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Introduction 

The thoughts in my presentation to the IAASB today have been motivated 

by several impulses. The main one is the very request of your distinguished 

chair that I present my views on the future paths of oversight to this Board. 

The second is that the recent review of IFAC Reform by the Monitoring 

Group has offered us all an occasion to rethink the composition and the 

operation of standard setting boards, as well as the methods used by the 

Public Interest Oversight Board in its own work. The third is that speaking 

to you as former PIOB chair I can say my opinion without fearing that PIOB 

collective views will be compromised. These are strictly my personal views.  

 

By way of introductory comment let me say that international oversight of 

standard-setting in the areas of audit, ethics and accountant education has a 

long future but a short past. Our type of oversight has been practiced for 

only six years. It covered a lot of uncharted territory, being a very novel type 

of oversight  

 

The basic situation that oversight must tackle is this: expertise on the subject 

matter resides in the members of the standard setting board who have the 

knowhow and the resources to conduct standard setting work. They also 

have a presumed predisposition to conduct their work in ways that promote 
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public interest goals. The oversight body has the final word on whether the 

public interest is being served. This however does not reflect a judgment on 

the intrinsic features of standards but is largely limited to a check of process 

and procedural matters. The standard setting board must make the judgment 

on the quality of content; and a large universe of stakeholders are depended 

on, through consultation and advice, to corroborate and certify that indeed 

the quality is there. 

 

There are thus at least two balancing acts that take place in this exercise. 

One is the structure of the standard setting boards: practitioners and non-

practitioners work together in order to reduce the risks inherent in 

professionals setting standards for their own profession. The other is the 

division of tasks between decision-making standard setters and public 

interest overseers.  

 

There are many who do not adhere to such balancing acts, as has been the 

whole conception of ‘IFAC Reform’.  Diehards exist on both sides of the 

argument. I have encountered many who come from the profession and who 

argue that all this complex arrangement of standard setting only leads to a 

dilution of expertise.  I have also encountered many who come from non-

professional ranks and argue that, no matter how much balancing and 

oversight you interject in the process, private interests will always find a 

way to penetrate and permeate decisions on standards, especially since the 

area of audit is replete with business incentives of very strong firms with 

wide international influence.  
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Over the last six years a joint effort has been unfolding whereby all parts of 

the structure – the PIOB, standard setting boards, the consultative advisory 

groups – work to offer real evidence that the structure can work and can 

produce high quality outputs that are aligned with public interest goals. 

Indeed, the revision of ISAs is a noteworthy example.  

 

However, the argument is never settled. In the present world proof of the 

effectiveness of the model launched by the IFAC Reforms depends on 

constant adaptation to new needs and on a continuous search for 

improvement of process and content.  

 

Oversight in an Architectured Environment 

Public interest oversight cannot be easily generalized. It has been specific to 

the architecture created by the IFAC Reform. The basic idea of the Reform 

was very simple: to create a third path besides the simple ones of either 

having the profession set its own standards or have an independent public 

authority setting them. This third path was to be a hybrid, and hybrids are 

always more complex, but also more interesting.  

 

Let me briefly recount the structural features of the two core bodies, the 

standard setting board and the oversight board.  

 

The internal architecture of the core activity, standard setting, is the true 

hybrid design. It encompasses equal groups of practitioners and non-

practitioners, technical advisers, staff and observers. It includes among 

practitioners nominees from the forum of firms and among non-practitioners 

nominees who are appointed as ‘public members’. The structure has evolved 
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over the last six years in major ways: the idea of ‘diversity’ has been 

implemented to go beyond the practitioner/non-practitioner balance. 

Geography, profile variation and gender have been major parameters in the 

compositional design. Nominees from small practices, public sector 

auditing, academia have been selected. Another major evolutionary element 

is the buildup of the profile of an independent chair of the standard-setting 

board who can act as a central manager of priorities, group dynamics and 

tempo of work. I will not take this any further, since my focus is on the other 

leg, public interest oversight.  

 

The internal design of the oversight board is of course far simpler than that 

of the standard-setting boards. It includes nine nominees from regulatory and 

public interest organizations and one from IFAC. It follows a principle of 

geographic and gender diversification and it reflects a balance of regulatory 

perspectives which is specific and gives predominance to nominees from 

security regulators, one of whom also becomes PIOB chair.  

 

The mode of operation of the oversight board has been geared to activities 

that follow the architecture of the whole process. One basic conclusion is 

that the quality of oversight depends on how well the various parts of the 

architecture work on their own, and on how well they relate to each other. I 

mean mainly standard-setting boards and CAGs, but also relations with a 

broader universe of stakeholders.  

 

Observation as supervision of standard-setting 

At the initial stages of its operation the PIOB decided that its members 

would conduct direct observations in order to familiarize themselves with 
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the work they were overseeing. Soon, it was realized that observation could 

offer other benefits as well: evaluation of the quality of deliberation, of the 

constructiveness of group dynamics, of the transparency of decisions, of 

public interest focus, of the contribution of members, of the role of technical 

advisers. Many of these were qualitative elements but they constituted items 

that we were able to codify by accumulation of experience and through our 

own internal deliberations. Thus, we came to depend on observations as an 

important element for our sense of how well things worked, how well was 

due process followed and how strong a focus there was on the public 

interest.  

 

PIOB policy in the area of observation has been one of non-intervention in 

deliberations on substance. The observer will comment at the end of the 

meeting or, as has happened in a number of cases, would privately speak to 

the chair if he/she perceived a gap in the process or a fault from a public 

interest standpoint.  

 

The Monitoring Group has criticized the PIOB for the observation policy 

and has asked it to consider steps of disengagement from it. Their main 

reason is their perception of a risk that the PIOB become too involved in the 

process and even perhaps captured by those it oversees. I have disagreed 

with this perception, especially because the role of the PIOB has not been to 

engage in debates about the content of standards.  

 

Nevertheless, I do think that policy improvement is feasible and desirable. 

Observation of meetings is important but not a goal in itself. It is an 

instrument for monitoring and evaluating the focus on the public interest. 
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Monitoring and evaluation can now, with cumulated experience, become 

more structured and more focused. I believe oversight is now ripe and has 

accumulated sufficient knowhow to move towards a more focused 

specification. I believe that it is now possible to move to a mode of 

‘supervision of standard-setting work’ that can variously involve direct 

observation of meetings, distance monitoring and reporting. Direct 

observation may be very useful at times when the results of public 

consultation are worked onto final proposals, for example. In any case, 

direct observation can become more structured by using a standardized 

observation report that will bring out critical elements of public interest 

focus. A reporting format can also be devised for the chairperson of the 

standard setting board to present to the PIOB.  

 

The fundamental structural feature of the standard setting boards after the 

IFAC Reform has been the balance of practitioners and non-practitioners. 

But the balance by itself is not sufficient at all. Individual predispositions 

and behavior as well as group dynamics have proved to be very important. 

This is what direct observation has taught us.  

 

Oversight as protection from downside risks is never enough. One must 

nurture the upside. Selection criteria for members and due process, screening 

and evaluation may protect from the downside. Leadership, interaction, 

meaningful deliberation and cooperation are the usual means for nurturing 

the upside. These areas of action are much more focused on behavior and 

group dynamics. It has been my view over the last six years that the 

oversight body should be interested in both the protections from downside 

risks and the nurturing of the upside benefits. Our strategy of observation, 
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interaction with the leadership, due process review and deliberation has 

always sought to serve this mix. Unavoidably this must continue to be the 

case, even as policy adjustments are undertaken. 

 

Determination and Monitoring of Due Process  

Due process was meant to be the core business of the oversight board, in the 

IFAC Reform. The design of due process itself and its adaptation to 

changing requirements have indeed been priority items for the Oversight 

Board.  

 

Then, a major duty of that Board is to ensure that agreed due process has 

been followed. This has evolved into a series of complementary steps. First, 

there is a due process checklist which the technical director of standards 

submits to the PIOB for questioning and deliberation. In the initial 

conception of ‘due process oversight’ this was the most clearly specified 

element which would however mean – if it stood alone – that oversight 

would be driven by the IFAC technical director and staff. As things evolved 

additional steps were implemented. Thus, secondly there is a checking 

process that involves CAG chairs for reassurance that CAG points have been 

adequately considered. Thirdly, there is since 2008 a process of internal 

review undertaken by PIOB staff. This internal review focuses on the 

development curve of a particular standard from early formulation to final 

response to consultation and public comment.  

 

Once due process design has been reasonably well laid out and the working 

order of standard setting boards and CAGs is streamlined, it is easy to 

imagine that the core business of due process monitoring could become a 
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box-ticking exercise. There are a series of prescriptive steps and activities 

that must be carried out by the standard setting board, and if they are indeed 

carried out, then it is hard for anyone to deny that “due process has been 

followed”. Thus, due process checking may indeed turn into an 

administrative process with very little ‘judgment content’ once all the parts 

of the architecture are brought up to good working order.  

 

However, the architecture is not a mechanical system, though even these fail 

occasionally. It is a system made up of volunteer experts who are renewed 

regularly. It is also a system that has to respond to changing external 

requirements. Thus one can never go to sleep on these processes; order is 

never a given, disorder is always possible; oversight must remain active, 

informed and judgmental, and become more so, if anything.  

 

I believe that at the standard-setting end structures are well developed and 

do not require improvements. CAGs on the other hand can be ameliorated in 

some respects. The PIOB has followed a policy of broadening the 

representation of stakeholders in CAGs in order to create benefits for the 

standard setting boards at the level of technical advice but also selection of 

targets and scope of standards. One consequence of this policy has been to 

include in CAGs both stakeholders representing public interest 

constituencies and those who represent private interests. Although CAGs are 

not required to come up with consensus or even majority views, public 

interest stakeholders must nevertheless be given priority of some kind. 

Deliberation must of course be open, but I wonder whether the CAG chair 

could be assisted in his/her duties (setting the agenda, observing meetings, 
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reporting to the PIOB) by a steering committee that would consist of public 

interest CAG members.  

 

The perspectives of public interest stakeholders are important by definition 

but also because of the special influence they can exert in the process of 

official adoption of standards across jurisdictions. Public interest 

stakeholders have of course the avenue of comment letters in public 

consultations and standard setters should give weight to these. But CAGs are 

a more engaged path of advice and some measures must be thought up to 

improve them as a platform for public interest perspectives.  

 

No oversight board can ever be purely and strictly a ‘due process referee’. I 

and my colleagues at the PIOB have found time and time again that we 

needed an understanding of the substance and the implications of a new 

standard, for example, in order to make a determination of whether due 

process was truly followed. Thus, little by little, we who at the start had 

limited knowledge of auditing, ethics or education matters, became educated 

in these matters and this education was not simply a ‘collateral benefit’. It 

was relevant to our oversight duties. We learned from you, from the CAGs, 

from the consultations you conducted. Our acquired knowledge made us 

more judgmental. We learned to appreciate the need to define the scope and 

the implications of standards for various users across sizes, legal traditions, 

languages. We learned to look for the meaning of standards for the current 

business model of large firms or for the emerging pressures for new areas 

and business models. We learned to appreciate the need for the IAASB, for 

example, to have both ‘upstream’ and ‘downstream’ links to accounting 

standard-setters and audit regulators, respectively.  
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As those among you who are audit practitioners know, practice always 

craves for the safety of routine and therefore, the tendency towards box-

ticking ways of doing our work is always lurking. My point is that this is 

true of oversight as of everything else, and that the issue of oversight quality 

hinges very much on not having to yield to that tendency.  

 

The evaluation of strategic plans for standard setting 

The strategic plans for standard setting boards reflect both their capabilities 

and the demands that arise from the users of standards. These plans are put 

together through a process of consultation and obtain final approval from the 

oversight board. The oversight board has a responsibility to determine that 

the strategic plans are ‘complete’ and has the associated right to ask that 

particular projects be included in the plan, if it is not ‘complete’. The PIOB 

has actually gone through this process once for each of the standard setting 

boards that it oversees.  

 

In my recollection, the consideration of strategic plans for approval 

occasioned some discussion in the oversight board, there was no occasion 

when the board actually recommended a project to be placed on the plan, but 

there were occasions where priorities were questioned and recommendations 

for change were made. All in all, PIOB approval of strategic and work plans 

has been come close to a box – ticking exercise.  

 

In my opinion the intervention of the oversight board in this activity should 

be considerably upgraded. Carrying out the responsibility of declaring a plan 

‘complete’ is more of a burden that one initially thinks. The world of 
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markets and finance in 2011 is very different from what it was in 2005. 

Needs are now far less uniform across the world than in the past since the 

crisis has positioned many countries and firms at the lower tail ends of a 

wide spectrum of states of health.  Auditors must be more discriminating and 

more vigilant, standards must enable sharper judgments and more 

transparent opinions, investors are far more sensitive to risks and look to 

auditors – among many others – to do what they can to mitigate risks. Even 

more importantly from a public interest perspective, regulators have also 

become far more risk – averse after the crisis. These can very well represent 

a large shift in preferences about new or improved standards and 

consultations on strategic plans must be able to bring this shift of 

preferences to the foreground.  

 

The responsibility to declare whether a plan is ‘complete’ or not,  is now 

heavier than at any time in the past. I would therefore conclude that the 

oversight board should take additional initiatives to determine what 

additions can be made to workplans. The PIOB is not really constrained by 

the consultations carried out by the standard – setting boards. I believe that 

in the current circumstances it could carry out its own consultation on 

‘completeness’ among its own principals, i.e. the members of the monitoring 

group. A long standing request of the oversight board vis-à-vis its principals 

has been in fact that they should share with the board new regulatory 

developments and priorities that could inform the oversight work for 

standard setting in audit, ethics and education. This has not been achieved 

during my term of office, and I sincerely hope that the successor board will 

have better success in this endeavor. The discussion of strategic plans is a 

case in point. It can offer an excellent vehicle for the PIOB to engage in 
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discussion and synthesize views from its principals, as a prerequisite for 

taking a decision on ‘completeness’ and or on adding on projects. This 

would also turn to be of significant benefit to standard setters who would 

also get much clearer signals of regulatory preferences and priorities. 

 

Beyond ‘process versus content’: priorities, scope, implications 

The content and quality of oversight are, as I have shown, dependent on the 

architecture of standard – setting and on how well each part works and how 

they all work together. The setting of global standards in other areas can 

draw many lessons from our experiences under IFAC Reform. The operation 

of successful hybrids, as the one we have here, is probably the only and the 

best way out in a situation of a world with unifying markets but 

compartmentalized sovereignties.  

 

Oversight of process cannot retain its quality if it succumbs to a box – 

ticking mentality. And it cannot avoid a box-ticking mentality if it is simply 

organized around ‘due process checklists’ and procedural safeguards. If it 

remained within those bounds it would become an auditor, but a low quality 

one at that, with low or no judgmental duties. In order to be a supervisor of 

quality, the oversight board must be aware of the context, the scope and the 

implications of the standards that are being constructed. Furthermore, it must 

be capable of delineating priorities and urgencies in the work of standard 

setting boards. And in doing this, it must maintain meaningful connections 

with CAGs but also with its own principals, the members of the Monitoring 

Group.  
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In the end, it must be explicitly recognized by all that public interest 

oversight is about legitimizing the work of private standard setters. The 

adoption of standards by various jurisdictions, and the implementation of 

standards by the whole complex of actors who will make use of them, are all 

contingent on legitimacy and credibility. But legitimacy is not simply built 

by the proper relations between the standard – setters and their overseers. It 

requires both to be engaged with the ‘outside world’, to be transparent, and 

to make the workings and the outcomes of the relationship into public 

knowledge. The public domain is the arena where legitimization is built, and 

the public domain must certainly be conquered by the hybrid construction 

that operates for the setting of audit, ethics and education standards.  In that 

sense external relations undertaken by the various parts of the architecture 

must be maintained, intensified and coordinated.  

 

I know your good chairman has worked long and hard at engaging a large 

set of external stakeholders in the work of the IAASB. The other boards 

have done this to a lesser extent, but I think they are rapidly realizing they 

must strengthen this front. The PIOB has also had a moderate level of 

activity in engaging external stakeholders, partly due to resource limits, 

partly due to resistance to the idea that an oversight board should engage in 

‘communications’. Yet it is extremely important that the story and the 

prospects of this hybrid model of standard setting be told, especially since 

the consideration for adoption of standards poses the same question over and 

over: how were they crafted, by which governance arrangements and with 

what oversight.   
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I therefore believe that the oversight board should obtain its own ‘strategic 

plan’ on external relations, a plan that should be coordinated with those of 

the  standard setting boards but also with legitimization efforts undertaken 

by the members of the Monitoring Group.  

 

The prospective development of oversight will hinge on the route to be 

followed by the Monitoring Group itself. In the recent review of the IFAC 

reform there are a few signs that the Monitoring Group will become more 

active than it has been. This is a welcome development provided that two 

conditions are met: first that the division of labor between the PIOB and the 

MG will be very clearly marked; second, that the MG will evolve from an ad 

hoc forum of representatives to a more coherent body with resources to carry 

out the tasks that will support whichever level of engagement they decide to 

undertake.  

 

Inevitably, when we talk about the future quality of oversight in the public 

interest, we must think not solely of the PIOB but of the whole 

superstructure that embraces the MG as well. Transparency and 

accountability of the whole structure will be critical for the greater 

legitimization of the hybrid model of standard setting, which has all the 

prerequisites of an effective way to serve public interest objectives.  

 

Thank you very much. 

 

PARIS   

March 13, 2011 


