cial.

72.  ESMA would agree that there is a clear need for the PIOB to sharpen oversight of the development of
the strategic plans of the PIACs. We would not only encourage the PIOB to adopt an active dialogue
with the Monitoring Group but to seek more active co-operation and input from the regulatory
community on the different aspects linked to the public interest. In addition, we believe that the PI-
OB should enhance its contacts with stakeholders by for example further developing the policy

where stakeholders can signal shortcomings in a PIAC’s due process.

Question 8
Do you agree that the PIOB has to be fully aware of the implications of its work to protect

the public interest and that its informed approach to oversight requires an active interac-
tion with all stakeholders?

Question 9

Do you agree that the PIOB mandate requires an active communication policy explaining
the process of standard-setting and their public interest focus? Do you think that present
minimalist policy is sufficient? Do you think that raising awareness of the work of the PIOB

should be an objective of its communications policy? Please explain.
73. ESMA agrees that the standards-setting process and its public interest focus require active commu-

nication and interaction with stakeholders. The main mandate for the PIOB, however, is to oversee

standard setting and the way the public interest is protected.
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74.

75.

76.

PIOB should ensure that it is aware of the public interest needs of all stakeholders. We therefore
suggest that the PIOB could further develop a policy where stakeholders can signal shortcomings in
a PIAC’s due process.

ESMA also agrees that stakeholders should understand how the standard-setting processes and
independent oversight contribute to higher-quality standards and ultimately the ability to have

greater confidence in the work of the accountancy profession.

There is also a need for the PIOB to develop the transparency and effectiveness with which it carries
out its important role. This could for example be achieved through providing summaries of the
meetings on its website or to publish the reports assessing the compliance with the due process

handbook on its website.

Question 10

Do you agree with the view that has been put forward that funding has to be diversified and
should not largely dependent on IFAC funding?

Question 11

Please suggest alternative sources for diversifying funding the PIOB budget.

77-

78.

79.

ESMA believes that the necessary independence of the PIAC and the PIOB could be strengthened by
more stable and diversified funding. A stable funding mechanism benefits the standard-setter and
the PIOB by allowing it to carry out its technical agenda and to attract high quality staff. It also pro-
vides greater assurance to jurisdictions using or in the process of adopting international standards of
their quality.

Following the example of the European Commission, ESMA believes that ideally the PIOB should be
financed by the regulatory community in the long term and believes that it is unacceptable for the
broader support for the public oversight activities that its budget depends on the contributions from
the IFAC.

As this is a long term objective ESMA believes that in the meantime the PIOB should be financed for
at least 50% of its budget by public authorities.
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THE WORLD BANK

COMMENTS ON THE MONITORING GROUP’S PUBLIC
CONSULTATION ON THE GOVERNANCE OF THE
INSTITUTIONS INVOLVED IN ISSUING INTERNATIONAL
PUBLIC INTEREST STANDARDS FOR ACCOUNTANTS

JUNE 2012

The World Bank welcomes the opportunity to comment on the Monitoring Group’s
public consultation. We recognize the ongoing importance of the Monitoring
Group’s maintaining a dialogue with stakeholders on the institutional arrangements
for international standard-setting in the fields of auditing, ethics and education.

Q1: Do you consider it necessary to enhance representation of the public
interest? In that case, which additional actions, apart from the appointment of
an independent IESBA Chair and redefining the nature of non-practitioner
members, would you suggest to reinforce the mechanisms to safeguard the
public interest?

We believe that the existing arrangements are adequate to ensure that the public
interest is properly represented, but there is always scope for refinements and
incremental improvements within the existing structure. However, these questions
were explored in depth as part of the Monitoring Group’s Effectiveness Review: in
our view it is a little premature to be revisiting them at this point. A further airing of
the issues could be factored into the next review.

Q2: In the long-term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how
could such a structure be funded?

We would not favor a different and fully independent standard-setting model
outside the IFAC structure, nor do we see this as a realistic proposition over any
time horizon. The development of standards in the fields of auditing, ethics and
education necessarily requires leveraging the specialist expertise that is typically
found within the large accounting firms; and it is a fact of life that these firms
exercise significant influence over IFAC and over the organization of the profession.
Accordingly, we do not regard it as realistic to envisage a standard-setting model
that is somehow separate from the profession or from IFAC. Rather, we support the
continued monitoring and refinement of the mechanisms that were put in place as





part of the 2003 reforms, to increase confidence that IFAC’'s standard-setting
activities are properly responsive to the public interest.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,
which model would you suggest?

We consider the current three-tier system to be adequate for achieving its
objectives. The Monitoring Group (MG) monitors the activities of the Public Interest
Oversight Board (PIOB), which in turn oversees the standard-setting activities of the
Public Interest Activity Committees (PIACs). That being said, we feel that some
refinements could be made to the operation of the three-tier system, for example:

e It would be beneficial for the relative seniority of the current memberships of
the MG and the PIOB to be inverted. As the body that monitors the PIOB, MG
members should be more senior than those on the PIOB.

e The MG and the PIOB should remain focused on their core functions, as specified
in the 2003 reforms. We see no need for the MG to have a more strategic role,
nor for it to become more involved in PIAC activities. Similarly, the PIOB should
focus on due process oversight of the PIACs and the Nominating Committee.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see a factor
to take into account the fact that IPSASB deals with accounting rules instead of
auditing ones?

Before considering the optimal oversight arrangements for the IPSASB, there is a
prior question to be addressed: within which organization should the international
standard-setter for the public sector be located? In our view, over the medium- to
long-term the International Accounting Standards Board should take on the
development of accounting standards for the public sector. There is a high degree of
commonality between the principles and rules that should dictate accounting and
financial reporting in the private sector and the public sector. Accordingly, we see
no good reason for there to be separate arrangements for standard-setting for the
two sectors.

That being said, given the reluctance of the IFRS Trustees to take on this role at this
point, it is clear that the IPSASB will continue in its current form for the foreseeable
future. In order to enhance the credibility of the Board, as well as to provide
assurance that it acts in the public interest, it is important for the IPSASB to be
subject to some form of oversight. Given the existing structures in place for
oversight of the PIACs, there would seem to be persuasive arguments for the PIOB
to take on the task of oversight of the IPSASB. The only condition we would impose
on such oversight would be for the membership of the PIOB to be reconfigured so as
to include the requisite public sector experience and expertise.





We do not see the fact that the IPSASB deals with accounting rules as raising any
particular issues from an oversight perspective. The PIOB oversees PIACs that set
standards for auditing, ethics and education: it is primarily concerned with the
quality of the process associated with the setting of the standards, rather than with
their technical content, so we do not see particular issues with the inclusion of
accounting standards.

Q5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organizing the
structure and nature of the Compilation document?

We certainly see merit in having a Compilation document for the entire structure,
given the low level of understanding that currently exists among stakeholders as to
the structure of the standard-setting, oversight and monitoring arrangements.

Of the two options presented, we would prefer the first - for the document to be
organized through the PIOB Foundation.

Q6: Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what
name would you suggest?

We agree that a comprehensive name for the entire structure would provide clarity
to stakeholders and other parties. Of the options presented, in our view the name
“International public interest standards for the accounting profession” combines
accuracy and succinctness.

Whilst we believe that a comprehensive name for the structure would be beneficial,
we do not think it follows that all the entities within the structure need to change
their names so as to replicate the overarching name. In our view, the PIOB name
should remain as is, and consideration should be given to extending the MG name
to: “Monitoring Group of the International Public Interest Oversight Board”.

Q7: Do you agree with the proposal that the MG should have a more strategic
role?

Q8: Do you agree with the objectives proposed, and, specifically, with the MG
having the possibility of conferring with the PIOB on the PIACs’ agendas and
receiving appropriate feedback?

We do not agree with the proposal for the MG to have a more strategic role, as
outlined in the consultation document. We believe that the MG should adhere to its
core mandate, which is to monitor the activities of the PIOB, and to nominate its
members. We see no need for the “closer and more strategic involvement with the
PIOB” as proposed in the document, as this would seem to blur the respective roles





and responsibilities of the MG and the PIOB. Similarly, the proposal to engage in
closer involvement with the PIACs seems to be taking on a role that is explicitly
assigned to the PIOB. Moreover, ample opportunities exist for MG members to
provide advisory input on standard-setting via the CAGs.

Q9: Do you agree with the suggested ways of improving the communications
activities? Would you consider it useful for the MG to have in the special
occasions above described direct involvement with the PIACs?

We agree that the MG should have a communications strategy, and for the most part
we agree with the specific proposals in this regard. However, we do not agree with
the proposal for the MG to have greater direct involvement with the PIACs, as this is
the PIOB’s responsibility.

Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings
having public attendance?

We agree with the suggestion to conduct portions of MG meetings in public, as a
means of enhancing the transparency of its activities. The MG could also prepare
meetings summaries shortly after its meetings, as well as making recorded
proceedings available on its website etc.

Q11: Would you find it useful that the MG engages with organizations
representing governmental institutions? Would the G20 be the most
appropriate, or should other bodies be considered instead?

We believe that it would be useful for the MG to engage with organizations
representing governmental institutions, possibly with a view to putting in place
appropriate accountability mechanisms for the MG’s activities. However, any such
engagement should be undertaken as part of a co-ordinated approach on behalf of
the overall structure, rather than the individual organizations (IFAC, PIOB, MG) all
making their own approaches.

It would probably make more sense to focus on the Financial Stability Board rather
than the G-20 for this purpose.

Q12: What is your opinion about the current composition of the MG? (i) Do you
believe that other organizations (i.e., national or regional regulators) should or
could be represented in the MG? If so, which criteria do you think new members
should fulfil to become MG members? (ii) Should a maximum be set to the
number of MG members? (iii) Would you favor a change in how the Chairperson
is appointed?

(i) We believe it would be beneficial for the membership of the MG to be
broadened. However, in our view additional members should be drawn from





regional regulators and international organizations only. We do not support
the inclusion of national regulators on the MG, as the MG should be purely
concerned with international /global issues.

(ii) From a practical perspective, we would suggest that a ceiling be established
for the number of MG members. The determination of what the ceiling is
should be is a matter for the MG.

(iii) We would favor a change in how the MG Chairperson is appointed.

Q13: Do you see a problem in MG members appointing full-time employees of
organizations represented in the MG as PIOB members?

Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

Please refer to our response to Q3: the respective levels of seniority of PIOB and MG
members should be inverted. The MG should be the more senior group. Once this
has been accomplished, we see no problem with MG members appointing full-time
members of their organizations as PIOB members, provided that some form of
Chinese wall arrangement is in place to ensure that information is not shared
inappropriately. In this context, we believe that direct hierarchical relationships
between PIOB and MG members should be avoided.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be
further clarified? Do you have specific suggestions regarding which areas this
clarification should address?

We believe that the respective roles of the MG and the PIOB are clear. The issuance
of the Compilation document proposed under Q5 will be an important tool for
promulgating these roles.

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should be
the involvement of the MG in the production of these documents?

These would seem to be matters that should be worked out in the first instance
between the PIOB and the MG.

Q18: Do you think that the current composition of the PIOB could be enhanced?
Would you consider convenient that the PIOB’s composition is reviewed each
time a new body becomes a full member of the MG?

The PIOB composition is a function of the agreed nominating arrangements,
whereby its membership broadly reflects that of the MG. That being said, as the





consultation paper notes, consideration should be given to whether the new MG
members - the FSB and IFIAR - should appoint members of the PIOB.

Going forward, we do not believe it would be helpful for the entire composition of
the PIOB to be revisited each time a new body becomes a member of the MG. There
should be sufficient flexibility to be able to appoint new members on an ad hoc basis
to accommodate new MG member bodies, without the need to review the
composition each time.

As we note elsewhere in these comments, we believe that the relative seniority of
the MG and PIOB memberships needs to be adjusted. This may call for changes in
the current composition of the PIOB.

Q19: Would you consider the current composition of the PIACs appropriate? Do
you see merit, in the context of a second effectiveness review, in exploring the
idea of having a majority of non-practitioners and a majority of public
members?

Questions pertaining to the optimal composition of the PIACs were canvassed in
detail as part of the MG’s Effectiveness Review in 2010. It seems a little premature
at this point to be seeking the views of stakeholders on essentially the same set of
issues. We suggest that this be revisited as part of the planning for the next
Effectiveness Review.

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organizations?

We support the rotation of representatives of CAG member organizations. How this
is implemented in terms of term lengths, maximum number of terms, staggering of
rotations etc is a matter for the PIOB to determine.

Q21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial
fashion?

We agree that it is not realistic at the current time to revisit the funding
arrangements for the overall structure of standard setting arrangements. In the
current climate, considerable effort could be expended with little tangible result.

Q22: Do you consider it appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an external
fundraising having some contributions of the MG members in the meantime
(until the fundraising is able to provide some funds)?

We do not consider it appropriate for IFAC to be financing the largest part of the
PIOB budget. Even with the blind trust arrangements in place, it is awkward for





IFAC to be perceived to be funding its own oversight body: this raises issues of
independence as well as credibility.

In our view the PIOB, the MG and IFAC should jointly undertake ongoing fundraising
activities in order to secure external funding for the larger part of the PIOB’s
operations, and thereby limit the perceived conflict of interest that currently exists.

Q23: Do you think it feasible to have a similar structure in place for the PIOB to
that in place for funding the IFRS Foundation?

Whilst it may be feasible to construct similar funding arrangements for the PIOB as
those in place for the IFRS Foundation, we do not believe that this should be the
organizing principle for fundraising activities. There are structural as well as legal
differences between the IFRS Foundation and the IFAC structure. Moreover, whilst
there is some degree of overlap of stakeholders/potential funders, there are also
potential sources of funding for the PIOB that would not have an interest in
financing the activities of the IFRS Foundation. We believe that IFAC, the MG and
the PIOB should develop their own fundraising strategy, rather than seeking to
mimic what is in place for the IFRS Foundation.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for
the MG? In this case, do you think 10SCO should provide resources for a
permanent Secretariat to the MG?

We believe there is a need for a permanent Secretariat for the MG. The current
arrangement, where the Chair is responsible for providing the Secretariat, is not
sustainable. Questions of how the Secretariat is to be organized and resourced are
for the MG to answer.

Q25 - Q28: We offer no further comments on these questions, since they tend to
replicate questions that are raised earlier in the consultation document.
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Comments on the Public consultation on the governance arrangements and on the PIOB work
Program.

The signatories of this letter are respective Chairs of Compagnie Nationale des Commissaires
aux Comptes (CNCC) and Conseil Supérieur de I’Ordre des Experts-Comptables (CSOEC),
the two French professional Institutes, member bodies of IFAC. We are pleased to provide
here our comments on the two documents which were published on March 28 2012 by the
Monitoring Group and the PIOB. Since a single mail address is provided to send replies, we
forward the two sets of comments on the same document.

Before we formulate specific replies to the 28 questions raised by the Monitoring group and to
the 11 questions put forward by the PIOB, we would like to express some general comments
on the present consultation and on some of the topics involved.

e  Why this Consultation issued by the Monitoring Group?

Less than two years have elapsed since we were invited to comment on the effectiveness of
the IFAC reforms and to express our views on the governance of the various structures
involved in the Public Interest Activities of IFAC.

The financial crisis had already developed as a global event at the time of our previous
answers, in July 2010. All observers and analysts had earlier qualified the crisis as resulting
from loopholes existing in the banking regulation in the US and from insufficient coordination
of financial regulations applying to some products which result in a transfer of risks to the
final investors.

COMPAGNIE NATIONALE DES COMMISSAIRES AUX COMPTES CONSEIL SUPERIEUR DE L'ORDRE DES EXPERTS-COMPTABLES
CNCC - 16 avenue de Messine — 75008 Paris CSOEC - 19 rue Cognacg-Jay - 75341 Paris cedex 07
Tél. +33(0)144 77 82 82 —Fax +33(0)144 778228 Tél +33(0)144 156000 ~ Fax +33 (0)1 44 1560 90 05

http:/fwww.cnce.fr http:/fwww.experts-comptables.fr





None of the analysts had considered that accounting standards or professional standards
implemented by accountants had an effect on the origin of the crisis or on the way it has
spread to affect many countries around the world. Thus, we do not understand very well why
the current crisis could appear as a new stimulus to open a reflexion on standard setting
activities.

The only area where subsequent events have shown a real lack of transparency and a need for
improved standards and harmonized reporting is the area of public debts and liabilities
resulting from commitments taken by the governments and by the public sector. We are
pleased to see that the Monitoring Group is now giving consideration to the very sensitive and
crucial question of the governance of the IPSAS Board which was not covered by the
Effectiveness review in 2010.

* Public confidence also results from stability of the principles, methods and processes

IFAC has issued on September 30, 2011 a revised version of its Policy position paper N°3,
International Standard setting in the Public Interest, initially made public in December 2008
and revised last year to update the description of the governance arrangements resulting from
the Effectiveness review and from discussions opened with the Monitoring group. It has also
revised and published at the same time the Policy position paper N°1, Regulation of the
Accountancy profession, more oriented on the ways to implement shared regulation at
national level. In 2010, IFAC has started to reflect on the notion of Public Interest in relation
with the role of the profession and of its international Federation and has consulted on a draft
document. We understand that a final position paper on Public Interest could be issued
shortly after the [FAC Board meeting in June 2012.

All this work and the resulting papers which were issued by IFAC are quite well known by
the different stakeholders interested in International standards relating to accounting and
auditing. Actually, there are not so many different categories of stakeholders concerned by the
implementation of IFAC standards (we could list: issuers and investors of listed companies,
rating agencies, managers, owners and board members of private business entities, their
bankers and some financial intermediaries, governments and their administrative
structures...). In France, we have not perceived clear signs from any representative of these
categories calling for a change in the governance or for a new structure organizing the
processes involved. On the contrary, one could fear that any introduction of changes in a
system which has been reconfirmed and only marginally adjusted so recently would only
bring confusion, misunderstandings and a possible loss of confidence in the reliability of this
structure.

e We do not favour the creation of a new International organization.

The Monitoring group appeared in 2002-2003 as the coordinating body allowing holding
discussions between IFAC and the international regulatory bodies and financial institutions
concerned by restoring confidence in the audit quality. We should not forget that Michel
Prada was, at that time, the chair of IOSCO’s Technical Committee when René Ricol was the

new President of IFAC, those two French figures being committed to restore public
confidence and to strengthen the sense of public interest in the international standard setting.
Furthermore, since the various scandals and corporate collapses had affected listed
companies, IOSCO appeared to be the best structure to play a role of coordination between
different institutions. Such a role did not require a permanent secretariat or special means.
We know that, since that time, the Monitoring group has set up in 2009 a charter developing





its views on the mission carried out since 2003. Nevertheless, we think there are no good
reasons to consider the Monitoring Group as an acting body, having its own program which
would require a specific budget and a separate management.

At a time when all the parties involved have not yet been able to find a good solution for the

funding of the PIOB, setting up a special secretariat for the Monitoring Group could appear as
a provocative decision.

Responses to the 28 questions of the Monitoring group consultation.

QI : Do you consider it necessary to enhance representation of the public interest ? (in the
PIACs) . NO. We consider that the due-process followed in standard setting activities, under
the oversight of the PIOB, provides a very good guarantee for independence, accountability
and protection from vested interests. No additional mechanism is required.

Q2 : Would you favour a different standard setting model outside the IFAC structure? NO.
We cannot think of any possible structure setting professional standards which would not
imply members of the profession in the preparation of the standards. We can see that each of
the regulators always have to consult closely with the experts of the various regulated
activities before producing new regulations; acting in a different manner would affect the
reliability and the quality of the standards. In addition, the funding of such a structure would,
very likely, be a complex issue.

Q3 : Do you consider the present three-tiers system adequate for achieving its objectives?
YES.

Q4 : Would you support the IPSASB being subject to PIOB oversight? Why? YES.

The works of the IPSASBoard and the initiatives it takes should really be overseen by an
independent body with sufficient authority and prestige to make sure that this work is done in
the public interest. This covers the standard-setting and the positions taken on the reporting by
the public sector.

The PIOB, which has developed a rich experience in the oversight of the standard-setting
boards appears as perfectly qualified to do so. We are not absolutely convinced it should seek
to obtain a complementary qualification in the fields covered by the standards themselves
(accounting rules, differing from auditing rules), since the oversight deals with the
procedures, their transparency and the fairness in taking into account all reasonable opinions.
If, however, one or several “technicians™ or experts having a good understanding of public
sector financial reporting have to be introduced to enrich the expertise of the PIOB, the
Monitoring group should make sure their nomination maintains the perfect independence of
the PIOB from all sorts of pressures.

In our view, a public sector exclusive model of oversight could not guarantee full
independence in these politically sensitive areas.

Q5 : Do you see merit in having a “Compilation document” for the whole structure? NO. We
view IFAC Policy position paper N°3 (International Standard setting in the Public Interest)
as sufficiently explicit to allow all the stakeholders to understand how the system works.
Combining IFAC constitution and by-laws with the MG charter and the PIOB Foundation
by-laws in a single document would certainly not help much in terms of clarification.





Q6: Would you consider it helpful to modify the name of the structure? NO. There is no need
for a comprehensive name.

Q7: Do you agree with the proposal that the MG should have a more strategic role? NO,

As mentioned in page 10 and page 21of the MG document, the raison d’étre of the Monitoring
group is to create a link between the standard-setters and those public authorities responsible
for the adoption and /or supervision and implementation of the standards. In the middle of this
link, the PIOB is the structure in charge of the oversight,

We view the true independence and transparency of the PIOB as major assets in the
confidence given to the stakeholders that standard-setting is undertaken and done in the public
interest. If the Monitoring group of regulators and financial institutions comes to exert a
strategic role and to get closely involved with the mission of the PIOB or with the oversight of
the PIACs, this confidence will be reduced. The stakeholders will view the interference of the
MG as exerting a pressure and as a possible source of conflicts of interests.

Q8: Do you agree with the objectives proposed and with the possibility for the MG to confer
with the PIOB on the PIACs agendas....? NO. Of course, it is always important to exchange
views and to make sure there is an accepted common understanding of the priorities of the
mission given to the PIOB. But it is equally essential to make sure the PIOB plays its role of
overseeing the standard-setting Boards and the other public interest activities of IFAC with a
total independence and a deep sense of accountability to the public opinion. The PIOB must
not be considered as a tool depending on the MG views.

Individual members of the monitoring group have the possibility to attend the Consultative
Advisory Groups of the different PIACs and to express their views on their agendas as well as
on each of the exposure drafts.

Q9: Do you agree with the suggested ways of improving the communication activities ? NO.
The Monitoring Group happens to coordinate a large diversity of objectives and purposes.
There are no obvious common and completely shared views between the three regulators of
the financial activities, the World Bank, the European Commission and the FSB, apart from
their commitment to promote high quality international standards. Considering this, we cannot
imagine that the M. G. could speak with a common voice through direct contacts with
stakeholders, through public conferences or through a website.

Q10: Any specific suggestion on how liaison with investors could be improved? NO
suggestion. Some other categories of users are interested in the quality of audits; investors are
not the only one concerned.

Ql1: Would you find it useful that the MG engages with organisations representing
governmental institutions? NO. First of all, some of the MG members are already
representing governmental institutions : that is the case for the World bank or the European
Union. Secondly, the MG role and raison d’étre vis a vis IFAC and standard-setting boards
does not justify any change in the structure of the group. Thirdly, if some communication with
the G 20 happens to be necessary, we think the Financial stability Board has been given a
general mandate to coordinate the views of its participants (and MG members are apparently
all members of the FSB in Basel).

Q12: Views on the current composition of the Monitoring Group ? We see no reason for any
modification. The way the chairperson is appointed is irrelevant, as long as the Monitoring





group is not an institution but a collective service rendered to the global economy by the MG
members.

QI3 and Ql4: appointing employees and hierarchical relationship. Our understanding of
what public interest means and of the selection of the best people to fulfil a mission would not
require writing down precise rules....

Q15: Do you think that the roles and responsibilities of MG and the PIOB should be further
clarified? NO. The arrangements discussed in 2003- 2005 and described in IFAC’s Policy
position paper N°3 are clear enough. We see no good reason for any change or complements.

Ql16: Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document? YES, provided such a review is
undertaken at times when its result is meaningful, considering changes occurred in the
composition or in the presidency of the PIOB, as it is the case now. The reviews should not
introduce instability or doubts in the permanence of the missions and objectives.

Q17: PIOB strategy document? Same reply. It is good if it does not affect the permanence of
the objectives.

The Monitoring group could be involved at an earlier stage, as a “monitor” of the overseeing
responsibility but should not be directly involved in the production of the documents.

Q18: Composition of the PIOB. See our response to Q 4 and Q12. We do not think the
Monitoring group should include new members. Considering the PIOB, we see no reason for

changes in a balanced composition which helps building up real independence and wisdom in
this Board.

Q19: Composition of the PIACs : YES, the current composition is appropriate, considering
the requirement which was put forward by the MG to have a 50% composition. There is no
need for an effectiveness review before some years have passed to implement the new
structure. We consider the idea of a majority of non-practitioners involved in the works of the
PIACs as a bad idea leading to risks of loss of qualification and experience resulting in a drop
in the quality of the standards.

Q20 : Nine years period for rotation of the representative of Consultative Advisory group
members organisations ? It is a good suggestion

Q21 : Is it realistic to attempt to alter the funding structure of standard setting activities ? We
agree to consider it would not be realistic at the current time to obtain changes in the existing
Situation, where IFAC covers the costs of almost all standard setting activities (see reply to

Q2).
Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB budget?

Q23 : funding structure similar to the one obtained to finance the IFRS Foundation?

It certainly is not satisfactory to see IFAC cover the costs of the activities performed by its
oversight body up to almost 70% of the PIOB budget. IFAC contribution should be very
marginal. However, we do not believe in the success of the PIOB fundraising program, as no
one will feel accountable for covering the costs incurred for public interest.





This means that the only organisations responsible for the funding of the PIOB should be the
members of the Monitoring group themselves. The MG has requested IFAC to submit its
public interest activities to the oversight of an independent Board. A strict minimum of 51%
of the PIOB budget should now be covered by the Organisations and institutions monitoring
the public interest priority of IFAC activities.

Q 24 : need for, or merit of, a permanent secretariat for the Monitoring group ? We do not
see a need for such a secretariat, since we object to enhancing the role and activities of the
Monitoring group beyond the minimum coordination which is required between its members.

Q25 to Q 28- Final questions about governance, structure, interactions and efficiency.

See our general comments on page 2 and 3 and please refer to the results of the consultation
made on the Effectiveness review in 2010.

We cannot see why changes should be made in a system which works efficiently. The
oversight carried by the PIOB has undoubtedly resulted in advancing the public interest in the
area of audit standard setting. The way the PIOB is composed makes this board a truly
independent authority which has gained credibility and has reintroduced confidence. All this
process is placed under the supervision and overall monitoring by the MG members.
Modifying the roles of the bodies involved would affect the balanced situation resulting from
a successful implementation of the IFAC reforms.

gk

Responses to the 11 questions of the PIOB consultation.

Ql: Do you find the mandate of the PIOB as defined in the 2003 IFAC reforms still
appropriate? 'YES. There is a permanent need to maintain confidence of all the parties
involved in the responsiveness to the public interest of all the public interest activities of
IFAC (and this should cover the activities, works and statements produced by the IPSASB).
An independent oversight body is central to maintain that confidence.

Q2: Do you agree that the PIOB’s main focus should continue to be to oversee due process
and protect the public interest? YES.

Q3: Do you find the PIOB model of informed oversight the best possible model to guarantee
public interest protection? YES, definitely.

Q4: Would you suggest any other avenues for the PIOB to further improve its oversight of the
PIACSs?

The credibility of the PIOB relies partly in the existence of a single and central mission
carried on behalf of all IFAC stakeholders: the PIOB provides an assurance that standards set
up and supervised by the PIACs are responsive to the public interest. This should remain the
core responsibility of the PIOB.





But the quality of the collective reflexions of the PIOB and the structurally built-in
independence of that Board could easily justify using this body as a sort of an advisor to the
IFAC Board (and to its subgroups) whenever Public policy or public interest is at stake.

One specific area could be the nomination process. The Nominating Committee is supposed
to operate on behalf of the IFAC Board to prepare the best selection of nominees for the
different Boards and Committees. The complete nomination process is very crucial, in terms
of good governance and may affect the confidence in IFAC’s dedication to the public interest.
But the work of the nominating Committee is not really transparent enough for all the
stakeholders to be absolutely convinced that the process is totally fair.

IFAC has to make sure that no stakeholder could ever question the selection of the different
persons who take a part in IFAC public interest role (and this includes the Board members,
the heads of the Committees and the leadership of the Federation).

The PIOB could be asked to bring along its independent reflexions on how to improve further
the Nominating process in order to make sure the transparency is as developed as possible

This should however not affect the main role of the PIOB vis a vis the PIACs.

Q5: Do you agree with the medium-term strategic objectives for the PIOB? (as listed on top
of page 12 of the document). YES.

Q6: Will the Oversight Assurance Mode provide stakeholders with a sufficient level of comfort
that the public interest is being protected? Probably YES, knowing that the PIOB has
developed an experience and a methodology to oversee the standard setting by the PIACs.

It is worth testing the new Mode of oversight proposed here. In case it appears to be less
protective of the public interest, the PIOB would certainly return to previous methodologies
and to direct observation.

Q7. Do you agree that consulting the MG and other stakeholders through an active
communication policy will help the PIOB to form its own opinion on agenda-setting public
interest priorities?

It is important for the PIOB to form its own opinion on the priorities given by the PIACs to
the various possible projects and to exchange with the PIACS and their advisory groups on
the public interest value of future works. To forge its own views, the PIOB will need to
consult freely with all stakeholders concerned, including the MG and each of its components.

Q8: Do you agree that the PIOB has to be fully aware of the implications of its work to
protect the public interest and that its approach to oversight requires an active interaction
with all stakeholders? YES. See answer to previous question

Q9: Do you agree that the PIOB mandate requires an active communication policy? YES.
Do you think the present minimalist policy is sufficient? NO.

Do you think that raising awareness of the work of the PIOB should be an objective of its
communication policy? YES.

In order to limit excessive increases in communications expenditures, the PIOB could decide
to coordinate its communication policy with IFAC when the Federation provides regular
information on works and achievements of the standard-setting boards, as well as on their
programs and strategic plans. IFAC could certainly reserve some space for PIOB comments in





the press releases referring to Public interest activities of the Federation. Similarly, the PIOB
could certainly use some of the documents produced by IFAC and its independent boards as a
basis for additional explanations and comments to raise awareness on the role of the PIOB.
Public Policy paper N°3 provides an example of a multi-purposes document. Information
given by IFAC on the compliance program or on the nominations could also be used by the
PIOB to illustrate its role as a guardian of the public interest

Q10: Do you agree with the view that has been put forward that funding has to be diversified
and should not be largely dependent of IFAC funding? YES.

Q11: Please suggest alternative sources for diversifying and financing the PIOB budget.

As we mentioned in our response to Q22 in the MG list, we think it is the final responsibility
of the organisations and institutions taking part in the monitoring group to bear the costs of
the functioning and management of the PIOB. This oversight board was created as the best
possible structure to protect the public interest through standard-setting activities, because it
combines in a single independent body the concerns of the various regulators and institutions
involved.

IFAC should certainly maintain a contribution to this funding, since the oversight improves
the value and the credibility of the standards produced under IFAC auspices, but this
contribution should be only marginal; it could be limited to the free assistance given to the
PIOB’s secretariat or to the free organisation of meetings or to some assistance in terms of
communication... In all circumstances, the accounting profession and the Federation should
not cover more than 20% of the total budget of the PIOB.
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Yours sincerely,
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The Japanese Institute of

Certified Public Accountants
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June 26, 2012

Mr. Fernando Restoy

Chairman

The Monitoring Group

C/O International Organization of Securities Commissions
Calle Oquendo 12

28006 Madrid
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JICPA Comments on the Public consultation on the governance (with special focus
on organisational aspects, funding, composition and the roles) of the Monitoring
Group, the PIOB and the standard setting boards and Compliance Advisory Panel
operating under the auspices of IFAC

The Japanese Institute of Certified Public Accountants (“we”, “our” and “JICPA”) is
grateful for the opportunity to comment on the Public consultation on the governance
(with special focus on organisational aspects, funding, composition and the roles) of the
Monitoring Group, the PIOB and the standard setting boards and Compliance Advisory
Panel operating under the auspices of IFAC (the “CP”). |

As one of the major IFAC member bodies, we have been involved with the IFAC
Boards and Committees in various ways, including through nominations for the Boards
and Committees, participation in National Standard Setters meetings by our
representatives, as well as providing our comments on proposed standards and other
documents. Based on these experiences, we provide our views on the questions in the
CP, referred to bellow.





Q1: Do you consider it necessary to enhance representation of the public
interest? If so, which additional actions, apart from the appointment of an
independent IESBA Chair and redefining the nature of non-practitioner board
members, would you suggest to reinforce the mechanisms to safeguard the

public interest?

Enhancing representation of the public inferest is a critical issue, in order to achieve
the structure’s objective, that is, to serve the public interest. We agree that it is necessary
to consider additional actions, in addition to the appointment of a remunerated
independent IESBA chair, and redefining the nature of non-practitioner board members.
However, the recommendations presented in the final effectiveness review report
published in 2010 have not been fully implemented yet. Also, it takes a certain time to
assess its effects. In addition, we believe that the representation of the public interest has
been achieved to a high degree. Therefore, at present, we believe that it is not necessary

to implement any additional actions.

Q2: In the long term, would you favour a different and fully independent
standard-setting model completely outside the IFAC structure and if so how

could such a structure be funded?

We believe that the current structure functions effectively, with the appropriate
balance between professional accountants and other stakeholders, in order to achieve the
objective to serve the public interests.

We also recognize, as described in the CP, that it is not realistic at the current time to
attempt to alter the funding structure of standard setting activities in any substantial

fashion.

Q3: Do you consider the current three-tier system adequate for achieving its
objectives, or an alternative model could be more adequate? In the latter case,

which model would you suggest?

We believe that the current three-tier system is appropriate to achieve its objectives.

At present, we do not have alternative suggestions.






Q4: Would you support the IPSASB being subject to PIOB oversight? Why?
What conditions, if any, would you impose on such oversight? Would you see as
a factor to take into account the fact that IPSASB deals with accounting rules

instead of auditing ones?

The IPSASB, which deals with accounting standards in the public sector, has a
different purpose from other standard-setting boards under the IFAC. Therefore, in the
future, it would be worth considering a different standard-setting model. However, at
present, we believe that it is more efficient to add the IPSASB into the scope of PIOB
oversight than to establish a separate oversight body. However, the PIOB may need to
review its composition and process, since different expertise would be required.

Considering the purpose of the IPSASB, it is also necessary to consider the funding
to IPSASB itself. The funding to IPSASB may have to be requested from wider
stakeholders including preparers, not only from the IFAC.

QS5: Do you see merit in having a “Compilation document” for the whole
structure? In this case, which alternative would you prefer for organising the
structure and nature of the Compilation document?

The “compilation document” would be useful for more stakeholders to clearly
understand the structure and status of monitoring, oversight, and standard setting,
However, we believe that a “guide” format would be more effective. A guide would be
easier for stakeholders to understand the structure. It would be appropriate for the
IFAC to prepare the guide under the PIOB’s cooperation and oversight.

Q6: Given the breadth of the current mandate, would you consider it helpful to
modify the name of the structure to improve its visibility? In this case, what

name would you suggest?

We do not believe that it is necessary to modify the name, as the visibilities of each
organization have been gradually improved since the IFAC reform in 2003, It would
be more effective to steadily improve the visibility of the current names with
publications such as the guide described above, press releases, or other types of
documents, rather than modifying the names.






Q7: Do you agree with the proposal that the MG should have a more strategic
role?

Q8: Do you agree with the objectives proposed and, specifically, with the MG
having the possibility of conferring with the PIOB on the PIACs’ agendas and

receiving appropriate feedback?

We believe that it is not appropriate for the MG to have direct and explicit
involvement with the PIAC’s agendas.

We understand that, for example, the MG already has appropriate opportunities for
exchange of opinions with the PIOB and the Consultation Advisory Group (CAG). We
believe that more effective operation of the current arrangements will provide more

meaningful feedback.

Q9: Do you agree with the suggested ways of improving the communication
activities? Would you consider it useful for the MG to have in the special
occasions above described direct involvement with PIACs?

We understand that one of the MG’s important roles is to create a link between the
standard-setters and those public authorities responsible for the adoption and/or
supervision of the standards, facilitating a discharge of responsibilities. To properly play
this role, improving the communication activities is a critical factor. |

Representatives from regulators attend some of the PIAC meetings as observers. In
considering involvement with the PIAC activities, we consider it appropriate to review
and clarify the role of these observers, rather than to consider their direct involvement.

Q10: Do you have any specific suggestions on how liaison with investors could
be improved? In this sense, do you see merit in some portions of the MG

meetings having the public in attendance?

The Monitoring Board (MB) of the IFRS Foundation and IASB, for example, has
already held some of the meetings in public. We see merit in some portions of the MG
meeting having the public in attendance, As a minimum, it would be useful to make
public the meeting schedules and agenda. We believe that this will improve the






transparency of the MG and be one of the best ways to improve its visibility.

Q11: Would you find it useful that the MG engages with organisations
representing governmental institutions? Would the G20 be the most
appropriate or, should others bodies be considered imstead?

As noted above, we understand that one of the MG’s important roles is to create a link
between the standard-setters and those public authorities responsible for the adoption
and/or supervision of the standards, facilitating a discharge of responsibilities. Therefore,
in our view, it is useful for the MG to engage with organizations representing
governmental institutions, We believe that it is appropriate to engage with relevant
governmental institutions, based on circumstances, and not to limit it to the G20

couniries.

Q12: What is your opinion about the current composition of the MG? (i) Do you
believe that other organisations (i.e., national or regional regulators) should or
could be represented in the MG? If so, which criteria do you think new
members should fulfil to become MG members? (ii} Should a maximum be set
to the number of MG members? (iii) Would you favour a change on how the

Chairperson is appointed?

The JFAC is an international standard setting organization. Its Boards and
Commiitees are composed of members, considering the balance of countries and
jurisdictions, Therefore, we are of the view that it is also necessary for the MG to be
representative by global organizations serving international public interests,

We offer no comments on the questions such as the criteria to be fulfilled by new
members and the maximum number of MG members, since this would be appropriate to
be decided by the MG, based on its experiences and discussions.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

Q14: Would you consider convenient to avoid direct hierarchical relationship
between the PIOB and the MG members?

We believe that it is not appropriate for the MG and PIOB fo have excessive strong






relationships, since it has the potential of undermining their respective independences.
We understand that human resources for PIOB are limited, and that a certain level of
relationships cannot be avoided. However, each PIOB member is expected to maintain
independence and ensure fairness. Therefore, we believe that it is appropriate to avoid a

direct hierarchical relationship.

Q15: Do you think that the roles and responsibilities of MG and PIOB should
be further clarified? Do you have specific suggestions regarding which areas
this clarification should address?

Q16: Do you see merit in the PIOB undertaking a regular review of its due
process and oversight framework through its strategy document?

Q17: Do you see merit in the PIOB periodically producing a strategy document
that would supplement the yearly business plan and budget? What should the
involvement of the MG be in the production of these documents?

Q18: Do you think that the current composition of the PIOB could be
enhanced? Would you consider convenient that the PIOB’s composition is
reviewed each time a new body becomes full member of the MG?

Overall, we believe that the current oversight activities function appropriately.

We chose not to provide specific comments on the questions related to PIOB
program, since we nominate our members for the PIACs, and may be indirectly subject
to P1IOB oversight, as is the case in the IFAC.

Q19: Would you consider the current composition of the PIACs appropriate?
Do you see merit, in the context of a second effectiveness review, in exploring
the idea of having a majority of non-practitioners and a majority of public

members?

We consider the current composition of the PIACs appropriate.

We provided the following comments on Recommendation 4 in the public
consultation conducted by the MG in 2010.

*... since the audit environment is significantly changing and becoming more
complex, in order to identify issues which need to be considered by the auditors in their
audit practice while maintaining independence, and develop standards that are relevant,
we believe that if is essential that the Board members have sufficient understanding of






most recent audit practice based on their actual experience and knowledge. Especially,
in setting international standards, we believe it is very important that the matters are
discussed beyond the subject of considering the existing national laws and regulations.
Without considering these views, it is impossible to develop standards which are
relevant as well as effective.

Therefore, in order to develop effective standards that serve the public interest, it is
necessary to maintain an appropriate balance between members who have audit
experience and others, within the current framework, rather than seeking to utilize other
structures. We believe that, within this framework, standards that serve the public
interest are developed through the exchange of views between auditors with sufficient
audit experience, expert knowledge, and ethical sense, (and having a full awareness of
what an auditor should be) and other members who are not auditors. We believe this is

completely achievable.”

Q20: Do you consider best practice a nine years period for rotation of the
representatives of CAG member organisations?

We consider the rotation of the representatives as being appropriate. However, we

offer no comments on the specific number of years.

Q21: Would you agree that it is not realistic at the current time to attempt to
alter the funding structure of standard setting activities in any substantial

fashion?

We agree that it is not realistic at the current time.

Q22: Do you consider appropriate that IFAC finances the largest part of the
PIOB budget? If not, do you consider appropriate that IFAC launches an
external fundraising having some contributions of the MG members in the

mean fime?

The 2003 IFAC Reforms stated “As a general principle, both IFAC and the MG
consider it to be in the public interest that parties other than IFAC shall fund at least






50% of the cost of the PIOB. IFAC will seek contributions to cover 50% or more of the
PIOB costs. Given the public interest nature of the oversight activities of the PIOB, the
MG members may provide contributions to support the PIOB’s activities. The PIOB
may also be involved in seeking contributions to cover its costs.”

Even now, from the viewpoint of the public interests, we believe that it is not
appropriate for IFAC to finance the largest part of the PIOB budget. Although we
have no other effective ideas at this time, we believe that it is necessary to continue

discussions regarding alternatives.

Q23: Do you think it feasible to have a similar funding structure in place for the
PIOB to that in place for funding the IFRS Foundation?

The funding structure for IFRS Foundation is made possible by a wider range of direct
users of IFRSs, developed by the TASB, and its constituency. It would be difficult to
have a similar funding structure in place for the PIOB, since the standards developed by
each PIAC are different from IFRSs, and its direct users are limited.

Q24: Do you see the need for and/or merit in having a permanent Secretariat
for the MG? In this case, do you think IOSCO should provide resources for a

permanent Secretariat to the MG?

We see merit in having a permanent Secretariat for the MG.  However, we offer no
comments on the resources, since this should, perhaps, be decided by the MG.

Q25: How do you think the governance of the international auditing, ethics and
education standards setting process could improve audit quality? What are the
main objectives that those responsible for governance should take into account?
Q26: What is your opinion about the current structure? Do you think the
current structure is appropriate in order to improve audit quality? If not, what
changes, suggestions or remarks would you propose?

As noted above, we believe that the current structure is appropriate, and at present, it is

not realistic to attempt to alter the structure in any substantial fashion.






Q27: Do you agree that the current levels of empowerment and responsibility of
the bodies that compose the current structure (MG, PIOB and PIACs) are
appropriate? If so, do you have any suggestions for improving the dialogue and
interaction between the different bodies? If not, how these levels of
empowerment and responsibility could be improved?

Q28: Do you think that there is any other overall structure that could
achieve improvement in audit quality more efficiently? If so, what could
they be and how might they be financed?

As stated above, we believe that the current structure is appropriate.

We wish to express, again, our appreciation for this opportunity to provide our

comments.

Sincerely,

TheTapanese Institute of Certified Public Accountants











Department of Treasury and Finance

1 Treasury Place
GPO Box 4379

Melbourne Victoria 3001
Telephone: {03) 9651 5111
Facsimile: (03) 9651 2062

DX 210759

Contact: James Benson
Phone: 612 6215 3775
Our Ref: RMS12/03830

The Monitoring Group and PIOB Chairmen

The Public Interest Oversight Board-Monitoring Group
C/Oquendo 12

28006 Madrid, SPAIN

Dear Sirs,

RE: International Organization of Securities Commissions (IOSCQO) Monitoring
Group’s Public consultation on the governance (with special focus on
organisational aspects, funding, composition and the roles) of the Monitoring
Group, the PIOB and the standard setting boards and Compliance Advisory Panel
operating under the auspices of IFAC

The Heads of Treasuries Accounting and Reporting Advisory Committee
(HoTARAC) welcomes the opportunity to provide comments on the abovementioned
IOSCO Monitoring Group (MG)’s consultation paper.

HoTARAC is an intergovernmental committee that advises Australian Heads of
Treasuries on accounting and reporting issues. The Committee is comprised of the
senior accounting policy representatives from all Australian States, Territories and the
Australian Government.

HoTARAC is responding to question 4 of the consultation paper:

Would you support the IPSASB being subject to PIOB oversight? Why? What
conditions, if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of
auditing ones?

HoTARAC agrees that there has been increasing focus on public sector financial
reporting and the importance of independent oversight of standard setters. HOTARAC
notes that the oversight arrangements for the International Accounting Standards
Board (IASB) were recently reviewed. In HoTARAC’s view, the credibility of
standard setting bodies and the confidence of users and other stakeholders is
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substantially enhanced by robust governance arrangements. The International Public
Sector Accounting Standards Board (IPSASB) notes on their website that ‘many
governments, jurisdictions, and international institutions have adopted International
Public Sector Accounting Standards and many more are on the road to convergence’,
emphasising the need to ensure stakeholder confidence in standard setting for the

public sector.

In light of these considerations, and noting the synergies and operational efficiencies
outlined on page 14 of the paper, the majority of HOTARAC agrees that Public
Interest Oversight Board (PIOB) oversight of the IPSASB would be appropriate in the
short term, subject to the following comments.

HoTARAC recommends PIOB oversight be conditional on the appointment of
additional members, preferably three, with public sector experience as envisaged on
page 14 of the paper. HOTARAC would further recommend public sector experience
include the preparation of general purpose financial reports. HOTARAC believes
consideration should be given to appointing the additional public sector members by
allocating these positions to key stakeholder groups to nominate representatives.

HoTARAC would also support a change in the composition or increase in the
membership of the MG to include members with public sector experience, reflecting
the broadened role of the MG and the PIOB. Further, there is a need to clarify the MG
and PIOB’s roles to ensure no overlaps or gaps exist.

HoTARAC does not consider the PIOB’s existing oversight of auditing standard
setters as inconsistent with oversight of an accounting standard setting body, as long
as the members have sufficient expertise and they are appropriately balanced between
both fields. HOTARAC would cite the Australian example of the Financial Reporting
Council oversighting both accounting and auditing standard setting bodies as evidence
a dual role is possible.

However, the majority of HOTARAC views PIOB oversight as a temporary measure.
HoTARAC would recommend, if the PIOB arrangement is adopted, the arrangement
should include a commitment to review the appropriateness of such a decision within
a few years. HOTARAC believes the long term governance arrangements should be
considered in conjunction with the development of a clear strategic focus for the
IPSASB including the relationship with the IASB (while acknowledging the comment
on page 13 that the focus of the IASB is likely to continue to be private sector entities
in the near term).

A majority of HOTARAC jurisdictions would not favour the public sector exclusive
oversight body model noted on page 13 of the consultation paper. The majority views
the establishment of such a body as incompatible with the long term goal of
convergence between IASB and the IPSASB standards. The HOTARAC majority is
also concerned establishment of such a body would exacerbate existing resourcing
constraints.





A minority of HOTARAC jurisdictions would recommend the establishment of a
public sector exclusive oversight body, fully cognisant of public sector issues to
provide greater assurance to stakeholders in the IPSASB governance process, in the
mid to long term. In the minority’s view, such a body would indicate progress toward
the ultimate goal of an independent international public sector standard setter role. At
least one HOTARAC jurisdiction would favour progressing directly to this long term
solution without the intermediate step of PIOB’s oversight.

HoTARAC would strongly advise oversight arrangements include consideration of
the establishment of a consultative advisory group for IPSASB, consistent with other
standard setters operating under the International Federation of Accountants and
International Financial Reporting Standards Foundation umbrellas.

If you have any queries regarding HoTARAC’s comments, please contact
James Benson from the Australian Department of Finance and Deregulation on
612 6215 3775.

Yours sincerely

Grant Hehir

CHAIR
HEADS OF TREASURIES ACCOUNTING AND REPORTING ADVISORY

COMMITTEE

2-J  June 2012






Susan S. Coffey, CPA, CGMA

C PA Senior Vice President,
Public Practice & Global Alliances

American Institute of CPAs

1211 Avenue of the Americas
New York, NY 10036-8775

June 26, 2012
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The American Institute of Certified Public Accountants (AICPA) is the world’s largest
association representing the accounting profession, with nearly 377,000 members in 128
countries and a 125 year heritage of serving the public interest. AICPA members
represent many areas of practice, including business and industry, public practice,
government, education and consulting. The AICPA sets ethical standards for the
profession and U.S. auditing standards for audits of private companies, non-profit
organizations, federal, state, and local governments. It also develops and grades the
Uniform CPA Examination.

On behalf of the American Institute of Certified Public Accountants (AICPA) | wish to
thank you for the opportunity to comment on the Monitoring Group’s Consultation Paper.
The process of gathering input is an important one and we commend you on your efforts.

The AICPA has reviewed the consultation paper and offer our input to the specific
questions in the remainder of this letter. If we did not have a comment on a particular
question, we omitted the question from this letter.

Specific comments:

Q1: Do you consider it necessary to enhance representation of the public interest? If so,
which additional actions, apart from the appointment of an independent IESBA Chair and
redefining the nature of non-practitioner board members, would you suggest to reinforce
the mechanisms to safeguard the public interest?

We believe that the public is well served by the current process and that IFAC has
appropriately focused its resources and efforts on the public interest through its standard
setting, thought leadership and public policy initiatives, and via its compliance program
for member bodies. Standards on auditing, ethics and independence will continue to be
best served when promulgated via the proper balance between practitioner and non-
practitioner representatives. Established procedures, including relevant safeguards and
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required consultations, oversight and monitoring strive to ensure that balance continues
to create the highest quality standards that are practical and protect the public.

Q2: In the long term, would you favour a different and fully independent standard-setting
model completely outside the IFAC structure and if so how could such a structure be
funded?

We believe the current standard-setting model, which balances input from practitioners,
non-practitioners and the regulatory community - via the PIACs, CAG, PIOB, MG and
public exposure of all proposals - creates a robust process for standard setting that has
created, high quality standards in the areas of auditing, ethics, independence and
education.  This model has served the public well for the last seven years. Any change
should be supported by evidence that the model has not served the public well. The PIOB
provided a self-assessment report to the MG in February, 2010 and generally reported
the process was indeed working as designed. Any change should only be based on a
similar study in the future. We commend the PIOB and the MG for challenging the
process and continually looking for ways to improve.

Q3: Do you consider the current three-tier system adequate for achieving its objectives,
or an alternative model could be more adequate? In the latter case, which model would
you suggest?

The current system provides a robust level of oversight and monitoring to the standard-
setting activities of IFAC. Any additional layers would be duplicative creating
inefficiencies and ineffectiveness.

Q4: Would you support the IPSASB being subject to PIOB oversight? Why?

What conditions, if any, would you impose on such oversight? Would you see as a factor
to take into account the fact that IPSASB deals with accounting rules instead of auditing
ones?

We would support IPSASB being subject to PIOB oversight provided that oversight was
limited to overseeing due process in standard-setting and informed oversight. Expanding
the PIOB’s role to include the evaluation of and/or participation in the development of
“technical content and standards” is unnecessary, would defeat the purpose of an
oversight function (i.e., would be direct participation), would be duplicative with the
PIAC and CAG roles, and may require additional skillsets that currently do not exist at
the PIOB. We recognize there are challenges to PIOB oversight as articulated in the
discussion document, including funding and skillset. We would favor a risk based
approach to IPSASB oversight as identified in the PIOB discussion paper on its 2012
work programme.

Q5: Do you see merit in having a “Compilation document” for the whole structure? In
this case, which alternative would you prefer for organising the structure and nature of
the Compilation document?





AICPA would support a compilation document for the entire structure. Not only would a
document of this type facilitate understanding of the standard setting, oversight and
monitoring processes, but it would highlight where redundancies exist and could create a
roadmap for efficiencies. AICPA supports the first of the two options discussed in the
Consultation Paper over governance structure rather than stand-alone charter for the
entire structure.

Q6: Given the breadth of the current mandate, would you consider it helpful to modify
the name of the structure to improve its visibility? In this case, what name would you
suggest?

AICPA believes that the current name and structure is sufficient.
Q7: Do you agree with the proposal that the MG should have a more strategic role?

Today, the MG'’s role is to appoint individuals to the PIOB, which is charged with
ensuring due process of the standard-setting activities of IFAC via an informed oversight
process, and to monitor the PIOB’s activities. If the MG s role were to expand, it would
be duplicative or redundant with that of the PIOB. Therefore, we do not recommend that
the MG role be expanded. However, it seems logical for the MG to discuss the
regulatory and economic environment and its strategic objectives and priorities (via the
PIOB’s informed oversight process) as part of the PIOB’s stakeholder outreach process
so that the PIOB has the tools it needs to effectively oversee the work of the PIACs. We
do not recommend a direct link to the PIACs since this is the PIOB’s primary function.

Q8: Do you agree with the objectives proposed and, specifically, with the MG having the
possibility of conferring with the PIOB on the PIACs’ agendas and receiving appropriate
feedback?

See response to Q7, above.

Q9: Do you agree with the suggested ways of improving the communication activities?
Would you consider it useful for the MG to have in the special occasions above described
direct involvement with PIACs?

We believe transparent communication of the MGs monitoring activities are important to
the overall understanding by the public of the standard setting activities of IFAC. We do
not believe it will be useful for the MG to have direct involvement in the PIAC'’s
activities. We believe that it would be redundant with PIOB’s activities. See response to
Q7 above.

Q10: Do you have any specific suggestions on how liaison with investors could be
improved? In this sense, do you see merit in some portions of the MG meetings having
the public in attendance?





We do not have any additional suggestions on improving liaison with investors. Opening
certain portions of meetings to the public has merit, but the communication stream with
investors should still remain with the PIOB.

Q11: Would you find it useful that the MG engages with organisations representing
governmental institutions? Would the G20 be the most appropriate or, should others
bodies be considered instead?

AICPA believes it would be useful for the MG to engage with organisations representing
governmental institutions. The MG should consider which institutions are most relevant
to its activities. Those institutions may vary over time, so flexibility should be built into
the system to allow the MG to evolve over time as the environment changes.

Q12: What is your opinion about the current composition of the MG? (i) Do you believe
that other organisations (i.e., national or regional regulators) should or could be
represented in the MG? If so, which criteria do you think new members should fulfill to
become MG members? (ii) Should a maximum be set to the number of MG members?
(iii) Would you favour a change on how the Chairperson is appointed?

We believe the current composition of the MG is appropriate, given the current
environment. AICPA believes that further study would be needed to better understand
how a regional approach to membership on the MG would work, and how it would
provide for more effective monitoring and confidence in the system. The process should
allow for flexibility to change when needed and a study could help support when and
where change would be needed.

Q13: Do you see a problem in MG members appointing full time employees of
organisations represented in the MG as PIOB members?

AICPA believes it vitally important to appoint the best candidates for the role. However,
there should be a balance that provides for the most effective oversight. Limitation on
“employees” might be considered to preserve the appropriate balance. Additional
safeguards might be considered to ensure the directives of the PIOB and the MG are
carried out appropriately.

Q14: Would you consider convenient to avoid direct hierarchical relationship between
the PIOB and the MG members?

AICPA believes that direct hierarchical relationships between the PIOB and MG
members do not need to be avoided when roles are clearly defined and positions are
filled with the most appropriate experienced representative.

Q15: Do you think that the roles and responsibilities of MG and PIOB should be further
clarified? Do you have specific suggestions regarding which areas this clarification
should address?





AICPA believes the roles and responsibilities of the MG and PIOB are already clearly
defined.

Q16: Do you see merit in the PIOB undertaking a regular review of its due process and
oversight framework through its strategy document?

AICPA believes a regular review of PIOB’s due process and oversight framework would
be appropriate.

Q17: Do you see merit in the PIOB periodically producing a strategy document that
would supplement the yearly business plan and budget? What should the involvement of
the MG be in the production of these documents?

The PIOB should have the flexibility to periodically (versus annually) produce a strategy
document that would supplement its business plan. See response to Q7 on the MG’s
involvement in this process.

Q18: Do you think that the current composition of the PIOB could be enhanced? Would
you consider convenient that the PIOB’s composition is reviewed each time a new body
becomes full member of the MG?

AICPA is in full agreement with the IFAC response that it’s important that the
composition of the PIOB is appropriate to ensure that it can effectively and efficiently
discharge its public oversight responsibilities. Any proposals to regularly review and
alter the composition of the PIOB must be balanced against the need to retain experience
and institutional knowledge regarding its activities.

We also agree that, the composition of the PIOB may need to be reviewed to take account
of the evolving responsibilities of the PIOB. That is, if the PIOB assumes public oversight
responsibilities for the IPSASB, there would be a need for the composition of the PIOB to
be reviewed—and perhaps altered—to ensure that it has the requisite legitimacy to speak
on matters relevant to the breadth of its mandate, and to share what would be, an
increased workload.

There is no necessity that additions to the MG should require additions to the PIOB. That
should be a matter of agreement between the MG, PIOB, and IFAC recognizing the
impact on operating costs of PIOB of decisions made.

Q19: Would you consider the current composition of the PIACs appropriate? Do you see
merit, in the context of a second effectiveness review, in exploring the idea of having a
majority of non-practitioners and a majority of public members?

The current composition of the PIACs is appropriate and we do not see merit in a second
effectiveness review at this time. The MG should allow time to evaluate the changes
implemented from the last MG report before additional modifications are recommended.





Q20: Do you consider best practice a nine years period for rotation of the representatives
of CAG member organisations?

The role of the CAG is to provide technical input to standard-setters. Given this role,
periodic rotation would not necessarily be in the best interest of improving quality if the
right person were on the CAG. However, if rotation were deemed to be a best practice
and implemented, it may be more appropriate to follow IFAC term limits of two three-
year terms.

Q21: Would you agree that it is not realistic at the current time to attempt to alter the
funding structure of standard setting activities in any substantial fashion?

AICPA believes that while it may not be realistic to attempt to alter the funding structure,
it is highly desirable to do so. Please see our response to Q22.

Q22: Do you consider appropriate that IFAC finances the largest part of the PIOB
budget? If not, do you consider appropriate that IFAC launches an external fundraising
having some contributions of the MG members in the mean time?

AICPA believes that PIOB’s funding should be diversified. We believe that robust
oversight is enhanced with diversified funding. Diversified funding, independent of any
one organization, should be a goal of PIOB and MG. Since IFAC is funded by member
bodies, no one body could overly influence the activities of MG or PIOB, therefore IFAC
funding is appropriate. However, AICPA recommends MG consider other avenues of
funding to supplement IFAC’s commitment, for example, private foundations,
governments, international agencies, other stakeholders in the financial reporting chain.

Q23: Do you think it feasible to have a similar funding structure in place for the PIOB to
that in place for funding the IFRS Foundation?

AICPA does not think it’s feasible to have a similar funding structure in place for the
PIOB to that for the IFRS Foundation. The PIOB will need to continue to search for
funding mechanisms from outside interests to ensure a balance in how the PIOB is
funded.

Q24: Do you see the need for and/or merit in having a permanent Secretariat for the MG?
In this case, do you think IOSCO should provide resources for a permanent Secretariat to
the MG?

AICPA believes there is merit in having a permanent Secretariat for the MG that will
ensure continuity and institutional knowledge that can be carried forward.

Q25: How do you think the governance of the international auditing, ethics and education
standards setting process could improve audit quality? What are the main objectives that
those responsible for governance should take into account?





AICPA agrees with IFAC response to this question stating that IFAC considers that those
responsible for the governance of the PIACs should ensure that they always act in the
public interest in respect to their responsibilities for standard setting. IFAC is of the view
that the work of the PIACs and the manner in which they currently undertake their tasks
advances audit quality. It does not see that a major change in governance arrangements
is necessary, but acknowledges that all parties must remain vigilant in working to
enhance and improve these arrangements.

Q26: What is your opinion about the current structure? Do you think the current structure
is appropriate in order to improve audit quality? If not, what changes, suggestions or
remarks would you propose?

AICPA believes the current structure is appropriate with one exception.

That exception revolves around education standards. AICPA believes that the IAESB
should either be concluded, or its mandate reduced from a standard setting board to one
focused on communication of current standards and assistance to member bodies with
implementation and compliance. This transition could be effected when the current
activity of revising the present eight standards is completed. No new standards should be
contemplated given that the cultural, legal, regulatory, and educational differences
across member bodies is so substantial. It is far more important to now focus on helping
member bodies establish threshold education programs which deliver basic competences.

Q27: Do you agree that the current levels of empowerment and responsibility of the
bodies that compose the current structure (MG, PIOB and PIACs) are appropriate? If so,
do you have any suggestions for improving the dialogue and interaction between the
different bodies? If not, how these levels of empowerment and responsibility could be
improved?

AICPA believes the current levels of empowerment and responsibility are appropriate.

We would be happy to discuss any of the comments provided to the Consultation Paper
and look forward to continued dialogue.

Sincerely,

American Institute of Certified Public Accountants

Susan S. Coffey, CPA, CGMA
Senior Vice President — Public Practice and Global Alliances





