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IAASB: 40+ Years of Audit Standard Setting

IFAC International Auditing Practices Committee: 1978 initiative from national institutes to
develop global auditing and assurance standards

Now-IAASB; Objective to set international standards in the public interest:

18 international members including full time Chairman

Maximum of 50% audit practitioners and other 50% with various backgrounds

Voting by qualified majority (12 of 18 members)

Intense due process (research; project proposal, exposure of proposals; development of final standard)
Open Board and CAG meetings

Oversight by the Public Interest Oversight Board (PIOB)

Regular dialogues with Consultative Advisory Group (CAG), IFIAR, IOSCO, Basel Committee,
IAIS, IASB, PCAOB, GPPC, Forum of Firms, SMPC, etc.

Office in New York with 11 technical staff and IFAC support staff
Intense global outreach
ISAs in use in more than 130 jurisdictions and by all 31 international networks
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Clarified ISAs—Global Adoption

Jurisdictions Using Clarified ISAs Already, or Committed to Using Them in the Near Future (130)

Europe (44): Albania, Armenia, Austria, Belarus, Belgium, Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Czech
Republic, Denmark, Estonia, Finland, France (Experts Comptables), FYR Macedonia, Georgia, Germany, Greece,
Hungary, Iceland, Ireland, Italy, Kosovo, Latvia, Lithuania, Luxembourg, Malta, Moldova, Montenegro, Netherlands,
Norway, Poland, Portugal, Romania, Russia, Serbia, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine,
United Kingdom

Americas (20): Argentina, Bahamas, Barbados, Brazil, Canada, Cayman Islands, Chile, Colombia, Costa Rica, El
Salvador, Guatemala, Guyana, Jamaica, Mexico, Nicaragua, Panama, Puerto Rico (private companies), Trinidad and
Tobago, Uruguay, USA (private companies)

Asia and Oceania (24): Azerbaijan, Australia, Bangladesh, Bhutan, China, Hong Kong, India, Indonesia, Japan,
Kazakhstan, Kyrgyz Republic, Malaysia, Mongolia, Nepal, New Zealand, Pakistan, Papua New Guinea, Philippines,
Singapore, South Korea, Sri Lanka, Thailand, Uzbekistan (listed entities), Vietham

Africa/Middle East (41): Bahrain, Benin, Botswana, Burkina Faso, Cameroon, Central African Republic, Chad, Comoros,
Democratic Republic of the Congo, Equatorial Guinea, Gabon, Ghana, Guinea, Guinea-Bissau, lvory Coast, Jordan,
Kenya, Kuwait, Lebanon, Lesotho, Malawi, Mali, Mauritius, Morocco, Namibia, Niger, Nigeria, Palestine, Republic of the
Congo, Rwanda, Senegal, Sierra Leone, South Africa, Swaziland, Tanzania, Togo, Tunisia, Uganda, United Arab Emirates
(Abu Dhabi and Dubai), Zambia, Zimbabwe
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Influencing the IAASB’s Work—The International Audit Environment

Ministers seek to reassure staff
as Carillion collapse sparks anger |

# Public contracts underwritten e No relief in private sector deals & Heated MPs' ¢
: AudltmgThe Auditors

Recent audit failures are bringing new scrutiny to the dominance and
business practices of the Big Four accounting firms.
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) Standards Board

The Audit Environment - A Profession Under Pressure

» General international view is of a profession
under pressure

» Possible exception being the US:
why? SOX? Education? Competition?

+ Professional firms audit revenue percentage
now around 15-20%;

« Greater pressure, especially in UK, to create
“audit-only firms” and “joint audits” to deal with
independence and competition issues;

* Recruitment, margin erosion and regulatory
review overload challenges increasing.

Page &



iy International Auditing
[AASB e

The Audit Environment - Increased Regulator Involvement

* High-profile activity in UK
o 4 Commissions/
parliamentary enquiries;

* Monitoring Group restructure of
international standard-setting;

-
« Australia following closely the * Regulators are now more litigious
UK debate - impact of o name & shame and “why
Haynes/Banking Royal not litigate? approach”

Commission;
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The Audit Environment — A Profession Under Pressure

: . * Debate in press driven to date by
Audit quality and “inspection results”. One element

reporting quality e Audit firms becoming more proactive in

debate should be debate
multidimensional * Auditing and audit quality an issue across

all sectors

Trust deficit

* Do we have the right
products and right
processes?
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The Broader Environment—The Importance of Information Credibility

Credibility of EER is
important because....

* |nformation is a cornerstone of markets
* Information benefits the decision making of report users

* Without credibility, corporate reports are potentially
perceived as marketing documents and a part of
greenwashing practice
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Other Credibility Enhancing Mechanisms

Combined Assurance

South Africa market - King lll Report recommends combined assurance

IHTERN)

AUDIT I
Combined
y; _ assurance \\
4 \
/ \
¥ 4 EXTERNAL [ N
’ AUDIT

) Integrating & aligning

Improving assurance quality = = assurance processes
I
i

Better coordination of assurance providers
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* International Financial Reporting Standards
— Constantly changing standards (new standards such as Revenue Recognition, Leases, Insurance)
— Complexity of accounting is increasing

» Environment becoming more complex

* Brydon Review Findings (UK)
— Fraud and related auditor’s responsibilities misunderstood
— Reporting on prevention and detection of fraud by directors
— ‘True and fair’ versus ‘presents fairly...’

« Greater transparency over different estimations

« Medium term ‘statement of resilience’ in addition to short term going concern

+ Directors view on company’s legal, social, financial and environmental responsibilities to the public interest
— Redefinition of audit and its purpose

— Independent audit profession

« Confusion between term assurance, audit and statutory audit
— No views on jDiFIt audits
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IAASB’s Framework for Audit Quality

Key Elements "-,.It:-::ﬂ’tﬂ-‘”‘-'a' '—F"'-'!r:-r.f..-l,.-"

Audit
Quality
. ‘

Auditor

Contextual Factors Interactions
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The IAASB’s Work in 2015-2019 to
Support Audit Quality




!201 9: Addressing the Fundamentals of the Aut

Auditor Reporting
Standards effective

; . Auditing
Quality Control at Risk Identification Accounting
the Engagement and Assessment Estimates, Group Audits (ISA
o= Level (ISA 220) (ISA 315) Including Fair 600)
Values (ISA 540)




2012-2014
New auditor’s
report
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EARs boost value of audit
and confidence over audit;
corporate disclosures

enhanced as well



>

“KAMs made it easier for me to

8 9 0/ identify key investment risks.”
0 |

of investors will read EAR before
the financial statements

~
“KAMs help me understand the hidden risks

and... how and what measures management had
taken to address the issues.”

-




Which best represents l
your views?

R _ Investors

’ :vne:?l%rz;;e;?:lri}c:)r‘s report 65 %

EAR is less preferred - 50/0
than the old auditor’s report

| do not have a preference 30%

between EAR and old auditor’s report



l Which best represents

your views?

Audit Committees

760/ EAR is an improvement
- over the old auditor’s report

50/0 EAR is less preferred
than the old auditor’s report

1 9% | do not have a preference
between EAR and old auditor’s report




l Did EAR result in you having

moderately to significantly...

Audit Committees Investors

570/0 deeper insights into 6 4%'

financial reporting risks?

6 4% deeper insights into 60 0/0

how auditors conduct audits?

56%  mocamidewointe 57% |

quality of audits in Singapore?




KAMs led to more robust discussions with
management and auditors




0%

of financial statements include
more (and in greater

depth) disclosures on
areas covered by KAMs




Management has perfbrmed cost
studies, taking into account the costs to

IAASB

date and costs to complete each project. E——G

Management has reviewed the status of

such projects and is satisfied that the
estimates to complete are realistic and
reasonable.

The key judgements and accounting estimates relate to (1) the
estimation of total estimated cost to completion which impacts the total
budgeted cost and the % of completion; and (2) the appropriate
allocation of land and development cost between the commercial and
residential components.

The cost to completion have been estimated by management after
considering the remaining work to be done and the estimated total cost
based on contracts awarded or experience from comparable past
projects.

The allocation of land cost to residential and commercial components
within the same development is based on relative estimated sales value

of the finished commercial and residential components. Development

costs have been allocated between the two components based on
specific cost as determined by quantity surveyor or by floor area.




Did the EAR process result in board/management making
improvements to disclosures in financial statements (FS)?

Survey of Audit Committees: 520/0

|J|.

f
I

33% 15% 33%
No A little Moderately  Significantly




ACs voluntarily reported their viev

Letter by ACRA, MAS and SGX on 24 Jan 2017
Encourage audit committees (ACs) to disclose their views on issues

of 180 annual reports have voluntary
reporting by audit committees

0 ided furth
__ ‘53 /o ﬁwr;ghtes b;yonedr KAMs




"An example of complementary AASR

Audit committee’s report Auditor’s Report

The audit committee considered and evaluated We performed the following audit procedures amongst others:

the apprupnatene '+ Obtained an understanding of the Information Technology (IT) and manual
The audit committee, with the | ~controls surrounding revenue systems and processes such as capturing

assistance from internal auditors, oversaw the | and recording revenue transactions, authorisation of rate changes and the

implementation of the billing system which was | input of such information into the billing systems;
put into effect in the first quarter of 2015. « Tested a sample of customer bills and checked these to cash received

: — = {rom customers:;
The audit cc:-mmltteelrewewed the revenue |

+ Tested end-to-end reconciliation from billing systems to accounting
performance each quarter and compared ’ghe ~ system including verifying material revenue adjustments passed into the
perfnrmance with that for the corresponding | accounting system:
period_of_the preceding year and _quarter ~+ Tested the allocation of revenue to separately identifiable components of
Management has sevsa reasnnable_ and  multiple element arrangements, particularly in relation to transactions that
safisfactory ~ explanations on the variances ~include the delivery of handset combined with a service element in the
observed. contracts, as well as the timing of the revenue recognised;

: epo eyenya recognition policies

To allow holistic representatlon of ISSues




Is it important to you that audit committee (AC) report

its views on KAMs?

8% 25% 40%

No Alittle 1 Moderately Significantly

& 67%

Investors




o

commentary on the KAM, because it's a way to
show how they (have) discharged their duties.”

.
(I think it's very important for AC to put in their

,/

L

“I looked at an AC report for a UK-listed
company and quite liked it. It shows you what
they have done, which are extensive...”




Auditors spent more time
engaging the audit
committees and

—N r]lanagement

International Auditing
and Assurance




Auditor’s incremental efforts

The extent of auditors’ incremental efforts in reporting KAMs?

L 21% 62% 17% »790/0

Audit Negligible Moderate Substantial
Committees

1 +85%

Investors Negligible Moderate Substantial




Yes and increase Committees
was suffi c:|ent

65%
/ 0
Yes but increase saw increased

was not sufficient involvement of
No observable increase audit partners
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Can the EAR be further
improved?




""Are KAMs drafted in a way that is easily™ " WEWETY ===

b

Audit Committees

N

“Too lengthy...”

~ “Too many % Investors
jargons used... [

“Considering the skills set of auditors... there is

definitely expected to be a gap in communication

skills. So there is a need to sharpen the ability to
communicate to the target audience.”

80%
N

/




‘ ‘ How simplified can you be? This is not selling a commodity
for example a bottled drink. It is [the auditor’s] professional
opinion; | think we have to respect that. , ,

‘ ‘ | think [this is] because we assume and we are involved [in] the
discussion. So, to us it is very clear, but actually, if you take a
look at it from the other party’s [perspective], it may not be as
clear because they don’t have all the information.’ , ,

Focus group participants, audit committee



Are KAMs sufficiently tailored to help

investors understand t
L faced by the auditor?

Audit Committees

BOLDER

INSIGHTS




‘ ‘ ‘[Effectiveness of KAMs is] very dependent on how the auditors
use the language... [if] the language is too [boilerplate], then it
goes back to the same thing. Because previous reports were very
much a binary pass/fail. So, if the language is again compromised,

then... it's not really going to highlight the key audit matters.’ ,,

Focus group participant, audit committee




Generic

We have identified
sales cut-off to be
significant because of
the higher level of risk
that revenue is
recognised before the
transfer of risks and
rewards of ownership
of goods to the
customers, particularly
when the  sales
transactions are close
to the year end.

The

roup’s revenue recognition policy is to recognise the revenue upon the
transfer of significant risks and rewards of ownership of the goods to the
customer, which generally coincides with delivery and acceptance of the goods
sold. This policy also applies to the sale of consignment goods.

The timing of the transfer of the risks and rewards of the goods to the buyers
(including products sold by consignees to end customers) is defined by the
specific delivery terms agreed upon with the customers. As the Group arranged
shipment under various shipping terms across its operating markets, any lapse
or delay in the monitoring of the shipment status will affect the timing of revenue
recognition, resulting in misstatement of revenue recorded in the financial
statements. In addition, part of the remuneration of directors and key
management personnel of the Group was based on the performance-related
profit-sharing bonus scheme. Accordingly, as there is a risk that revenue could
be overstated resulting from pressure to achieve performance targets, we have
identified this matter as a key audit matter.



Ent to which KAMs were tailored \

Viean

Firms with 15 or more Firms A, C o/ fmD  FimB
samples each (47%) 57 /o (60%) (71%)

Generic

Firms with 5-14 BalKe Firms F,H,J Firm E Firm |
samples each QLX) (60-67%) (75%) (83%)

The extent to which KAMs were tailored varied within the same firm

! Firms are arranged alphabetically by the size of samples. Firm A had the most samples analysed (47) while Firm J had the least (5).



0/ . .
96 0 ‘Basic conclusion’

o (“We found the estimates to be reasonable and
5 0 /o the disclosures to be appropriate’)
voluntarily disclosed ‘outcomes’ of

audit procedures

4% jnel
0 ‘Bolder insights’
An a |y59d KA MS (“We found the discount rate to be at lower end of range”...

“‘We found ....growth rate exceeded the historical performance.
We have recomputed using reduced growth estimates and
agree with management that no impairment is required.”)




""Should auditors voluntarily disclose -

b & &

Audit Committees Investors

-

“(Disclosing outcomes to the
KAMs is) tremendously useful,
because (otherwise) it’s almost
like reading a book, but
\_ skipping the final chapter” )




“Should auditors voluntarily disclose mﬁﬁm

Audit Committees Investors

/ “The KAMs including
materiality does help me
narrow the risk of missing
large misstatement. Where
relevant and meaningful, | have
raised it at the
\ Annual General Meeting” /
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‘/s critical judgements and

Difference
should be
reasonable and
justified

Average no. of areas

with critical
judgements and
estimates disclosed in
financial statements by

Average no. of
management g

KAMs in EAR
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EAR
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head for
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at lies a
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‘ ‘ If you are expecting the KAMs to cure everything, | think you're
being sadly mistaken... At the end of the day... we have to [be]
mindful that it’s just one of the cogs in the wheel. , ,

Focus group participant, audit committee



/ Provide insights in AC reporting

Enhance disclosures in FS

Encourage S/H to discuss KAMs

@AGM

Be proactive in discussing KAMs

\ with auditors

Auditors

Make KAMs fit-for-purpose J

Investors
4 N
Read KAMs
Challenge KAMs
\_ Y,

2012-2014
New auditor’s
report



A more holistic view of financial reporting and assuring the needs
of users is required; a view that recognizes, assesses, and
explores the entire financial reporting supply chain — that is, all

of the people and processes involved in the preparation,
approval, audit, analysis, and use of financial reports.

Fayez Choudhury
Making Financial Reporting Better: Strengthening the Financial
Reporting Supply Chain (2014)



Questions

PPPPPP



ISA 540
(Revised)

Complete: Now
effective




Public Interest Issues Addressed

Evolving audit risks due to a more complex business environment

* Financial reporting frameworks require

* Complex accounting estimates becoming more prevalent and a fundamental part of financial statements for
some entities

Addressing and fostering

» Findings by audit inspectors raised significant concerns about audit quality for accounting estimates, and a
need to address this by fostering a more independent and challenging skeptical mindset in auditors

Realizing public interest benefits through

¢ Two-way dialogue between the auditor and those charged with governance about complex accounting
estimates and those with high estimation uncertainty or subjectivity

* Communication with regulators or prudential supervisors




Key Enhancements

With respect to external

information sources, conforming and
consequential amendments to ISA 500

New and enhanced
application material

Expanded documentation
requirement

Emphasized requirement
when communicating with
those charged with
governance

Enhanced requirements
addressing disclosures

Explicitly recognized spectrum of
inherent risk

Enhanced the “stand-back”
requirement

Introduced concept of
inherent risk factors

Enhanced risk assessment
procedures

Required separate assessment of
inherent risk and control risk

Emphasized the importance of the
auditor’s decisions about controls

Introduced objectives-based work effort
requirements




Key Enhancements: Inherent Risk Factors

Inherent risk factors
are characteristics of ISA 540 (Revised)
conditions and focuses on the
events that may inherent risk factors of
affect the
susceptibility of an
assertion to
misstatement,
before consideration - Subjectivity
of controls

- Estimation
Uncertainty

- Complexity

IAASB

There may be other
inherent risk factors that
the auditor is required to

take into account, for
example

- Change

- Susceptibility to
misstatement due to
management bias or

fraud




Key Enhancements: Inherent Risk Factors (Continued)

Complexity - is the Subjectivity - arises
complexity inherent in from inherent

the process of making an SUBJECTIVITY limitations in the
accounting estimate, such knowledge or data
as when multiple data reasonably available
sets or assumptions are about valuation
required or when attributes

complex models are used

ESTIMATION
UNCERTAINTY

Estimation Uncertainty - is the susceptibility to an inherent lack of
precision in the measurement of an accounting estimate. Estimation

uncertainty influences the other inherent risk factors.




Key Enhancements: Work Effort

Introduced requirements which are directed to:
- Methods (including specifically when complex modelling is involved)
- Assumptions

- Data

Enhanced approach for developing an

Kept extant ISA 540's testing strategies auditor’s range

Strengthened the requirement when Clarified that the auditor is also required to

management has not approp'riatellv comply with the relevant requirements in ISA
understood or addressed estimation 500

uncertainty




Key Enhancements: Focus on Disclosures

Changed the objective of the standard to obtain sufficient appropriate evidence about
whether both "accounting estimates "....are" “in the

(was previously whether
disclosures are "adequate")

Enhanced requirements to obtain audit evidence about whether the related disclosures
are “reasonable”

Enhanced the overall evaluation requirement to determine whether the related
disclosures are “reasonable” in the context of the applicable financial reporting
framework, or are misstated




Other Enhancements

Enhanced the “stand back” requirement New and enhanced

- Added an evaluation of the audit evidence application material
obtained regarding the accounting estimates,
whether corroborative or contradictory

Expanded documentation

: Emphasized requirement when
requirement

communicating with those charged
with governance

Conforming Amendments




Professional Skepticism

How does ISA 540 (Revised) enhance the auditor's exercise of professional

skepticism?

A requirement to design
and perform further
audit procedures in a
manner that is not
biased towards

Requirement to “stand back” and evaluate the audit
evidence obtained regarding the accounting estimates,
including both corroborative and contradictory audit
evidence

Focus on management

Use of stronger language bias in risk assessment

obtaining audit

non

g (“challenge”, “question” and (other inherent risk factors

reconsider”) in application include misstatement due
material to reinforce the

importance of exercising
professional skepticism

evidence that may be
corroborative or
towards excluding audit ¢
evidence that may be
contradictory




Scalability

How is ISA 540 (Revised) scalable?

The standard The standard includes specific
emphasizes that the paragraphs in the application material

nature, timing and 4 that demonstrate how ISA 540

extent of risk - 7*= (Revised) is scalable in the risk
assessment and further _ assessment and the responses to the
audit procedures will . ‘ assessed risks of material misstatement
vary based on the
assessment of the risks
of material
misstatement

The standard emphasizes that the auditor’s further audit
procedures need to be responsive to the reasons for the

assessment of the risks of material misstatement at the assertion
level and that the auditor’s further audit procedures shall take into
account that the higher the assessed risk of material misstatement,
the more persuasive the audit evidence needs to be




Click to edit Master title style

* |ISA 540 (Revised) implementation webpage:
http://www.iaasb.org/projects/isa-540-revised- \

iImplementation
« Available now
Basis for Conclusions

t{f

t{f

‘At a Glance’ publication

» Flowcharts
» Webcasts
» Answers to FAQs _
' ' ‘ i G asnets an0ards
» lllustrative examples, including on how the requirements are :‘ﬁ;ﬁw
scalable rom 1S
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ISA 315
(Revised 2019)

Identifying and Assessing
the Risks of Material
Misstatement

PPPPPP



ISA 315 (Revised 2019) — Key Changes and Enhancements

* Complete - final standard published December 2019
« Effective for periods commencing on or after Dec 15, 2021
« Significant focus on:

— Understandability of the requirements

— Complexity
— Scalability

« Balance between prescriptiveness and clarifying nature and extent of work effort
* New presentation style:
— Focus on “what do | do” in the requirements

— Enhanced explanation of “why” procedures are required

— Tables to help with clarity; boxes to distinguish examples
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ISA 315 (Revised 2019)-Risk Assessment Process

Understand the Entity Understand the
and Its Environment Applicable FRF

Identify Significant Classes of
Transactions, Account Balances
and Disclosures; Relevant
Assertions

Determine Where Risk is
on Spectrum of Inherent
Risk

Determine Significant,
Risks -

Page 68



Understanding the Entity’s System of Internal Control

Control Environment, h
Informtion System,

Risk Assessment, yst
Monitoring Control Activities

Risks at Financial Influence Risks at Assertion

Statement Level Level

Controls relevant to the audit (that respond to risks at assertion
level (apply criteria specified)

Perform D&l on controls
g identified

Page 11

GITCs relevant to audit
apply criteria specified
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Key Changes and Enhancements

* Focus on iterative nature of the standard

» Separate assessment of inherent and control risk to focus on underlying risks

* Focus on technology

« Clarification of aspects of understanding the system of internal control
— Distinguished work effort between “direct” and “indirect” components

— Made clear which controls need to be understood in the control activities component

+ Still can be up to auditor’s professional judgment but more guidance added as to what this may be

« New concepts introduced to assist with identifying and assessing risks of material
misstatement (enhanced risk assessment - requirements and application material):
— Spectrum of inherent risk

— Inherent risk factors (including fraud risk factors as they relate to inherent risk)
— Significant classes of transactions, account balances and disclosures & relevant assertions

— Clarified concept of “significant risk” to encourage more consistency
(i.e., likelihood OR magnitude)

Fage 70



Implementation Activities

« Currently underway
* First Time Implementation Guide

* Fact Sheets
— General fact sheet published with standard

* Questions & Answers
* \Webinars
* Focused Education Sessions

@ Dllciv..-]r|n-|.l"-.9“‘“"“ mn*-&ul e""ﬂ'a'Ppllcable
""E‘: y
e bi"f."""""
'\-\._\__-_1 rn-pr
%
chauenges

Sﬁiﬁ ernal

publicfaActors-=—classes

detailed g ldentifying Resp
I t e d aud1t5

TDCESS

1



Quality Mana
Projects

PPPPP



Firm governance and leadership’s responsibilities and accountability for quality

Firms’ monitoring process

The engagement partner’s responsibilities, including clarity regarding appropriate direction,
supervision and review

Undue reliance on networks

Increasing demand for communication with external stakeholders, including through
transparency reports

The application of the standards by small and medium practices (SMPs), i.e., scalability

Engagement quality control reviews (engagements subject to review; eligibility of the
reviewer; and performance and timing of the review)

Other issues (e.g. two-way communication within the firm; matters related to human resources;
and increasing use of alternative delivery models)

Page 73



Quality Management: Three Standards
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ISQM 1: The firm’s system
of quality management

ISA 220 (Revised):
Quality management
at the engagement
level

ISQM 2: Engagement

quality reviews (part of
the firm’s system of quality
management)

Page 74
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Proposed ISQM 1 _

Page 75
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ED-ISQM 1: The Components

Governance and
leadership

Relevant Acceptance
ethical and
requirements continuance

Engagement
performance

Resources

Information and communication

A system of quality management is a continual and iterative
process and is responsive to changes in the nature and
circumstances of the firm and its engagements. It also does not
operate in a linear manner. (Para 8 of ED-ISQM 1)
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The Most Significant Change

The new risk-based approach

Scalable to the
nature and
circumstances of
the firm and the
engagements it
performs

Proactive

A more robust system of quality
management tailored for the firm
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Proposed ISQM 1: The Firm’s Risk Assessment Process

» Quality objectives required by ED-ISQM 1 (comprehensive)

Establish quality Additional quality objectives beyond those required by ED-ISQM 1,
objectives when those objectives are necessary to achieve the objective of the
standard

» The firm identifies the quality risks that:

— Have a reasonable possibility of occurring

Identify and assess

— If they were to occur, may individually or in combination with other quality
risks, have a significant effect on the achievement of a quality objective(s)

» The firm assesses the identified quality risks

quality risks

» Responses required by ED-ISQM 1

Additional responses designed and implemented by the firm (always
required as responses in ED-ISQM 1 are not sufficient to address all
quality risks)

Design and implement
responses
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ED-ISQM 1: General Feedback from Respondents

» Support for a quality management approach, but concerns with how it is incorporated in ED-
ISQM 1

— Concerns that implementing standard will be resource intensive, with limited benefit for SMPs

» Concerns about scalability, prescriptiveness, length and complexity of the standard

— Strong call for additional support materials and guidance, particularly guidance supporting first time
implementation, SMPs, monitoring and remediation, root cause analysis and documentation

+ Firm’s risk assessment process — identified as particularly challenging to implement
— Concerns about complexity of the process and quality risk threshold
— Suggestions that approach needs to encourage more proactivity
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Relationship Between ISQM 1 and ISQM 2

ISQM 1:

Requirements for the selection of
engagements for engagement
quality review

Governance and
leadarship

Relevant Acceptance E ngag em ent

ethical

« performance

re s conunuanc

Information and communication

Engagement quality review
required?

No

ISQM 2:

- Appointment and eligibility of engagement quality reviewer ISQM 2

does not
apply

» Performance of engagement quality review

- Documentation of engagement quality review
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Key Proposals in the ED

+ Clarified requirements for identifying engagements requiring an EQ review
(ED-1SQM 1)

« Enhanced eligibility requirements for EQ reviewers

* More robust requirements for performance of EQ reviews
— Enhanced focus on significant matters and significant judgments
— Evaluation of the exercise of professional skepticism by the engagement team
— Other enhancements

« Enhanced documentation requirements
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Linkage Between ED-ISQM 1 and ED-220

Relationship Between Quality Management at the Firm Level and Engagement Level

Implement firm-level

Establish quality Identify and assess Design responses to fesponses

objectives quality risks quality risks
Communicate
responses to be

implemented at
engagement level

ENGAGEMENT LEVEL

Communicate information Design and
to support the design, implement additional
implementation and responses that address firm’s policies or
operation of the firm’s nature and circumstances of procedures
SoQm the specific engagement

Engagement team Implement the firm-level

may depend on the responses to be
implemented at

engagement level
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ED-220: Key Proposals

« Key focus on the engagement partner’s involvement in the audit as the basis for managing and
achieving quality

« Stronger emphasis on public interest, professional judgment and professional skepticism
* Revised definitions of engagement partner and engagement team

« New focus on leadership responsibilities for managing and achieving quality
« Enhancements to address human, technological and intellectual resources
— Sufficiency and appropriateness of resources for engagement
— Take appropriate action if resources are insufficient or inappropriate

« Engagement performance

— Emphasis on importance of tailoring nature, timing and extent of direction, supervision and review to the
nature and circumstances of the engagement

— Additional specificity as to what the engagement partner should review
« New stand-back requirement for the engagement partner (linked to taking overall responsibility)
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Expected Timelines

March June September i msomilic December
2020 2020 2020 —— 2021
IAASB IAASB PIOB Anticipated

discussion approval approval effective
of draft of of due date
standards standards process

Assumptions: Approval in June 2020; 18 months to effective date (if agreed to)
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How to Comment

www.iaasb.org/quality-management

Other useful resources:

Draft Examples: How the Nature and Circumstances of the Firm and the Engagements It
Performs Affect the Implementation of Proposed ISQM 1

Draft Frequently Asked Questions Regarding Proposed ISQM 1
Quality Management Webcast Series

Proposed Quality Management Standards video

Quality Management Standards and Small- and Medium-sized Practices video
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Audit Evidence

Audit Evidence Working Group (AEWG) formed 15t quarter 2019 — to explore issues
related to audit evidence (including ISA 500, and other ISASs)

June 2019 IAASB initial discussions
— Further information gathering and research activities needed, including outreach
— Establish an ‘Audit Evidence Workstream Plan’

Workstream plan finalized September 2019

— Scope broader than technology, i.e., include professional skepticism and
sources of information

— Targeted outreach: including regulators, firms, public sector and IFAC member bodies
— QOutreach activities — commencing last quarter of 2019

— Overall objective — develop informed recommendations to Board (15t half of 2020), may
include standard-setting or other activities
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Technology

« Technology Working Group (TWG) replaced Data Analytics Working Group (DAWG)
IAASB June 2019 Board discussions:

Highlighted pressing need for guidance — implications of applying extant ISAs when using
automated tools and techniques

‘Technology Workstream Plan’ (TWP) to set out planned activities

Workstream plan finalized September 2019

Outlines process to identify opportunities for a more immediate response — development
of non-authoritative guidance

Listing of issues by priority
Timeline (up to Dec 2020)
Approval process for non-authoritative guidance still to be agreed

Coordination with other Task Forces/Working Groups
(e.g. ISA 315 - FAQ to support final standard)
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The IAASB’s Journey

IAASB issued Revised IAPS 1005, The Special Considerations in

Clarity Project the Audit of Small Entities (subsequently withdrawn)

IAASB completed the Clarity Project (with separate
“considerations specific to smaller entities”) — effective
in 2009

IAASB undertook a post-implementation
review of the clarified ISAs in 2011-2013 2019 — IAASB consults on challenges
in auditing less complex entities; looks ~ Dec 2019 -

for view on possible actions Board discussion
of comments to

DP and direction

2017 - IAASB and others convened a
conference in Paris focused on SME
and SMP public interest issues

2018 — Feedback from Paris Conference / other outreach
discussed by IAASB in Executive Session—IAASB agrees to
formal information gathering activities on audits of LCEs;
proposal to develop a Discussion Paper to consult

May 2019 — Second Paris
Conference to discuss audits
of less complex entities
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Audits of LCEs: An Overview

+ Key topic for IAASB — increasing focus in this area

« Why? Ongoing concerns about scalability and proportionality, and complexity,
of the ISAs

— Need for a global solution; many jurisdictional developments which are not in the
public interest

— Need to keep standards fit-for-purpose for all our stakeholders while maintaining TTTELTTRRPRERpCE,
balance of robustness of standards e

— Board has recognized that more is needed than recent efforts
* LCE versus small- and medium-sized entity
— Focus is on LCEs — still need to explore description

 Developed a Discussion Paper to advance the IAASB's thinking on an
appropriate way forward

— Challenges related to applying the ISAs in audits of LCEs
— Possible actions — sets out various actions for stakeholder views
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Discussion Paper

Audits of Less Complex Entities: Exploring Possible Options to
Address the Challenges in Applying the ISAs

Published on April 29, 2019
Comments closed September 12, 2019

Audits of Less Complex Entities:
The IAASB has not yet decided on a future course of action and Exploring Possible Options to Address

" - the Challenges in Applying the 1SAs
remains open minded.
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Audits of LCEs: Discussion Paper and Beyond
« LCE Paris Conference May 2019 — more than 75 people from 28 jurisdictions

 Discussion Paper Comment period closed on September 12, 2019
— 93 responses received

— IFAC and other surveys — more than 1700 responses (in particular from a stakeholder group
IAASB traditionally doesn’t hear from)

* Initial feedback discussed at Dec 2019 meeting
— Feedback Statement published mid-Dec 2019
« Key deliverable: Recommendations on appropriate further actions
— Board decision in first half of 2020

— Standard-setting or other activities?
* Dedicated workstream in Work Plan for 2020-2021

— LCE Working Group continues to develop recommendations for the IAASB’s consideration
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« Significant support for IAASB’s efforts
— Strong message: global solution needed

— Highlighted urgent need for issues to be addressed
« More work needed on describing what a “less complex entity” is
— Agreement should be based on qualitative characteristics
— Strong views that listed entities (and possibly other entities of public interest) scoped out

« |deal solution would be to revise all the ISAs — but recognition that this would be longer
term project

— Consideration should be given to something in the shorter term (e.g., a standard for auditing
LCEs) — ie an ‘interim’ solution

« Still mixed views on a separate standard for auditing less complex entities versus
revising the ISAs

— But recognition this may be needed in the interim

 Support for guidance but predominantly in addition to other options (not as a separate
solution)
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Extended External Reporting

* ‘/EER’ encompasses all forms of reporting which go beyond simple financial statement reporting.

* EER is

more diverse more qualitative m

than traditional financial reporting, causing assurance practitioners to see it as being more
challenging to assure.
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Enhancing Credibility and Trust

External professional services (including
assurance) is one of four factors which
enhance the credibility of EER reports

and engender user trust.

1. Sound / ."": / Consistent

Wider

Reporting
SR Information 4. External
Professional
Services

2. Strong

\ 9 Govemance \. ) \ ) and Other
Reports
. Qutput . Qutcomes
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IAASB’s Response

» Feedback to a 2016 discussion paper suggested it was too early to develop further assurance
standards

* IAASB is therefore developing non-authoritative guidance to address Ten Key Challenges for
assurance engagements

» Key objective is to enable more consistent and appropriate application of ISAE 3000" to EER,
such that users of EER can have greater trust in the resulting assurance reports

* Developing the guidance has required work to understand the approach to reporting, including
the frameworks and concepts used

— Liaising with members of the Corporate Reporting Dialogue

« Aim of the project is to make the guidance applicable to all types of reporting being issued today

! International Standard on Assurance Engagements (ISAE) 3000 (Revised), Assurance Engagements Other than Auvdits or Reviews of Histerical Financial information
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Challenges for Assurance

The EER Assurance House (under construction)

Communicating Effectively in the
Assurance Report @

@ 3 @ ®

Evaluating Maturity in

Suitability of
Criteria

Applying Building Governance
Materiality Assertions & Internal
Control

Determining the Scope of an EER Assurance Engagement @ I

Exercising Professional Skepticism and Professional Judgment ® I
Obtaining the Competence Necessary to Perform the Engagement @ I
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|
Development of Draft Guidance
* Practical application material for assurance
practitioners

— Frameworks for working through complex
judgments

m','::;';""“““;”whuum
Accapance sng comse "
Uﬂﬂﬂ'”“’ﬂﬂw;ﬂ‘f::f
'“,..nhw"'“' - . " —
“::uﬂ#* wwﬂ“““ll p :::::;ﬁ::f::—h,
— Examples to show how assurance engagements ____,“__,_,,._.--—-f-"’“"'”"" rg
can be done for different types of reporting e — m
e e huni
: . e -
* Background contextual information e -
* Global series of discussion events in 2019 to =
gain wider input and feedback

* Plan to publish an exposure draft of guidance for
public comment in February 2020
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IAASB Strategy—Facing the Challenges Ahead

« Fundamental questions about continued relevance and quality of our /
standards

— Growing expectations from standards; evolving environment (changing
reporting requirements); increasing complexity and ever increasing rate of
change in technology

« Competing calls from different stakeholders (Regulators — SMP’s/SMES)

+ |AASB — IESBA coordination: commitment to coordinating, but independent
work programs

+ Real tradeoffs in terms of priorities, when considered against existing capacity
* Open questions on IAASB governance raised by the Monitoring Group (MG)
consultation

The IAASB strategy will provide a clearer vision for navigating these challenges, a lens
for prioritization, and a mechanism to provide public accountability for our goals.
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Increasing the emphasis on
emerging and ongoing issues
to provide a foundation for
high-quality engagements

Our Goal:
Robust global
standards that are

Innovate our ways of
working / broaden
capabilities and capacity

in the public
interest, and
capable of

consistentand
Maintain and deepen our immi‘,?é‘.?émn
relationships with stakeholders
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ISA 540

. <
{Ravlsadi

ISA 315

1Ravisadl =

Quality
Manage- <

ment
—

Group
Audits .

I——

Agreed-
Upon =<

Procedures
| E—

Final standard published Oct. 2018;
Implementation activities underway

Final standard approved Sept. 2019;
implementation activities have
commenced

Exposure Drafts (ISQM 1, 2 &
ISA 220) approved in Dec. 2018;

Targeted approval mid- 2020

Priority project 2019. Exposure Draft
targeted early 2020

Final standard targeted end 2019

EER
Assurance

—

Audits of
Less
Complex <
Entities
I—

Auditor
Reporting
I

<

Information
Gathering
Activities & <
Ongoing
Initiatives

Draft Guidance (Phase 1&2) —
Exposure Draft expected early 2020

Discussion Paper published Apr. 2019

Second LCE Conference held in Paris,
France in May 2019

Way forward to be determined

Post-implementation review activities to
commenced

Audit evidence: Active exploration and
scoping activities for new project
Technology: ongoing workstream

Professional skepticism: ongoing
workstream

I

Going concern & fraud: to commence

Page 107



~ International Auditing
IA ,’! b B and Assurance
Standards Board e

www.iaasb.org

IAPN. [SA. ISAE. [1SQC. ISRE. [SRS.

For copyright, trademark, and permissions information, please go to permissions or contact permissions@ifac.org.
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