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Comments Received and Proposed Disposition on Exposure Draft:  Proposed Amendments to International Auditing 
Practice Statement 1005, “The Special Considerations in the Audit of Small Entities”.  

General Statements 

Respondent  Comment 
AuAASB The AuASB supports the proposed revisions to IAPS 1005, including the proposal to incorporate special considerations in relation to the 

audit of small entities within the body of newly issued and revised ISAs. Although we support the eventual withdrawal of IAPS 1005, 
consideration of the transitional arrangements to implement this strategy is required to ensure auditors of small entities are aware of the 
change, and therefore the consequent need to refer to the relevant ISA rather than IAPS 1005.  Therefore, during the transitional period 
auditors need to be provided with a map showing the ISAs expected to be revised and the anticipated timing of proposed revisions. This 
will avoid confusion regarding where guidance can be found.  Without an adequate map and until the strategy is fully implemented, IAPS 
1005 will be regarded as the definitive source of guidance on the special audit considerations concerning the application of ISAs to the 
audit of small entities, even though this may not be the case for new or revised ISAs.   Refer Issues 1 and 2.  (See Agenda Item 5-A)   

AuAASB In addition, communicating the new strategy, that is, to incorporate the special considerations in relation to the audit of small entities 
within the body of newly issued and revised ISAs, is particularly important with regard to the guidance in IAPS 1005 concerning the 
ethical and independence requirements when the auditor assists with the preparation of accounting records and financial statements of the 
small entity audit client, given these services are frequently provided to small entities to assist them in complying with their financial 
reporting requirements. Refer Issue 3. (See Agenda Item 5-A) 

ACCA In our March 2003 response to the 'Audit Risk' exposure drafts, we drew attention to our long-standing concerns about the IAASB's over-
concentration on the audits of large listed entities.  This has undoubtedly contributed to the failure to update IAPS 1005 since 1999.  A 
further factor, which we discuss in more detail below, may have been the fact that auditing pronouncements are updated only on a 
piecemeal basis. Noted. (See Agenda Item 5-A) 

ACCA To improve the timeliness of updating and for the reasons set out below, ACCA believes that IAPS 1005 should now be withdrawn.  
Instead, in the short-term, IAASB should give guidance on the audit of small entities in extant ISAs and, in the long-term, ISAs should 
address the audit of small entities in a fully integrated way.  Refer Issue 1. (See Agenda Item 5-A) 

ACCA In our September 2001 comments on the recommendations arising from the Review of the Operations of the IFAC International Auditing 
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Practices Committee (IAPC), we stated that: 

'IAPC has traditionally issued pronouncements in the form of individual documents making up its handbook(s).  We believe that electronic 
publication of all pronouncements is now necessary. As a consequence, holistic updating rather than piecemeal updating becomes not only 
feasible but desirable in order to avoid the problems associated with inconsistencies caused by timing differences in updating. We 
recommend that IAPC moves to such a basis at the earliest appropriate time.' 

We recommend that IAASB now adopts holistic updating of the whole body of its output.  This will allow the material in IAPS 1005 to be 
dispersed to appropriate ISAs at the same time as similar material is starting to be included in new or revised ISAs.  Holistic updating 
beginning at this time will also facilitate consequential changes arising from the 'Audit Risk' project. 

IAASB should refocus to remove the need for IAPS 1005  Refer Issue 1. (See Agenda Item 5-A) 

ACCA ACCA believes that it is necessary for ISAs to be understandable, useful and cost effective outside, as well as within, capital markets.  
Accordingly, in our 'Audit Risk' response referred to above, we recommended that IAASB should refocus so as to prepare principles-
based standards together with guidance for their use in the public sector as well as for large and small commercial enterprises.  This 
would, in time, wholly remove the need for IAPS 1005 or similar guidance to be incorporated in ISAs.  This IAASB’s intention to 
include small entity audit considerations in ISAs in the future was communicated in the explanatory memorandum accompanying 
the exposure draft. 

AGV We wish to express the strongest reservations regarding auditors preparing the accounts and financial statements of small entities for 
which they are the auditors. While providing guidance is acceptable, this should fall short of auditors actually preparing the accounts and 
assuming other management responsibilities, as, in such circumstances, real and perceived audit independence would be severely 
compromised. In the current environment following high profile corporate collapses, care should be taken to preserve the real and 
perceived independence of the auditor, whether a small or large entity is involved.  Refer Issue 3. (See Agenda Item 5-A) 

CNCC The two French Institutes have no specific comments on the amendments proposed to IAPS 1005.   

They, however, wish to point out what they foresee as a risk in the approach chosen by the IAASB to update IAPS 1005 to take account of 
ISAs issued between March 1999 and March 2003, and then, for ISAs issued or revised after March 2003, to directly include in the body 
of the ISAs considerations relating to the audit of small entities.  Refer Issue 1 and 2. (See Agenda Item 5-A) 

CNCC As mentioned in the explanatory memorandum to the Exposure Draft, IAPS 1005 is not intended to be a “how to” guide for audit of small 
entities. It is not a “stand alone” document and cannot be understood by someone who is not knowledgeable of the ISAs. 
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The two French Institutes consider that there is already a risk that IAPS 1005 might be perceived by certain practitioners as a stand-alone 
document to be applied instead of the ISAs. The two French Institutes therefore consider that updating IAPS 1005 and letting it “survive” 
for years whilst the approach of including considerations in the audit of small entities directly in the new ISAs is implemented, will lead to 
confusion as to the exact status and use of the updated IAPS 1005 and will increase the ambiguity in its perception as a living and stand 
alone document. Refer Issues 1 and 2. (See Agenda Item 5-A) 

CNCC The two French Institutes therefore recommend not to update IAPS 1005, but to insert an introductory “warning message”, explaining that 
the statement is not a stand alone document, has not been updated since 1999 and should be referred to for information purposes only, and 
to accelerate, as much as feasible, the implementation of the decision taken to directly include in the body of the ISAs considerations 
relating to the audit of small entities.  Refer Issues 1 and 2. (See Agenda Item 5-A) 

DTT We appreciate this opportunity to comment on the proposed amendments to the International Auditing Practice Statement (IAPS) 1005, 
The Special Considerations in the Audit of Small Entities.  We are supportive of the revisions to this guidance, and do not have any 
comments of substance at this time.  Noted. 

FEE As we stated in our letter to you on 31 March 2003 on the Audit Risk Exposure Drafts, we do not believe that the fundamental issue is 
whether additional guidance for auditors of smaller entities appears within an ISA or in a separate practice statement.  The fundamental 
issue is that such additional guidance should be kept to a minimum through the IAASB adopting a “think small first” approach that may 
be characterized as follows: 

° bold-type ISA requirements should be drafted in terms of all audits regardless of the size and complexity of the audited entity or 
the size of the audit team; 

° grey-type ISA guidance should first cover circumstances that apply to all audited entities and audit teams; and 

°   additional grey-type ISA guidance should contain specific references to the circumstances in which it is applicable, for example, 
when dispersed operations call for formalization of the audited entity’s processes or when the size of the audit team calls for 
more formal communications and meetings.  Refer Issue 1. (See Agenda Item 5-A) 

FEE Such an approach reinforces the idea that “an audit is an audit” and helps ensure that the introduction of ISAs in the EU will not result in 
excessive costs, particularly amongst smaller entities and their auditors.  Refer Issue 1. (See Agenda Item 5-A) 

FEE We encourage the IAASB to guard against an alternative approach.  This may be characterized as framing bold-type ISA requirements and 
grey-type guidance in terms of large and complex audited entities and large audit teams and then providing guidance for auditors of 
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smaller entities which explains how elements of ISAs may be disregarded or interpreted when auditing smaller entities.  Such an approach 
not only undermines the idea that an “audit is an audit” but it also has the unreasonable effect of requiring auditors of smaller entities to 
have regard to more material than auditors of large and complex entities.  Refer Issue 1. (See Agenda Item 5-A) 

FEE The drafting of the final Audit Risk ISAs will be a crucial indicator of the IAASB’s ability to maintain the support of auditors of smaller 
entities and allay concerns about the decision to allow IAPS 1005 to be eliminated over time.  Refer Issue 1. (See Agenda Item 5-A) 

FSR ...we expect that the IAPS 1005: The Special Considerations in the Audit of Small Entities is going to be withdrawn when the standards 
concerning Audit Risk are adopted. Guidance on the application of existing ISAs, which will be replaced by the Audit Risk 
Standards, will be withdrawn.  However, the audit risk conforming changes do not cover small entity audit considerations in 
general and, as a result, the remainder of the guidance in the IAPS will still apply.  It will thus not be practical to withdraw the 
IAPS when the proposed Audit Risk Standards are issued. 

GT Grant Thornton International supports the revisions to IAPS 1005 as outlined in the Exposure Draft.  The following offers general and 
editorial comments for your consideration.  Noted.   

GT We believe that there is a need for practical and consistent implementation guidance.  We would encourage the IAASB to work with 
national regulators and others to provide such guidance to practitioners worldwide.  Noted. 

HTM In Europe and especially in the Nordic countries a mandatory audit requirement is extended to even very small private companies as 
compared to the situation in the US and in many other regions. The incorporation as a limited liability company is very common in small 
businesses. There is a clear demand for an opinion by an independent professional on the true and fair view of the financial statements in 
these companies.  Noted. 

According to the national legislation in Finland an auditor is strictly forbidden to keep the records or to compile the financial statements of 
the company where she or he is elected as an auditor regardless of the size of the company - to audit one's own work is not allowed (non-
audit services).  IAPS makes it clear that the guidance only applies where the rendering of such services is permitted. 

If a company elects an auditor, whether by law or voluntarily, an audit must be carried out competently (professionally), objectively and 
independently in accordance with uniform standards so that the users of the financial statements know what services they receive.  Noted. 

The auditing standards have been primarily prepared for the needs of the listed and large companies. For the above reasons we appreciate 
that IFAC has in its work taken into account the needs of the private companies and small businesses by issuing the IAPS 1005.  Noted. 
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HTM The impact of IAS/IFRSs is clearly seen in the exposure draft e.g. fair value measurements (81 and 82). The use of IASs in private 
companies and in SMEs is an issue which should also be dealt with in the practice statement. In the European Union all listed companies 
must apply IAS/IFRSs in their financial statements from 2005. As yet, there are no recommendations nor uniform approach regarding the 
application of IAS/IFRSs in other entities. Finland for instance has taken a permissive approach - no constraint no liability. The situation 
will be quite peculiar and confusing when varying and in many different ways compiled financial statements start to appear both 
nationally and internationally and if small and medium sized enterprises are beginning to apply special standards which further differ from 
those mentioned above. Already subsidiaries and daughter companies of larger and foreign companies are requesting for IAS-comparative 
information in addition to the national accounting standards. In our opinion, private companies regardless of their size could give these 
IAS-comparative information in the notes of the financial statements. 

° International Standards of Auditing ISAs are going to be required in audits of IAS/IFRS-financial statements in Europe. The 
situation requires clarifying guidelines urgently. 

° In general we agree with the drafted Auditing Practice Statement, but have comments on the following points. 

ISAs ordinarily refer to the identified financial reporting framework or applicable financial reporting framework and not to 
IAS/IFRSs. 

If considered necessary to clarify a basic principle/essential procedure or guidance in an ISA, reference may be made to a 
principle in an IAS/IFRS. 

The Auditor’s Report Task Force is dealing with references to the applicable financial reporting framework in the auditor’s 
report, addressing the auditor’s consideration as to whether a financial reporting framework is comprehensive and authoritative.

The Group Audits Task Force is dealing with components’ compliance with the financial reporting framework applicable to the 
parent. 

HTM We find the guidance on the application of ISAs as they now are and when the above comments have been taken into consideration as 
very useful. Finally we urge IFAC to continue to issue IAPS 1005 in a separate auditing practice statement for small entities.  Refer Issue 
1. (See Agenda Item 5-A) 

ICA India What is the significance of the use of the article “the” as appearing in “The Special …..” in the title.  Does the IAASB want to indicate 
that the considerations outlined in this IAPS are the only ones which would be relevant in an audit of small entities.  If no, then the title 
should read, “Special Considerations…..”  Comment not considered as it falls outside the scope of the revision. 
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ICAEW IAPS 1005 is important for practitioners, particularly small practitioners, because ISAs are written primarily with the audit of larger 
entities in mind. Should ISAs be introduced in Europe in 2005, as seems likely, practitioners will need to familiarize themselves with 
ISAs. This may represent a considerable step for some small practitioners who may not have the resources available to larger firms to 
make the necessary adaptations. Even if IAPSs do not become mandatory, small practitioners will naturally turn to whatever guidance is 
available to help them in interpreting ISAs. Refer Issue 1. (See Agenda Item 5-A) 

ICAEW Small practitioners in the UK conduct a substantial number of statutory and non-statutory audits; this will remain the case even if the audit 
exemption limit is raised to the maximum levels permitted in the EU.  Also, small practitioners make a significant contribution to the UK 
economy. We do not therefore believe that it is in the public interest generally, and in the interests of the businesses that small practitioners 
serve, that practitioners should be deprived of guidance on which they rely. Refer Issue 1. (See Agenda Item 5-A) 

ICAEW We therefore urge IAASB to conduct a fuller review of IAPS 1005 that is not restricted to amendments made for ISAs issued since 1999. 
We consider that this would be a considerably more useful disposition of IAASB resources than the current update, despite the fact that it 
would take longer. Refer Issue 1. (See Agenda Item 5-A) 

ICAEW Several of the ISAs issued since 1999 for which the IAPS has been updated are themselves in the process of being revised. This means 
that the document will shortly become out of date and practitioners will need to consult different sources. Revised ISAs may conflict with 
out of date information in IAPS 1005. Several fundamental ISAs are likely to be issued in the foreseeable future including the risk ISAs, 
the Framework and ISAE 2000. Their non-inclusion will fundamentally flaw IAPS 1005 which will nevertheless, despite its partial 
redundancy, stand for some years to come.  

Neither Practice Note 13 The Audit of Small Businesses in the UK nor IAPS 1005 represent a ‘how to’ guide for practitioners. The 
wording of both documents makes it clear that auditing standards apply to all audits (we understand that similar guidance for small 
practitioners exists in the USA, Australia and South Africa). Nevertheless, practitioners have strongly indicated to us that Practice Note 13 
is essential, and that an equivalent IAPS will also therefore be essential should ISAs become mandatory in Europe. Practitioners consider 
that this would be greatly preferable to new ISAs including ‘additional’ small entity considerations which, in practice, are too often added 
as an afterthought.   

We therefore urge IAASB to reconsider the decision to cease updating IAPS 1005 for ISAs issued after 31 December 2002.  Refer Issue 
1. (See Agenda Item 5-A) 

ICAEW Whilst we consider that the material on professional ethics is useful for practitioners, we do not consider that the IAPS is the right place 
for the inclusion of this material. The Fundamental Principles of the IFAC Code are as important to the auditors of smaller entities as they 
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are to the audit of larger entities. We consider that there is a danger that these might be overlooked if they are included in IAPS 1005. The 
same argument does not apply to ISAs and smaller entity considerations generally because the main body of IAPS 1005 cannot be 
meaningfully read without reference to ISAs. Refer Issue 3. (See Agenda Item 5-A) 

ICAI We note that the proposal that for new and revised ISAs issued subsequent to March 2003 guidance on how audits of the financial 
statements of small entities differ from audit of the financial statements of other entities will be included in the body of the ISAs. In 
commenting on the proposed new ISA 400 ‘title’ and related exposure drafts, we expressed the view that sufficient guidance was essential 
to the successful application of the new ISAs and at that time, envisaged that this would be provided in a revised IAPS 1005.  The present 
proposal we believe that there is a danger that the guidance is too piecemeal and therefore will not achieve the intended result.  There will 
be a transition period during which there will be guidance for auditors of smaller entities in both the IAPS as well as in specific ISAs, and 
over the next many years there will be new or revised ISAs on such important topics as the auditor’s risk assessment, fraud and quality 
control.  It is important to ensure that practitioners have a clear understanding of the appropriate documentation to which they should refer 
for guidance in relation to the smaller entity and therefore the IASSB should give some consideration as to how this may best be achieved. 
Refer Issue 2.  (See Agenda Item 5-A) 

ICAI The IAASB’s plan for providing guidance for auditors of smaller entities in future might be highlighted in the IAPS.  Also it would be 
most useful if the IAPS states which ISAs are addressed in the IAPS and which ISAs include the guidance directly in the body of the ISA 
Refer Issue 1. (See Agenda Item 5-A) 

ICPA The committee in particular welcomed the clarity in the document on the following issues; 
 

• Commentary on the Application of ISA’s when the auditor also prepares the accounting records and financial statements of the 
small entity.  Refer Issue 3. (See Agenda Item 5-A) 

• Auditing in a Computer Information System Environment. Noted. 
IDW At present IAPS 1005 constitutes additional guidance for auditors of smaller entities. We believe that the ISAs should focus on basic 

principles and essential procedures and try to limit further guidance to what is necessary to apply those principles and procedures for all 
audits of financial statements. Consequently, we support the decision by the IAASB to incorporate guidance for audits of small businesses 
within standards rather than in a separate IAPS.  Refer Issue 1. (See Agenda Item 5-A) 

KPMG We agree with the March 2003 decision of the IAASB to address considerations that are relevant to audits of small entities within the body 
of the specific ISAs as opposed to in a separate IAPS.  This approach reinforces the fact that auditors conducting audits of small entities 
need to be familiar with all the requirements of the ISAs and that they cannot rely solely on an IAPS that highlights the relevant 
considerations.  We recognize that this decision will affect standards issued after March 2003 and that, as an interim measure, IAPS 1005 
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needs to be updated to address considerations relating to standards issued from the last time the IAPS was updated till the present.  We 
therefore support the Exposure Draft but do have some comments on how the proposals can be clarified and improved.  Our concerns and 
recommendations for improvement are set out below.  Refer Issue 2. (See Agenda Item 5-A) 

KPMG As noted above, we support the IAASB’s decision and proposed treatment of IAPS 1005.  However, we recognize that there may be some 
concern on the part of users of IAASB standards that the proposed approach may take away from the principal purpose of the ISAs and 
overburden them with details relating to small entity considerations.  On the other hand, other users may question the purpose of this type 
of high level guidance since the relevant issues will not be addressed in sufficient detail to provide useful interpretative guidance to 
auditors of small entities.  

Given the possible range of reactions to the IAASB’s decision, we believe that IAASB needs to clarify the purpose of the guidance in 
terms of what it is (i.e., clarifies how standards are to be understood in the context of audits of small entities) and what it is not (i.e., it is 
not detailed implementation guidance).  Guidance is provided in paragraphs 1 to 4 of the IAPS. 

KPMG We also believe that the Introduction to the IAPS needs to explain the IAASB’s intentions with respect to the future of the IAPS so that 
readers understand its limitations.  This can be achieved by including the following statement in the Introduction: 

This IAPS addresses ISAs issued up to March 2003 and changes to Section 8 of the IFAC Code of Ethics for Professional Accountants 
issued in November 2001.  For ISAs issued after March 2003, special considerations relating to the audit of small entities will be 
addressed in the ISAs themselves. Refer Issue 2. (See Agenda Item 5-A) 

LSCA We found the guidance, subject to other points noted below, to be complete and appropriate. We found the document to be comprehensive 
and have no specific comments to add connected with the inclusion or otherwise of details relating to those ISA’s issued since March 
1999. Noted. 

LSCA We note in the explanatory memorandum that the IAASB has agreed that for revised and new ISA’s issued subsequent to March 2003 any 
necessary considerations in the audit of small entities should be included in the body of those ISA’s and, as a consequence, IAPS 1005 will 
be eliminated over time. 

We find IAPS 1005 a very useful tool and would be against its withdrawal.  We do, however agree that it would also be helpful to include 
considerations in the audit of small entities in the body of new or revised ISA’s.  We feel that it is of great practical assistance, in particular 
to the smaller practitioner, to have all of the guidance relating to small company audits in one place and would be opposed to the proposed 
phasing out of IAPS 1005. Refer Issue 1. (See Agenda Item 5-A) 
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PAAB The ED is not consistent in its reference to ‘should’ and ‘must’ and in some paragraphs (e.g. paragraphs 69 and 105) both words are 
omitted, thus making it unclear whether the auditor has to, as opposed to exercise his discretion to, act in a certain manner. Care should be 
taken in ensuring the correct usage as these words have very different legal implications and also affects the auditor’s ability to exercise 
professional judgment. Furthermore, the ED should not place more onerous requirements on auditors of small entities where no similar 
onus was placed on auditors of larger entities. 

“Must” is not used in IAASB pronouncements.  “Should” is not used in IAPSs.  Intention was not to make it more onerous, but to 
provide guidance on “should” requirements in ISAs. 

It is not clear which requirements are considered as more onerous than those place on auditors of larger entities.    

PAAB The ED refers in various paragraphs to the impact on the auditor’s report and it will be useful if some examples could be included in this 
ED as these circumstances would be peculiar to the audit of small entities.  The impact on the auditor’s report has to be considered 
with reference to ISA 700, “The Auditors Report on Financial Statements.”  The auditor should exercise professional judgment.  
Examples may lead to a “tick box” approach.  

PAAB Future strategy to incorporate differences between the audit of small and other entities within International Standards on Auditing (ISAs) 

We support the proposal that such guidance be included in the ISAs in future. Noted. 

PAAB 1. Page 5: First paragraph in the text box should read ‘accountants’ and not ‘accounts’. Processed. 

2. Paragraphs 21 and 37: ‘Owner-manger’ should be ‘Owner-manager’.  Processed. 

3. Paragraph 66: Should read ‘…may permit the auditor to limit …’ Processed. 

4. Paragraph 108: Should rather read ‘Safeguards that may be particularly relevant in reducing threats created by the provision of other 
services to small entity clients to an acceptable level include the following:’. Processed. 

5. Appendix point 2: Add a full stop after clients in the first sentence. Processed. 

PWC We fully support IAASB’s approach of establishing international standards that apply to the audit of all entities – whether large listed 
companies, smaller privately held companies, not-for-profit organizations, or other types of entities. This is consistent with the view that 
there are certain fundamental principles and essential procedures that define the nature and scope of an audit of financial statements. 
However, the application of those principles and essential procedures will necessarily vary as auditors design procedures to respond to 
specific circumstances and risks in different environments and within particular entities. Refer Issue 1. (See Agenda Item 5-A) 



IAASB Main Agenda Page 2003·1410  

Page 10 of 89   

PWC As the body of international standards develops, there is a risk that auditors of smaller entities will perceive that it is becoming 
increasingly difficult to apply one common set of standards to all engagements.  In our view, however, as long as the international 
standards remain principles-based they will continue to have broad application. This should always be IAASB’s objective. That being 
said, guidance to illustrate how the principles might be applied in the audit of a small entity helps to mitigate the impression that the ISAs 
and IAPSs are designed for large listed companies. Small entities tend to share certain common characteristics and, as the IAPS 
demonstrates, it is possible to develop guidance that is both relevant and useful to auditors of those entities. We strongly encourage 
IAASB to continue to provide such guidance, particularly when the guidance illustrates how the requirements of the ISAs might be met in 
a relatively straightforward manner in the circumstances. We are also cognizant of the fact that firms, member bodies and other 
organizations have a role in developing tools to help in the implementation of the standards for auditors of smaller entities. 

Refer Issue 1. (See Agenda Item 5-A) 

PWC We note that IAASB is proposing that guidance on how audits of the financial statements of small entities differ from audit of the financial 
statements of other entities will be included in the body of the ISAs for new and revised ISAs issued subsequent to March 2003.  We 
support this approach. Refer Issue 1.  (See Agenda Item 5-A) 

PWC As an interim measure, we agree that IAPS 1005 should be updated for the ISAs issued from March 1999 to March 2003. We are satisfied 
that the explanatory information and guidance on the application of these ISAs are generally appropriate, subject to the specific 
suggestions for improvement in our comments below. Refer Issue 1. (See Agenda Item 5-A) 

PWC We urge IAASB to place priority on incorporating the guidance in IAPS 1005 into the existing ISAs as soon as possible. However, we also 
recognize that the transition period during which there will be guidance for auditors of smaller entities in both the IAPS as well as in 
specific ISAs could be rather lengthy because revision of all of the ISAs for which there is now explanatory guidance in the IAPS could 
take many years.  During the transition period, auditors of smaller entities will likely look first to the IAPS for guidance, which given its 
length and how its scope is described in paragraph 2(b) will appear comprehensive.  But it will not, in fact, include guidance on how to 
apply new or revised ISAs on such important topics as the auditor’s risk assessment, fraud and quality control.  

For these reasons, we would strongly recommend that IAASB’s strategy for providing guidance for auditors of smaller entities in future be 
fully explained in the Introduction in the body of the IAPS to avoid any confusion during this transition period. We also believe that 
IAASB should consider providing a “roadmap” during this transition period that would identify, perhaps in an appendix, which ISAs are 
addressed in the IAPS and which ISAs include guidance on how to apply them in the body of the text directly. Refer Issue 2. (See Agenda 
Item 5-A) 
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SSCA The committee considered that this was a good all encompassing document which goes a long wag to giving some definitive guidance on 
the audits of small entities. 

The main problem with the method of compiling the document together with supplements on the issue of each new standard is that over 
time there will be no one definitive document and further full revisions will be required. As with the UK FRSSE we have always favored a 
loose-leaf document so that as each new standard can have the necessary parts incorporated into the small entity version that will then 
always be up to date. Refer Issues 1 and 2. (See Agenda Item 5-A) 

Subelet Although with the existence of an only statement (in this case, IAPS 1005) that contains to the special considerations for the audit of the 
small entities it is possible to gather them in an organic and systematic body, two important inconveniences are generated: 

The need to rectify each ISA can give place to the inclusion of special considerations of audit for the small entities, what implies to 
modify the IAPS 1005 in turn. Moreover, this situation is showed by the modifications to the ISAs carried out from March of 1999 that 
were not reflected in the IAPS 1005, being outdated this IAPS; and   

The inclusion of the audit special considerations in a unique IAPS, instead of making it inside the respective ISA, it does not permit to see 
the effect of their impact on the pertinent matters to the small entities that refer to the general framework given by each ISA. Also, we 
believe that the objective pointed out by the IAASB:“...Rather, [the IAPS 1005] is intended to be used by practitioners who already know 
how to conduct an audit in accordance with ISAs, but who need guidance on how audits of the financial statements of small entities differ 
from audits of the financial statements of other entities...”   it would be achieved in a better way if IAASB would include the relevant 
paragraphs in the ISAs, since they allow a better consideration.  Refer Issues 1 and 2. (See Agenda Item 5-A) 

Subelet An important issue is that the special considerations for the audit of small entities included in the IAPS 1005, we believe more 
appropriate, to include them in the Code of Ethics.  Refer Issue 3. (See Agenda Item 5-A) 
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Comments on Specific Paragraphs 

ID Respondent  Respondent Comment  Processed Staff Comment 
(where necessary) 

Explanatory Memorandum 

1 ACCA The explanatory memorandum accompanying the exposure draft states: 

‘for revised and new ISAs issued subsequent to March 2003, whenever necessary, 
considerations in the audit of small entities should be included in the body of those ISAs . . . 
IAPS 1005 will be eliminated over time.’ 

This approach will, however, introduce further confusion into IAASB’s auditing 
pronouncements as auditors will potentially have to refer to both IAPS 1005 and individual 
ISAs to determine whether, where and what guidance is presented. 

- Refer Issues 1 and 
2. (See Agenda 
Item 5-A) 

2 ACCA The explanatory memorandum states that IAPS 1005: 

'is intended to be used by practitioners who already know how to conduct an audit in 
accordance with ISAs, but who need guidance on how audits of the financial statements of 
small entities differ from audits of the financial statements of other entities.' 

As explained in our specific comments below, this approach to the material has resulted in 
guidance which is of little value to practitioners who ordinarily conduct audits of financial 
statements of small entities. 

- Specific comments 
considered. 

3 FEE The Explanatory Memorandum to the Exposure Draft explains that revised and new ISAs 
issued subsequent to March 2003 will include, whenever necessary, considerations relevant to 
the audit of small entities and that therefore IAPS 1005 will be eliminated over time.  IAPS 
1005 is currently an important document for the European auditing profession because of the 
large number of audits of smaller entities in the EU and the proposal to adopt ISAs for all 
audits in 2005. 

- Refer Issue 1. (See 
Agenda Item 5-A) 



 Proposed Amendments to IAPS 1005 IAASB Main Agenda Page 2003·1413 

October 2003  Agenda Item 5-D 

ID Respondent  Respondent Comment  Processed Staff Comment 
(where necessary) 

4 HTM ... We have noted with great worry in the explanatory memorandum of the exposure draft that 
IAASB is planning to eliminate IAPS 1005 over time. We find it more functional to keep the 
special considerations of the Audit of Small Entities in its present form as a separate practice 
statement. This ensures a more uniform audit performance. 

- Refer Issue 1. (See 
Agenda Item 5-A) 

5 ICAEW When we commenced work on our response to the EDs to the audit risk ISAs last year, we 
worked on the basis of a clear reference in the Explanatory Memorandum to an approved 
project to consider the effects of the proposed ISAs on IAPS 1005 and proposals about whether 
to incorporate relevant guidance in the ISAs or a revision to IAPS 1005. Our response to the 
EDs to the risk ISAs was based on the premise that IAPS 1005 would be updated. A decision 
clearly was taken about the same time that IAPS 1005 would not be updated for ISAs issued 
after 31 December 2002 (small entity considerations would in future be included in the relevant 
ISAs). The current update to IAPS 1005 is therefore a housekeeping exercise. We do not agree 
with this approach. 

- Refer Issues 1 and 
2. (See Agenda 
Item 5-A) 

6 ICAEW The Explanatory Memorandum to this document states that ISA 505 External Confirmations 
should not cause any particular difficulties for the auditors of small entities. The audit of small 
entities is often conducted at the period end, without an interim audit, which means that timing 
considerations can be an issue. Indeed, obtaining bank confirmations and confirmations of 
accounts receivable on time is a common problem and often causes delays in signing the audit 
report. IAPS 1005 should deal with this issue, perhaps by pointing out the importance of 
sending requests early, or by suggesting alternative procedures. 

No As noted in 
comment, problem 
is not unique to 
small entities. 

7 PWC The Explanatory Memorandum accompanying the Exposure Draft explains the proposed 
change in IAASB’s approach to how it will provide guidance to auditors of smaller entities. 
But it is not explained in the IAPS itself other than indirectly in the introductory commentary 
preceding the IAPS. However, because the introductory commentary for other ISAs and IAPSs 
tends to be standard “boilerplate” wording, there is a risk that readers will not read it when 
referring to the IAPS for guidance 

- Refer Issue 3. (See 
Agenda Item 5-A) 
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8 Subelet Regarding to the indicated in the Explanatory Memorandum’s Background Section for the 
modifications proposed to the IAPS 1005, in the sense of the substitution and gradual 
elimination of the IAPS 1005 for specific paragraphs in each one of the ISAs, we find it as an 
appropriate politics since it allows to put in context the special consideration for the small 
entity with regard to the general standard. 

- Refer Issues 1 and 
2. (See Agenda 
Item 5-A) 

Paragraph 1-4 Introduction 

 Paragraph 1 International Standards on Auditing (ISAs) contain basic principles and essential procedures 
together with related guidance that apply to the audit of the financial statements of any entity, 
irrespective of its size, its legal form, ownership or management structure, or the nature of its 
activities. The IAASB1 recognizes that small entities give rise to a number of special audit 
considerations. This International Auditing Practice Statement (IAPS) does not establish any 
new requirements for the audit of small entities; nor does it establish any exemptions from the 
requirements of ISAs. All audits of small entities are to be conducted in accordance with ISAs. 
1   The original IAPS was prepared and issued by the International Auditing Practices Committee (IAPC).  Effective April 1, 2002, the IAPC 
was replaced by the International Auditing and Assurance Standards Board (IAASB), and the IAASB adopted the pronouncements issued by the 
IAPC. 

  

9 ICA India It may be appropriate to add the word “however” in the beginning of the second sentence of 
para 1 so that it appears as, “However, the IAASB recognizes that small……audit 
considerations.” 

No Comment falls 
outside scope of 
revision 

 Paragraph 2 The objective of this IAPS is to describe the characteristics commonly found in small entities and 
indicate how they may affect the application of ISAs. This IAPS includes: 

(a) Discussion of the characteristics of small entities; and 
(b) Guidance on the application of ISAs to the audit of small entities. 

  

10 ICA India The last sentence of para 1 & para 2 may also be merged to increase the emphasis. No Comment falls 
outside scope of 
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Giving a disclaimer that the IAPS does not provide exemptions from application of ISAs is 
indeed very important, but at the same time it seems somewhat blunt to give a disclaimer even 
before the scope/ objective of the IAPS has been given.  It is therefore, suggested that paras 1 
and 2 be reformatted to appear as under: 

“1. International Standards on Auditing (ISAs) contain basic principles and essential 
procedures together with related guidance that apply to the audit of financial statements of any 
entity, irrespective of its size, legal form, ownership or management structure, or the nature of 
its activities.  However, the IAASB �recognizes that small entities give rise to a number of 
special audit considerations.  The objective of this International Auditing Practices Statement 
(IAPS), accordingly, is to describe the characteristics commonly found in small entities and 
indicate how they may affect the application of ISAs.  This IAPS, however, does not establish 
any exemptions from the requirements of ISA and all audits of small entities are to be 
conducted in accordance with ISAs. 

1. This IAPS includes: 

(a) Discussion of the characteristics of small entities; and 

(b) Guidance on the application of ISAs to audits of small entities.”   

revision 

11 PAAB Paragraph 2 lists the matters that are included in the International Auditing Practice Statement 
(IAPS). Under paragraph 3, ethical considerations are added to the list. We recommend that the 
ethical considerations are added as sub-paragraph (c) in paragraph 2. 

Furthermore, as the IAPS does not only highlight these considerations, we recommend that it is 
referred to as guidance on ethical considerations. 

No 
 
 
 

Yes 

The existing IAPS 
includes ethics as 
paragraph 2(c).  
However, the 
document was 
specifically 
changed during the 
revision to deal 
with the 
characteristics of 
small entities (para 
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2(a)) and the 
guidance on the 
application of 
ISAs (para 2(b)) in 
one section and 
with ethics in a 
separate section 
(para 3). 

 Paragraph 3 The owner-manager of a small entity often needs assistance with the preparation of accounting 
records and financial statements, and may seek such assistance from the auditor. Section 8 of 
the IFAC Code of Ethics for Professional Accountants (the Code) deals with independence and 
auditors considering rendering other services to small entity audit clients refer to the Code and 
their national independence requirements.  In addition to the guidance referred to in paragraph 
2 above, this IAPS highlights ethical considerations relating to the provision of other services 
to small entity audit clients (in particular the preparation of accounting records and financial 
statements), as well as a commentary on the application of ISAs when auditors also prepare the 
accounting records and financial statements of small entity audit clients. 

  

12 AGV Delete from the first sentence the words:  

"... and may seek such assistance from the auditor."  

Inclusion of these words may give the impression that the provision of such services by the 
auditor is necessarily permissible. 

Yes  

13 ICA India In the second sentence, “Section 8 of the IFAC…….independence requirements,” the word 
“should” may be added between the words “….audit clients” and “refer.”   

No Based on current 
drafting principles, 
“should” is not 
used in IAPSs. 

Paragraph 5-18 The Characteristics of Small Entities 
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 Paragraph 6  The meaning of “small entity” in this context gives consideration not only to the size of an 
entity but also to its typical qualitative characteristics. Quantitative indicators of the size of an 
entity may include balance sheets totals, revenue and the number of employees, but such 
indicators are not definitive. Therefore it is not possible to give an adequate definition of a 
small entity solely in quantitative terms. 

  

14 Subelet We agree with the intent of paragraph 6 regarding in the categorization of a small entity, the 
quantitative indicators are not the only neither definitive.    

- Noted. 

15 Subelet One problem generated by the exclusive application of quantitative indicators is the definition 
of the categorization parameters and the solution of those cases where an entity overcomes, in 
an insignificant percentage, the upper limit without being admitted exceptions to the general 
rule. By this way bigger costs are generated by the application of stricter rules in the audit of 
these entities regarding to the additional usefulness of the information generated by this audit, 
for the users of the auditor’s report. 

- Noted. 

 Paragraph 7 For the purposes of this IAPS, a small entity is any entity in which: 
(a) There is concentration of ownership and management in a small number of 

individuals (often a single individual3); and 
(b) One or more of the following are also found: 

• Few sources of income; 
• Unsophisticated record-keeping; 
• Limited internal controls together with the potential for management override of 

controls. 
3  The word “individual” denotes ownership by a natural person, rather than by another entity. An entity owned 
by another enterprise may, however, be regarded as a “small entity” for the purpose of this IAPS if the owner 
exhibits the relevant characteristics. 
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16 Subelet Inside the qualitative indicators mentioned in the paragraph 7 (b), we believe that this 
paragraph should incorporate one indicator that it is very common in the small Latin American 
entities: the lack of entity’s operations planning and the consequent performance evaluation 
based on that planning. The management being based on the experience or intuition, rather than 
formal planning, makes the decisions.    

No Comment falls 
outside scope of 
revision. 
Para 8 indicates 
that the 
“quantitative 
characteristics 
described above 
are not 
exhaustive.” 

17 Subelet Due to the aforementioned, we suggest the following amendment to the paragraph 7:   

“7. For the purposes of this IAPS, a small entity is any entity in which: 

(a) There is concentration of ownership and management in a small number of 
individuals (often a single individual3); and 

(b) One or more of the following are also found: 

• Few sources of income; 

• Unsophisticated record-keeping; 

• Limited internal controls together with the potential for management override of 
controls; 

• Lack of an entity’s operations planning and the consequent performance 
evaluation based on it”. (the footnote references has been omitted) 

In consequence, it should be added after the paragraph 18 of the IAPS 1005 a heading and the 
following text referred to that specified previously, and the next paragraphs should be 
renumbered. 

No See response to 
comment 16. 
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 Paragraph 8 The qualitative characteristics described above are not exhaustive, they are not exclusive to 
small entities and small entities do not necessarily display all of those characteristics. For the 
purposes of this IAPS, small entities will ordinarily display characteristic (a), and one or more 
of the characteristics included under (b). 

  

18 PWC The qualitative characteristics describing a small entity in Paragraph 7 often would apply 
equally to entities operating in emerging economies, even though they may not be small 
entities. Paragraph 8 already acknowledges that the qualitative characteristics are not exclusive 
to small entities. We believe it would be useful to refer to entities operating in emerging 
economies as an example of another situation in which entities may share these characteristics 
and that auditors of such entities may find the guidance useful. 

No Comment falls 
outside scope of 
revision 

 Paragraph 10 This IAPS uses the term “owner-manager” to indicate the proprietors of entities who are 
involved in the running of the entity on a day-to-day basis. Where proprietors are not involved 
on a day-to-day basis, the term “owner-manager” is used to refer to both the proprietors, and 
to any managers hired to run the entity. 

  

19 GT Paragraph 10 - this paragraph states that the term “owner-manager” is used in two different 
ways in the IAPS.  The two different meanings have significantly different audit implications, 
as illustrated by paragraphs 15 and 16, and the use of the same term is potentially confusing.  
We recommend that the term “owner-manager” should only be used in its literal sense and that 
separate comments should be made about the control and other issues arising from hired 
management of a small entity.   

No Comment falls 
outside scope of 
revision 

20 ICAEW This paragraph states that the term ‘owner-manager’ is used in two different ways in the IAPS.  
The two different meanings have significantly different implications, as illustrated by 
paragraphs 15 and 16: the comments there are certainly true for proprietors involved in the day-
to-day running of an entity, but are questionable when day-to-day management is carried out by 
non-proprietors. 

No Comment falls 
outside scope of 
revision 
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We suggest that the term ‘owner-manager’ should be used in its literal sense and that separate 
comments should be made about the control issues arising from hired management of a small 
entity.  The remainder of the document should be reviewed for consequential amendments. 

21 Subelet We disagree with the paragraph 10, specifically with regard to the term “owner-manager” used 
also to refer to whom, not being entity owners, they are managers hired to run the entity. In the 
environment of some of the Latin American countries, the term “owner-manager” only includes 
to whom being proprietors of the entity, they are involved in the running of the entity on a day-
to-day basis. We believe that this difference as for the meaning of the term in question is 
important, and it has significant effect due to the interests and internal controls that belong, or 
to be applied to, this “owner-manager”.     

No Comment falls 
outside scope of 
revision 

22 Subelet Although in the Explanatory Memorandum it is indicated that comments are only required on 
the proposed modifications, given to the impact that produces the difference indicated in the 
previous paragraph, we believe that it should be carried out the definition correction.    

One of many consequences that we believe adverse, of the incorrect “owner-manager” 
definition, it is detected in the paragraph 15 of the IAPS 1005. Whether that the IAPS 1005 
calls “owner-manager”, he/she is in fact an employee that is not proprietor but he/she is 
involved in the running of the entity on a day-to-day basis, they are not only necessary the 
supervision controls that the “owner-manager” applies (last sentence of the paragraph 15) but 
rather they are necessary also, supervision controls applied on this “owner-manager” that is not 
proprietor and that he/she cannot have a personal interest in safeguarding the assets of the 
entity.     

For all reasons presented above, we suggest that the IAASB modifies the paragraph 10 of the 
IAPS 1005, to be read in the following way:    

10. This IAPS uses the term “owner-manager” to indicate the proprietors of entities who are 
involved in the running of the entity on a day-to-day basis. Where proprietors are not involved 
on a day-to-day basis, the term “owner-manager” is used to refer to both the proprietors, and to 

No Comment falls 
outside scope of 
revision 
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any managers hired to run the entity should not be used the term “owner-manager” but that it is 
appropriate the term “management” to the others who are hired to run the entity. 

23 Subelet Thus the new paragraph 10 is consistent with the ISA 580, the definition of management 
contained in the Glossary of Terms issued by the IFAC and the IAPS 1005. Since the definition 
of management presented in the Glossary of the IFAC only comprises officers and others who 
also perform senior managerial functions, and the ISA 580 (paragraph 3) requires that the 
management representations to be signed by the management; we believe that the IAPS 1005 
should not allow that the management representations to be signed by who being proprietor 
doesn’t perform senior managerial functions.    

No Comment falls 
outside scope of 
revision 

 Paragraph 12 Small entities need to keep sufficient accounting records to comply with any relevant statutory 
or regulatory requirements and to meet the needs of the entity, including the preparation and 
audit of financial statements. Therefore, the accounting system needs to be designed in such a 
manner so as to provide reasonable assurance that: 

(a) All the transactions and other accounting information that should have been 
recorded have in fact been recorded; 

(b) Assets and liabilities recorded in the accounting system exist and are recorded 
at the correct amounts; and 

(c) Fraud or error in processing accounting information will be detected. 

  

24 ICA India It should also be mentioned that the design of the accounting system should also ensure that 

(a) all the transactions are captured at the time of their occurrence, i.e., there is no 
time lag in occurrence and recording of a transaction. 

(b) the transactions are classified under appropriate heads of accounts. 

No Comment falls 
outside scope of 
revision 

 Paragraph 13  Most small entities employ few, if any, personnel who are solely engaged in record-keeping. 
Consequently the bookkeeping functions and accounting records are often unsophisticated. 
Record keeping may be unsophisticated or poor, which results in a greater risk that the 
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financial statements may be inaccurate or incomplete. Many small entities outsource some of 
or all their record keeping. 

25 Subelet The paragraph 13 of the proposed IAPS indicates that, in the small entities, the bookkeeping 
function usually is unsophisticated or poor. 

In addition, we believe that in the small entities with people in charge of bookkeeping 
functions, often they are employees without professional title in accounting and they don’t have 
a superior knowledge of accounting standards. 

We believe that this is an aspect that the IAASB should analyze in the context of the ISA 240 
with regard to the small entities. The situation presented in the above paragraph is an issue to 
be kept in mind and that it can generate a higher misstatement risk of the financial statements. 

Thus, we suggest that the IAASB incorporates the next paragraph before the new proposed 
paragraph 34:   

“Other example of the ISA 240’s appendix 1 applicable to small entities is “management 
continues to employ ineffective accounting, information technology or internal auditing staff” 
Although this situation applies to small entities, the guidance in ISA 240 is not intended to 
imply that all small entities are to be regarded by the auditor as necessarily involving a higher 
risk of fraud or error than larger entities.”  

Accordingly, we believe that the IAASB would improve the wording of the new paragraphs, if 
it incorporates in the paragraph 13 a reference to the new proposed added paragraph. The 
paragraph 13 would be edited in this way:  

“13. Most small entities employ few, if any, personnel who are solely engaged in record-
keeping. Consequently the bookkeeping functions and accounting records are often 
unsophisticated. Record keeping may be unsophisticated or poor, which results in a greater risk 
that the financial statements may be inaccurate or incomplete (refer the new added proposed 
paragraph before the paragraph 34). Many small entities outsource some of or all their record 

No Comment falls 
outside scope of 
revision 
 
 
 
Guidance on ISA 
240 has not been 
changed as para 13 
was considered 
sufficient 
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keeping.” 

 Paragraph 14 Small entities often find it convenient to use branded accounting software packages designed 
for use on a personal computer. Many of these packages have been widely tested and 
accredited and can, if chosen and implemented with care, provide a reasonable basis for a 
reliable and cost-effective accounting system. 

  

26 ICA India It may be appropriate to add “off-the-shelf” between the words “use branded” in the first 
sentence. 

IAASB may consider providing a brief guidance as to any special considerations to be applied 
in case the accounting software package is not branded. 

No Comment falls 
outside scope of 
revision 

 Paragraph 15 Size and economic considerations in small entities mean that sophisticated internal controls 
are often neither necessary nor desirable, the fact that there are few employees limits the extent 
to which segregation of duties is practicable. However, for key areas, even in the very small 
entity, it can be practicable to implement some degree of segregation of duties or other form of 
unsophisticated but effective controls. Supervisory controls exercised on a day-to-day basis by 
the owner-manager may also have a significant beneficial effect as the owner-manager has a 
personal interest in safeguarding the assets of the entity, measuring its performance and 
controlling its activities. 

  

27 ICA India For the sake of simplicity, it may be desirable to redraft the first sentence as follows: 

“15. Having regard to the size and economic considerations in small entities, sophisticated 
internal controls are often neither necessary nor desirable.  Moreover, the fact that small 
entities, normally, employ fewer number of persons, may limit the extent to which segregation 
of duties is practicable.” 

IAASB may consider giving an example or two of key areas where segregation of duties may 
be practicable in case of even small entities.  As such, an example could be that a salesman of 

No Comment falls 
outside scope of 
revision 
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the entity should not be given the task of maintaining records of inventory also. 

 Paragraph 16 The owner-manager occupies a dominant position in a small entity. The owner-manager’s 
direct control over all decisions, and the ability to intervene personally at any time to ensure an 
appropriate response to changing circumstances, are often important features of the 
management of small entities. The exercise of this control can also compensate for otherwise 
weak internal control procedures. For example, in cases where there is limited segregation of 
duties in the area of purchasing and cash disbursements, internal control is improved when the 
owner-manager personally signs all checks. When the owner manager is not involved, there is 
a greater risk that employee fraud or error may occur and not be detected. 

  

28 HTM The text refers (16.) to cases ‘where there is limited segregation of duties in the area of 
purchasing and cash disbursements and that internal control is improved when the owner-
manager personally signs all checks’. In Finland, as is starting to be the case already in other 
countries, checks have not been in use for many years. Therefore this part needs some 
additional consideration also to the electronic payments systems and how they are arranged in a 
small entity. 

No Comment falls 
outside scope of 
revision 

29 ICA India In the last sentence, the words “in controlling the activities of the entity” after the words, 
“……is not involved”. 

No Comment falls 
outside scope of 
revision 

 Paragraph 17 While a lack of sophistication in internal controls does not, of itself, indicate a high risk of 
fraud or error, an owner-manager’s dominant position can be abused: management override of 
controls may have a significant adverse effect on the control environment in any entity, leading 
to an increased risk of management fraud or material misstatement in the financial statements. 
For example, the owner-manager may direct personnel to make disbursements that they would 
otherwise not make in the absence of supporting documentation. 

  

30 ICA India For the sake of simplicity, the first sentence may be broken into two.  The first sentence can 
stop at the words, “….can be abused” and the second sentence can start from, “Management 

No Comment falls 
outside scope of 
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override…..in the financial statements.” revision 

 Paragraph 18 The impact of the owner-manager and the potential for management override of internal 
controls on the audit depend to a great extent on the integrity, attitude, and motives of the 
owner-manager. As in any other audit, the auditor of a small entity exercises professional 
skepticism. The auditor neither assumes that the owner-manager is dishonest nor assumes 
unquestioned honesty. This is an important factor to be considered by the auditor when 
assessing audit risk, planning the nature and extent of audit work, evaluating audit evidence, 
and assessing the reliability of management representations. 

  

31 Subelet Due to the aforementioned, we suggest the following amendment to the paragraph 7:   

“7. For the purposes of this IAPS, a small entity is any entity in which: 

(a) There is concentration of ownership and management in a small number of 
individuals (often a single individual3); and 

(b) One or more of the following are also found: 

• Few sources of income; 

• Unsophisticated record-keeping; 

• Limited internal controls together with the potential for management override of 
controls; 

• Lack of a entity’s operations planning and the consequent performance 
evaluation based on it”. (the footnote references has been omitted).” 

In consequence, it should be added after the paragraph 18 of the IAPS 1005 a heading and the 
following text referred to that specified previously, and the next paragraphs should be 
renumbered. 

No Comment falls 
outside scope of 
revision. 
See response to 
comment 16. 

Paragraph 19-103 Commentary on the Application of International Standards on Auditing 
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 Paragraph 19 The commentary that follows provides guidance on the application of ISAs to the audit of a 
small entity. This guidance is a supplement to, and not a substitute for, the guidance contained 
in the relevant ISA and takes account of the special considerations relevant to the audit of 
small entities. For the specific requirements of ISAs, the auditor refers to the ISA concerned. 
Where an ISA is, in principle, applicable to the audit of the financial statements of small 
entities and there are no special considerations applicable to the audit of a small entity, no 
guidance is given in respect of that ISA. 

  

32 Subelet “Lacks of a planning and monitoring function   

19. The small entities often lack of planning and monitoring functions based on the deviations 
with regard to that planned. The budgetary control is an important tool of the entity’s system of 
internal control and its absence can indicate to the auditor the potential for a bigger audit risk. 
Also, the absence of a planning function deprives the auditor of information such as financial 
budgets, projected financial statements, etc. that they turn out to be very useful tools in the 
application of analytical procedures.” 

No Comment falls 
outside scope of 
revision 

 Paragraph 20 In many cases, owner-managers of small entities are not fully aware of their own 
responsibilities or those of their auditors. In particular, owner-managers may not appreciate 
that the financial statements are their responsibility, particularly where the owner-manager has 
outsourced the preparation of the financial statements. 

  

33 HTM The engagement letter (20.- and 96.-) as stated in ISA and referred to in the IAPS is mostly 
useful. However, in audits of small (micro) entities it is not a common practice in Finland to 
use an engagement letter and therefore we consider that it should be voluntary and drafting 
should be left to the auditor’s consideration. The IAPS text should be softened so that it is one 
of the auditor’s tools, but not mandatory, i.e. a permissive approach – no constraint, no liability. 

No Comment falls 
outside scope of 
revision 

 Paragraph 21 ISA 580, “Management Representations” requires the auditor to obtain evidence that 
management acknowledges its responsibility for the fair presentation of the financial 
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statements in accordance with the relevant financial reporting framework, and has approved 
the financial statements. It also requires the auditor to obtain written representations on 
matters material to the financial statements when other sufficient appropriate audit evidence 
cannot reasonably be expected to exist.  ISA 240, “The Auditor’s Responsibility to Consider 
Fraud and Error in an Audit of Financial Statements” and ISA 545, “Auditing Fair Value 
Measurements and Disclosures” specify representations to be obtained from management 
(refer paragraphs 37, 38 and 82 of this IAPS).  As noted in paragraph 12 to 18 of this IAPS, 
limited accounting and internal control systems may exist and, as a result, the owner-manger 
may be reluctant to provide the required representations. 

34 ACCA Paragraphs 21, 22, 37 and 38 deal with potential refusal by the owner-manager to provide 
written representations.  In practice, auditors of smaller entities do not generally experience 
resistance to providing representations and this guidance is unnecessary.  Indeed, the more 
important issue for auditors is to ensure that management fully understands the representation 
which it agrees to sign. 

No In preparing the 
revision the 
IAASB identified 
this area as 
particular 
problematic in 
small entity audits.  
Para 22 
encourages the 
auditor to discuss 
with the owner-
manager the types 
of reps. to be 
obtained, the 
reasons for 
obtaining such 
reps., and the 
impact on the 
auditor’s report 
should such reps. 
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not be obtained.  
This will assist 
management to 
understand the 
reps. they agree to 
sign. 

35 AGV Reword final sentence to: 

"... As noted in paragraphs 12 to 18 of this IAPS, the small entity audit client may have limited 
accounting and internal control systems, and as a result, the owner-manager may be reluctant to 
provide the management representations. 

Improves clarity of meaning. 

Yes  

36 JICPA Paragraph 21 refers to ISA 580 “Management Representations” as well as a written 
management representation in ISA 240 “The Auditor’s Responsibility to Consider Fraud and 
Error in an Audit of Financial Statements” and ISA 545 “Auditing Fair Value Measurements 
and Disclosures.” In addition to these ISAs, ISA 570 “Going Concern”, which is one of 
subjects in this IAPS revision, specifies representations to be obtained (Paragraph 26 © of ISA 
570, paragraphs 94 and 95 of this exposure draft). Accordingly, we suggest the following: 

“ISA 240, “The Auditor’s Responsibility to Consider Fraud and Error in an Audit of Financial 
Statements” and ISA 545, “Auditing Fair Value Measurements and Disclosures” specify 
representations to be obtained from management (refer paragraphs 37, 38 and 82 of this IAPS). 
ISA 570, “Going Concern” requires the auditor to seek written representations from 
management regarding its plans for future action. In addition, reference to paragraphs 94 and 
95 is required.” 

Yes  

37 ICAEW These paragraphs should be the other way round. See also our comment in the covering letter 
about the consolidation of paragraphs, particularly on management representations. 

Yes Amendment based 
on PWC comment 
below. 
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38 ICAI The reluctance to give representations or a discussion of the meaning of the letter of 
representation is not unique to owner managed businesses – it is equally important in large 
companies that those charged with governance fully understand the meaning of signing the 
letter.  Accordingly the amendment here appears superfluous and does not meet the criteria set 
out in paragraph 4 on page 3 “ explanatory information and guidance that might be helpful but 
does not relate only to small entities is not included”.   

No In preparing the 
revision the 
IAASB identified 
this area as 
particular 
problematic in 
small entity audits. 

39 LSCA In our experience we have not noted owner-managers demonstrating any reluctance to provide 
required representations, even though limited accounting and internal control systems may 
exist.  It is often the case that owner-managers are more willing to give representations than 
those charged with the governance of larger entities as the owner-manager generally has a 
much better knowledge of the operation of his business. 

We would recommend that reference to this perceived reluctance is withdrawn from paragraph 
21. 

No In preparing the 
revision the 
IAASB identified 
this area as 
particular 
problematic in 
small entity audits. 

40 PAAB The ED is structured to discuss the application of individual ISAs to small entities. However, 
this paragraph refers to another ISA, ISA 580, Management Representations. We recommend 
that the paragraph for each ISA be limited to that subject matter. It might be more relevant to 
include a statement that the engagement letter should refer to the auditor’s expectation of 
receiving from management written confirmation concerning representations made in 
connection with the audit (ISA 210 Paragraph 7).  

Yes Amendment based 
on PWC comment 
below. 

41 PAAB The reference to ‘owner-manager’ implies that all small entities have one manager. We 
recommend that this reference in this and subsequent paragraphs be changed to ‘owner-
management’. 

No “Owner-manager” 
is defined in paras 
9 and 10. 

42 PAAB Paragraph 21 is not consistent with paragraphs 37 and 38 in that it states that the owner-
manager may be reluctant to provide the required management representations but does not 
then go further to describe the impact on the auditor’s report. We recommend that the impact 

Yes Amendment based 
on PWC comment 
below. 
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on the auditor’s report be added to paragraph 21. 

43 PWC Paragraph 21 discusses management representations and would seem more appropriately 
placed in the discussion of ISA 580. The important point to be made in the discussion of ISA 
210 is the suggestion to include in the engagement letter the types of management 
representations to be obtained.  We believe this point could be made more clearly in Paragraph 
22 as follows: 

° “One of the purposes of an engagement letter is to communicate clearly the respective 
responsibilities of the owner-manager and the auditor.  The Appendix to ISA 210 
provides an example of an audit engagement letter. 

° ISA 580, “Management Representations” requires the auditor to obtain evidence that 
management acknowledges its responsibility for the fair presentation of the financial 
statements in accordance with the relevant financial reporting framework, and has 
approved the financial statements. Other ISAs also require certain specific 
representations, as discussed further in paragraphs 96-98. Because of limited or more 
informal accounting and internal control systems, owner-managers may be reluctant to 
provide the required representations. The auditor may consider including in the 
engagement letter the types of management representations to be obtained, the reasons 
for obtaining such representations, and the impact on the auditor’s report should such 
representations not be obtained. Including this in the engagement letter provides an 
opportunity for the auditor to discuss the need for certain representations with 
management at the outset, which may help to avoid a problem arising as the audit is 
nearing completion.” 

A reluctance to provide required representations is not limited to management of small entities 
and, therefore, it would be useful to better explain why specific guidance on management 
representations is needed in the IAPS. We believe this could be achieved by restructuring the 
wording that is now in paragraph 21, and moving it to the discussion of ISA 580. 

Yes  
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“ISA 580, “Management Representations” requires the auditor to obtain evidence that 
management acknowledges its responsibility for the fair presentation of the financial 
statements in accordance with the relevant financial reporting framework, and has approved the 
financial statements. As noted in paragraph 12-18 of the IAPS, small entities may have limited 
or more informal accounting and internal control systems, which may make the owner-manager 
reluctant to provide the required representations.  This may particularly be the case with respect 
to the specific representations in ISA 240, “The Auditor’s Responsibility to Consider Fraud and 
Error in an Audit of Financial Statements” and ISA 545, “Auditing Fair Value Measurements 
and Disclosures (refer to paragraphs 37, 38 and 83 of this IAPS). The auditor is encouraged to 
discuss with the owner-manager the reasons for obtaining such representations and the impact 
on the auditor’s report should such representations not be obtained. As noted in paragraph 22, it 
may be useful to discuss these representations with management when agreeing on the terms of 
engagement.” 

 Paragraph 22 One of the purposes of an engagement letter is to communicate clearly the respective 
responsibilities of the owner-manager and the auditor. The Appendix to ISA 210 provides an 
example of an audit engagement letter.  The auditor is encouraged to discuss with the owner-
manager (and include in the engagement letter) the types of management representation to be 
obtained, the reasons for obtaining such representations, and the impact on the auditor’s report 
should such representations not be obtained. 

  

44 ACCA Paragraphs 21, 22, 37 and 38 deal with potential refusal by the owner-manager to provide 
written representations.  In practice, auditors of smaller entities do not generally experience 
resistance to providing representations and this guidance is unnecessary.  Indeed, the more 
important issue for auditors is to ensure that management fully understands the representation 
which it agrees to sign. 

No See response to 
comment 34. 

45 ICAEW These paragraphs should be the other way round. See also our comment in the covering letter 
about the consolidation of paragraphs, particularly on management representations. 

Yes See response to 
comment 37. 
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46 ICAI The reluctance to give representations or a discussion of the meaning of the letter of 
representation is not unique to owner managed businesses – it is equally important in large 
companies that those charged with governance fully understand the meaning of signing the 
letter.  Accordingly the amendment here appears superfluous and does not meet the criteria set 
out in paragraph 4 on page 3 “ explanatory information and guidance that might be helpful but 
does not relate only to small entities is not included”.   

No See response to 
comment 38. 

47 IDW The last sentence of paragraph 22 includes the phrase “and the impact on the auditor’s report”. 
However, in some cases there may be little or no impact. Hence a reference to “potential 
impact” would be less controversial. 

Yes  

48 KPMG We support the fact that the IAPS encourages the auditor to discuss with the owner manager the 
types of representations that need to be obtained, the reasons for the representations and the 
impact on the report when the auditor is not able to obtain such representations.  It would also 
be helpful for the IAPS to indicate why discussion of these issues is important. 

We recommend including the following sentence at the end of paragraph 22: 

This discussion will help prepare management for the types of representations that they will 
need to make to the auditor.  It will also help the auditor consider the audit and reporting 
implications (as discussed in ISA 580.15) if management cannot make or refuses to make the 
necessary representations.   

Yes  

49 PWC Paragraph 21 discusses management representations and would seem more appropriately 
placed in the discussion of ISA 580. The important point to be made in the discussion of ISA 

Yes See response to 
comment 43. 
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210 is the suggestion to include in the engagement letter the types of management 
representations to be obtained.  We believe this point could be made more clearly in Paragraph 
22 as follows: 

° “One of the purposes of an engagement letter is to communicate clearly the respective 
responsibilities of the owner-manager and the auditor.  The Appendix to ISA 210 
provides an example of an audit engagement letter. 

° ISA 580, “Management Representations” requires the auditor to obtain evidence that 
management acknowledges its responsibility for the fair presentation of the financial 
statements in accordance with the relevant financial reporting framework, and has 
approved the financial statements. Other ISAs also require certain specific 
representations, as discussed further in paragraphs 96-98. Because of limited or more 
informal accounting and internal control systems, owner-managers may be reluctant to 
provide the required representations. The auditor may consider including in the 
engagement letter the types of management representations to be obtained, the reasons 
for obtaining such representations, and the impact on the auditor’s report should such 
representations not be obtained. Including this in the engagement letter provides an 
opportunity for the auditor to discuss the need for certain representations with 
management at the outset, which may help to avoid a problem arising as the audit is 
nearing completion.” 

A reluctance to provide required representations is not limited to management of small entities 
and, therefore, it would be useful to better explain why specific guidance on management 
representations is needed in the IAPS. We believe this could be achieved by restructuring the 
wording that is now in paragraph 21, and moving it to the discussion of ISA 580. 

“ISA 580, “Management Representations” requires the auditor to obtain evidence that 
management acknowledges its responsibility for the fair presentation of the financial 
statements in accordance with the relevant financial reporting framework, and has approved the 
financial statements. As noted in paragraph 12-18 of the IAPS, small entities may have limited 
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or more informal accounting and internal control systems, which may make the owner-manager 
reluctant to provide the required representations.  This may particularly be the case with respect 
to the specific representations in ISA 240, “The Auditor’s Responsibility to Consider Fraud and 
Error in an Audit of Financial Statements” and ISA 545, “Auditing Fair Value Measurements 
and Disclosures (refer to paragraphs 37, 38 and 83 of this IAPS). The auditor is encouraged to 
discuss with the owner-manager the reasons for obtaining such representations and the impact 
on the auditor’s report should such representations not be obtained. As noted in paragraph 22, it 
may be useful to discuss these representations with management when agreeing on the terms of 
engagement.” 

50 SSCA Paragraph 22 refers to parts to be included in the engagement letter. Although our standard 
letters do refer to management representations they do not specify all the areas where we will 
seek representations. It is unclear whether the intention is for this to be expanded in the letter of 
engagement. 

Partially Para 22 notes that 
“the auditor may 
consider including 
in the engagement 
letter the types of 
management 
representation to 
be obtained.”  
However, it is not 
considered 
necessary to 
prescribe the types 
of management 
representation to 
be included in the 
engagement letter. 

51 Subelet We believe appropriate that indicated in the paragraph 22 about that the auditor is encouraged 
to discuss with the “owner-manager” and to include in the audit engagement letter, the topics 
expressed in the paragraph 22. The inclusion of these topics in the audit engagement letter is 

Partially See response to 
comment 50. 
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very often in the practice of the audit in our country, but it is not indicated in an expressed way 
in none audit standard.   

 Paragraph 23 In some cases the auditor may determine that it will not be possible to obtain sufficient 
evidence to form an opinion on the financial statements because of weaknesses that may arise 
from the characteristics of the small entity. In these circumstances, and where permitted by the 
relevant jurisdiction, the auditor may decide not to accept the engagement, or to withdraw from 
the engagement after acceptance. Alternatively, the auditor may decide to continue with the 
engagement but qualify or disclaim the audit opinion. The auditor has regard to paragraph 41 
of ISA 700 “The Auditor’s Report on Financial Statements” which states that the auditor would 
not ordinarily accept an audit engagement in which the terms of the engagement are such that 
the auditor believes that the need to express a disclaimer of opinion exists. 

  

52 ICA India The word, “The auditor has regard…” may be changed to “The auditor should have  regard ...” 

It may also be worthwhile for the auditor to explain the format of the audit report with the 
owner manager so that the latter clearly understands the significance of the various components 
of the audit report.’ 

In my view, it would also be better if the auditor, specially in cases of audit of small entities, 
makes it clear to the owner-manager in the beginning itself that the working papers are the 
property of the auditor and that although the portions of extracts from the working papers may 
be made available to the client at the discretion of the auditor, they are not a substitute for the 
entity’s accounting records and documents.  In fact, IAASB may consider including this as one 
of the terms of engagement for the purposes of ISA 210. 

No Comment falls 
outside scope of 
revision 

 Paragraph 28 The audit engagement partner (or sole practitioner) nevertheless needs to be satisfied that the 
audit has been conducted in accordance with ISAs. Developing or obtaining a suitably 
designed form of audit completion checklist may provide a useful tool for testing the 
completeness and adequacy of the process followed in an audit. Forming an objective view on 
the appropriateness of the judgments made in the course of the audit can present practical 
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problems when the same individual also performed the entire audit. When particularly complex 
or unusual issues are involved, and the audit is performed by a sole practitioner, it may be 
desirable to consult with other suitably-experienced auditors or the auditor’s professional 
body, on a confidential basis. 

53 ICA India What is meant by “on a confidential basis” and how far would the practitioner be hit by the 
Confidentiality clause of the Code of Ethics in seeking such a consultation. 

No Comment falls 
outside scope of 
revision 

 Paragraph 29 The auditor may have an in-depth understanding of the entity and its business, because of the 
close relationship between the auditor and the owner-manager, the size of the entity being 
audited, or the size of the audit team and the audit firm. However, that understanding does not 
eliminate the need for the auditor to maintain adequate working papers. Working papers assist 
in the planning, performance, supervision and review of the audit, and they record the evidence 
obtained to support the audit opinion. 

  

54 ICA India It may also be useful to reiterate at the end of the para that the working papers also provide 
evidence that the audit was carried out in accordance with the ISAs.  In my view such a 
reiteration is all the more necessary in audit of small entities, which is being done be small 
firms or sole practitioners. 

No Comment falls 
outside scope of 
revision 

 Paragraph 31 Different techniques may be used to document the entity’s accounting and internal control 
systems, depending on their complexity. However in small entities the use of flowcharts or 
narrative descriptions of the system are often the most efficient techniques. These can be kept 
as permanent information and are reviewed and updated as necessary in subsequent years. 

  

55 Subelet One of the most common characteristics of small entities it is the lack of formal documentation 
of the entity’s internal control system. The letter with recommendations to the management 
cannot cover that documentation lack. Through that letter, the auditor communicates to the 
small entity management the deficiencies detected in the internal control system, and the 
auditor proposes to the small entity management internal control system’s formal structures and 

No Comment falls 
outside scope of 
revision 
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appropriate actions. But we reiterate, the letter with recommendations to the management 
cannot be a substitute for formal documentation of the entity’s internal control system, 
including if the entity management had adopted the actions proposed by the auditor. 

56 Subelet Thus, after the proposed paragraph 30 and before the paragraph 31 the following text should be 
added, and must be practiced the corresponding re-enumeration of paragraphs: 

“31. The small entities ordinarily lacks of formal documentation of internal control system that 
cannot be covered by the letter of recommendations to the management signed by the auditor, 
in which the auditor proposes actions to improve the internal control system, even if the entity 
management had adopted the actions proposed by the auditor.” 

The paragraph that we propose to incorporate is consistent with the proposed paragraph 118, in 
the sense that a document originated in the auditor’s work, doesn’t substitute original 
documents (for example, procedures handbooks, internal control handbooks, etc). 

No Comment falls 
outside scope of 
revision 

 Paragraph 33 Nevertheless, the auditor of a large or a small entity, records in the working papers: 
(a) The audit planning; 
(b) An audit program setting out the nature, timing, and extent of the audit procedures 

performed; 
(c) The results of those procedures; and 
(d) The conclusions drawn from the audit evidence obtained together with the 

reasoning and conclusions on all significant matters requiring the exercise of 
judgment. 

  

57 HTM In point 33 ‘Nevertheless, the auditor of a large or a small entity, records in the working 
papers...,’ please add here the words ‘for example’. 

No Comment falls 
outside scope of 
revision 

58 ICA India Sub point (a) may be changed to “The audit plan” in stead of “The audit planning”. 

Working papers may also include a brief/ detailed, as may be necessary, description of the 

No Comment falls 
outside scope of 
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proceedings and results of any meetings with the owner-manager.  Such an inclusion would 
strengthen the documentation aspect. 

revision 

59 ICA India The title may be changed to “The Auditor’s Consideration of Fraud and Error in an Audit of 
Financial Statements” in view of the issuance of the revised ISA 240. 

Yes  

 Paragraph 32 Paragraph 13 and 14 of ISA 240 illustrate certain conditions or events that may increase the 
risk of fraud or error.  Examples of these conditions or events are given in Appendix ! to the 
ISA.  A relevant example applicable to small entities is “management is dominated by one 
person (or a small group) and there is no effective oversight board or committee …”  Although 
this situation applies to most small entities, the guidance in ISA 240 is not intended to imply 
that all small entities are to be regarded by the auditor as necessarily involving a higher risk of 
fraud or error than larger entities. 

  

60 Subelet We don’t agree with the elimination of paragraph 32 (original numeration) of the IAPS 1005. 
In this sense we believe that it is helpful for the auditors of small entities, and it would be 
improved updating the cross-reference with the new ISA 240. 

Therefore, we propose that the paragraph 32 (original numeration) should be retained but with 
the following wording: 

32. Paragraphs 13 and 14 34 through 38 of ISA 240 illustrate certain conditions or events that 
may increase the risk of fraud or error. Examples of these conditions or events are given in 
Appendix 1 to the ISA. A relevant example applicable to small entities is “management is 
dominated by one person (or a small group) and there is no effective oversight board or 
committee…” Although this situation applies to most small entities, the guidance in ISA 240 is 
not intended to imply that all small entities are to be regarded by the auditor as necessarily 
involving a higher risk of fraud or error than larger entities. 

No Amendments to 
ISA 240 made this 
para redundant 
and, as a result, it 
was deleted. 
However, 
amendment to para 
34, based on 
comment 62, may 
assist in this 
regard. 

 Paragraph 34 The presence of a dominant owner-manager is an important factor in the overall control 
environment, as the need for management authorization can compensate for otherwise weak 
control procedures and reduce the risk of employee fraud and error. However, this can be a 
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potential weakness since there is the opportunity for management override of controls. The 
owner-manager’s attitude to control issues in general and to the personal exercise of 
supervisory controls can have a significant influence on the auditor’s approach. The auditor’s 
assessment of the effect of such matters is conditioned by knowledge of that particular entity 
and the integrity of its owner-manager. Matters that auditors take into account in this 
assessment include the following: 

• Whether the owner-manager has a specific identifiable motive (for example, dependence 
of the owner-manager on the success of the entity) to distort the financial statements, 
combined with the opportunity to do so. 

• Whether the owner-manager makes no distinction between personal and business 
transactions. 

• Whether the owner-manager’s life-style is materially inconsistent with the level of his or 
her remuneration (this includes other sources of income of which the auditor may be 
aware by completing the owner-manager’s tax return, for example). 

• Frequent changes of professional advisers. 
• Whether the start date for the audit has been repeatedly delayed or there are unexplained 

demands to complete the audit in an unreasonably short period of time. 
• Unusual transactions around the year-end that have a material effect on profit. 
• Unusual related party transactions. 
• Payments of fees or commissions to agents and consultants that appear excessive. 
• Disputes with tax authorities 

61 GT Paragraph 34 - since the preceding paragraph has been deleted, there is nothing to put this 
paragraph into context, so some sort of introduction would be helpful. 

Yes  

62 HTM In point 34. there is a list of ‘Matters that auditors take into account in this assessment include 
the following...’ The text implies that these matters should always be taken into account. To 
make the text more usable and since the list is not exhaustive please add the words ‘for 

Yes  
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example’ before the word ‘the following’. The same problem is elsewhere in the text as well. 

63 HTM In the Finnish audit system an auditor does not actively pursue forensic examination, as can be 
read from the text. If fraud and error is detected in connection with normal audit procedures, 
then they are reported by the auditor. The spirit in the IAPS, however, implies to such duties. 
Please pay attention to this matter in the final text (ref. also to the engagement letter). 

No This section is 
based on ISA 240 
(revised) and does 
not include more 
onerous 
requirements than 
those provided for 
in ISA 240 
(revised). 

64 ICA India IAASB may consider including the following also as factors to be considered by the auditor 

• Unexplained and repeated delays in payment of statutory dues. [Not sure what is 
meant by “statutory dues.”] 

• Frequent changes of auditors in the past. [Covered in fourth bullet of para 34] 

• Unreasonable delay in providing explanation/ representation sought by the auditor 
for unusual transactions. [Amendment processed.] 

• Loan accounts, including both loans taken or given, which are not being serviced 
properly and for which the owner-manager is unable to provide any satisfactory 
explanation. [Amendment processed.] 

• Advances taken from third parties/ usual customers, apparently for supply of goods 
and services but against which no goods or services have been so provide for an 
unreasonably long period. [Amendment processed.] 

• Advances given to usual suppliers/ third parties, apparently for purchase of any 
goods or services but against which such suppliers/ third parties have not provided 
any goods or services for an unreasonably long time. [Amendment processed.] 

Partially  
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65 ICAEW Some sort of lead into this paragraph would be useful. Yes  

66 Subelet Regarding to the proposed paragraph 34 (former paragraph 33) in the bullets point located at 
the end of the same one, reference is made to the matters that the auditor must consider in 
his/her assessment of the effect of the owner-manager’s attitude on the audit approach.  

The first bullet point indicates: 

“• Whether the owner-manager has a specific identifiable motive (for example, dependence of 
the owner-manager on the success of the entity) to distort the financial statements, combined 
with the opportunity to do so.” 

We believe that this expression is ambiguous and that its wording could be improved.  In our 
opinion, it is not clear the example presented, and it gives place at least, to the following two 
interpretations. 

First. If the IAASB’s intent is to express that the owner-manager’s compensation (for example, 
a bonus which depends on the company’s income) it depends on the performance showed by 
the financial statements, we agree with it gives place to distort the financial statements. But we 
find inadequate to say “there is the owner-manager’s dependence in the success of the entity”, 
since in fact, what depends is their compensation. 

Second. If the IAASB’s intent is to express that the owner-manager’s permanency in the 
position directly involved in running the entity on a day-to-day basis, depends on the financial 
performance showed by the financial statements, and it would exist a reason to distort the 
financial statements, we believe that inadequate words were used. We think that situation 
would be present with more frequency when it is hired an individual that is not entity’s owner, 
who is responsible in running the entity on a day-to-day basis 1 
1 See our comment # 2 about the critics for the definition of “owner-manager”. 

of the following ways: 

No The owner-
manager’s 
dependence on the 
success of the 
entity may be as a 
result of many 
situations – as 
reflected in the 
comment.  It is not 
considered 
necessary to 
amend the 
example to be 
more specific. 
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“• Whether the owner-manager has a specific identifiable motive (for example, dependence of 
the owner-manager’s compensation on the success of the entity’s financial performance) to 
distort the financial statements, combined with the opportunity to do so.” 

Or 

“• Whether the owner-manager has a specific identifiable motive (for example, dependence 
permanency of the owner-manager in charge in running the entity depending on the success of 
the entity’s financial performance) to distort the financial statements, combined with the 
opportunity to do so.” 

 Paragraph 35 Paragraph 20 of ISA 240 requires the auditor, in planning the audit, to discuss with other 
members of the audit team the susceptibility of the entity to material misstatements in the 
financial statements resulting from fraud and error.  Many small entity audits are carried out 
entirely by the audit engagement partner (who may be a sole practitioner).  In such situations 
this requirement is not relevant, but the audit engagement partner, having personally conducted 
the planning of the audit, considers whether errors may be more likely to occur or how fraud 
might be perpetrated. 

  

67 Subelet Regarding to the proposed paragraphs 35 to 39 of the IAPS 1005, we consider that they are 
appropriate. It is very important that the small entities auditor obtains the management 
representations required by these paragraphs, since it is probable that formal internal control 
systems and/or formal risk assessment procedures don’t exist in them. 

- Noted. 

68 AuAASB It is suggested in the last line of the paragraph, substitute “where” for “whether”. Yes  

69 AGV Reword first sentence to: 

“Paragraph 20 of ISA 240 requires the auditor, during the audit-planning phase, to discuss with 
other members of the audit engagement team the susceptibility of the entity to material 
misstatements in the financial statements resulting from fraud and error..."  

Yes Amendment based 
on comment 70. 
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Improves clarity of meaning. 

70 ICA India The words, “in planning” in the first line may be replaced by the words, “when planning”. Yes  

71 ICAI This may be taken as suggesting that sole practitioners only consider risk of fraud and error 
after completing planning.  This consideration is a required part of planning and an integral part 
of the planning process.  Having personally conducted the planning of” could be changed to 
“when planning”. 

Yes  

72 JICPA In paragraph 35, “paragraph 20 of ISA 240 requires the auditor, in planning the audit, to discuss 
with other members of the audit team the susceptibility of the entity to material misstatements 
in the financial statements resulting from fraud and error.”  

In paragraph 20 of ISA 240, “in planning the audit, the auditor should discuss with other 
members of the audit team the susceptibility of the entity to material misstatements in the 
financial statements resulting from fraud or error.”  

We suggest that “fraud and error” in paragraph 35 should be changed to “fraud or error.” 

Yes  

73 PWC The last sentence of this paragraph may imply that the auditor considers fraud and error after 
planning the audit.  This implication could be avoided if the sentence was rewritten as follows: 

“In such situations, this requirement is not relevant, but the audit engagement partner, who will 
be conducting the planning the audit personally, considers whether errors may be more likely to 
occur or how fraud might be perpetrated when assessing the risks of material misstatement and 
designing further audit procedures to respond to those risks.” 

Yes  

 Paragraph 36  Paragraph 22 of ISA 240 requires the auditor, when planning the audit, to make inquiries of 
management inter alia to obtain (a) an understanding of management’s assessment of the risk 
that the financial statements may be materially misstated as a result of fraud, and the 
accounting and internal control systems management has put in place to address such risk; and 
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(b) knowledge of management’s understanding regarding the accounting and internal control 
systems in place to prevent or detect error.  In small entities the owner-manager’s assessment 
may be less formal and less frequent, or the owner-manager may not conduct an assessment at 
all.  Also, as noted in paragraphs 12 to 18 of this IAPS, limited accounting and internal control 
systems may exist.  Nevertheless, the auditor still considers conducting enquiry in order to 
obtain an understanding of the owner-manager’s attitude towards fraud and error, and of any 
actions the owner-manager has taken to prevent and detect fraud and error. 

74 AuAASB The readability and understanding of the requirements in these paragraphs would be improved 
by listing them as bullet or numbered points.   

Yes  

75 AGV Reword final sentence to replace the words "still consider conducting" with, must still conduct 
the". 
Makes mandatory the consideration of owner-manager's attitude and actions towards fraud and 
error. 

No “Must” is not used 
in IAPSs. 

76 PWC The last sentence of this paragraph suggests that the auditor might not make inquiries of 
management (“Nevertheless, the auditor still considers conducting enquiry….”).  We believe 
that such inquiries are important in audits of both larger and smaller entities.  As the remainder 
of the sentence suggests, the auditor’s inquiries provide a basis for obtaining an understanding 
of the actions that the owner-manager has taken to prevent and detect fraud and error, and are 
also important in obtaining an understanding of the owner-manager’s attitude towards fraud 
and error.  We believe this sentence should not be permissive but rather should explain why 
such inquiries remain important even in an audit of a small entity. 

We would also like to point out that the IAPS sometimes uses “inquiries” and at other times 
“enquiries”.  The former is the spelling used elsewhere in IAASB’s pronouncements. 

Yes  

 Paragraph 37 Paragraph 51(a) of ISA 240 requires the auditor to obtain written representation from 
management that it acknowledges its responsibility for the implementation and operation of 
accounting and internal control systems that are designed to prevent and detect fraud and 
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error.  As noted in paragraph 12 to 18 of this IAPS, limited accounting and internal control 
systems may exist.  As a result, the owner-manger may be reluctant to provide the required 
representation.  The primary responsibility for the prevention and detection of fraud and error 
rests with management, irrespective of the size of the entity.  It therefore is important to obtain 
the owner-manager’s acknowledgement of this responsibility.  Such acknowledgement could be 
expanded to cover compensating controls (refer paragraph 16 of this IAPS).  If the owner-
manager refuses to provide the required representation, this constitutes a scope limitation and 
the auditor considers the impact thereof on the auditor’s report. 

 Paragraph 38 Paragraph 51(d) of ISA 240 requires the auditor to obtain written representations from 
management that it has disclosed to the auditor the results of its assessment of the risk that the 
financial statements may be materially misstated as a result of fraud.  As noted in paragraph 
36 of this IAPS, the owner-manager of a small entity may not have conducted such assessment 
and therefore may be reluctant to provide the required representation.  The auditor requests the 
owner-manager to reflect in the written representation that such assessment was not conducted, 
as well as any actions that the owner-manager has taken to prevent or detect fraud and error.  
If the owner-manager refuses to provide the required representation, this constitutes a scope 
limitation and the auditor considers the impact thereof on the auditor’s report. 

  

77 AuAASB These paragraphs note the written representations the auditor obtains from management as 
required by ISA 240 “The Auditor’s Responsibility to Consider Fraud and Error in an Audit of 
Financial Statements” and ISA 545 “Auditing Fair Value Measurements and Disclosures”. 
They also note the owner-manager of a small entity may be reluctant to provide these 
representations, because the entity may have limited accounting and internal control systems. 
While noting the commentary in paragraphs 12-18 in IAPS 1005, the document perhaps 
overemphasizes the extent to which the owner-manager would per se be reluctant to provide 
the requisite representations, due to the entity having limited accounting and internal controls.     

No The references to 
paras 12-18 is in 
the context of ISA 
240 requirements 
relating to 
accounting and 
internal control 
systems and are 
therefore 
considered 
appropriate. 
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78 ACCA Paragraphs 21, 22, 37 and 38 deal with potential refusal by the owner-manager to provide 
written representations.  In practice, auditors of smaller entities do not generally experience 
resistance to providing representations and this guidance is unnecessary.  Indeed, the more 
important issue for auditors is to ensure that management fully understands the representation 
which it agrees to sign. 

- See response to 
comment 34. 

79 ACCA The issue of failure to obtain written representation, does however, highlights a glaring 
deficiency with certain recent ISAs which have adopted an overly procedural approach.  For 
example, paragraph 51(a) of ISA 240 The Auditor’s Responsibility to Consider Fraud and Error 
in an Audit of Financial Statements requires the auditor to obtain written representation from 
management that it: 'acknowledges its responsibility for the implementation and operation of 
accounting and internal control systems that are designed to prevent and detect fraud and error.' 

Management may choose not to give such a representation and the auditor cannot force it to do 
so.  Failure by the auditor to obtain a written representation is a breach of ISAs irrespective of 
any consideration as to whether the representation would have been significant audit evidence.  
We recommend that IAASB reconsiders its approach so as to remove such implicit 
requirements from management. 

- Noted. 

80 GT Paragraphs 37 and 38 - the requirement for qualification on the basis of scope limitation in 
these paragraphs appears to be a very strict interpretation of the relevant ISAs and we question 
whether this would always be the case.  It would be more helpful if these paragraphs provided 
practical assistance on how to obtain the relevant assurance, especially where informal 
assessments have been made by the owner-manager. 

No As the reps. are 
specifically 
required in terms 
of ISA 240, refusal 
to provide such 
reps. will 
constitute a scope 
limitation. 
Para 36 refers to 
the fact that an 
informal 
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assessment or no 
assessment might 
have been 
conducted.  Para 
38 requires the 
owner-manager to 
confirm that he has 
disclosed to the 
auditor the results 
of his assessment.  
This could be done 
even if an informal 
assessment has 
been conducted.  
As a result, the 
guidance in para 
38 is limited to 
instances where no 
assessment was 
made. 

81 ICAEW We note in the Appendix to this letter certain areas in which we believe that the IAPS goes 
beyond the requirements of existing ISAs with regard to a requirement for a scope limitation 
qualification where certain formal written representations are refused by management 
(paragraphs 37 and 38). We urge IAASB to reconsider these paragraphs in particular. 

No As the reps. are 
specifically 
required in terms 
of ISA 240, refusal 
to provide such 
reps. with 
constitute a scope 
of limitation 
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82 ICAEW Paragraph 37 requires written representations on management’s responsibility for control 
systems designed to detect of fraud and error (this is a bold type requirement of ISA 240). 
Communication of the need for representations is important in the case of small entities whose 
managers may not understand the need for them. We therefore suggest mention be made of the 
usefulness of including reference to this type of representation in the engagement letter.  

This paragraph also requires a scope limitation where management refuses to provide the 
required representation. This goes beyond what is required by either ISA 240 or ISA 580, 
which only requires a scope limitation for representations that the auditor considers necessary 
(ISA 580, paragraph 15). The auditors of small entities often consider that a written and signed 
acknowledgement of these responsibilities in the engagement letter is sufficient.  

No Matter covered in 
paras 22 and 98a. 
 
 
 
 
ISA 240 requires 
the auditor to 
obtain such reps., 
i.e. it does not 
provide for the 
auditor to obtain 
such reps. only if 
considered 
necessary (as per 
ISA 580.15).  ISA 
240 does not 
provide guidance 
on what should be 
done if the reps. 
are not obtained.  
The guidance in 
these paras is 
considered 
appropriate.   

83 ICAEW Paragraph 38 requires a representation on the disclosure of management’s risk assessment in 
relation to fraud. It requires a written representation on the fact that such an assessment has not 
been conducted where that is the case. We find it very difficult to envisage how auditors will be 
able to reasonably justify a qualification on the grounds of a scope limitation simply on the 

No The guidance does 
not specifically 
refer to a 
qualification of the 
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basis of a refusal to provide a representation on the fact that an assessment has not been 
conducted! Again, we consider that the engagement letter may be a better place for references 
to these matters, that the requirement for a scope limitation goes beyond the requirements of 
ISA 240 and ISA 580, and we fear that ‘standard’ qualifications will ensue if the paragraph is 
not altered. 

auditor’s report – 
it states that the 
auditor considers 
the potential 
impact on the 
auditor’s report. 

84 ICAEW Both paragraphs 37 and 38 are written in an unnecessarily negative and defensive style.  No Disagree with 
comment. 

85 ICAEW We do not understand why small entity considerations have not been dealt with in respect of 
paragraphs 51 (b) and (c) of ISA 240. 

No Not identified as 
areas that are of 
particular 
difficulty in the 
context of a small 
entity audit. 

86 ICA India In our view, if the owner-manger refuses to provide a representation especially that 
acknowledging his/her responsibility for the financial statements, the auditor should refuse to 
accept such an engagement or should consider withdrawing from the engagement.  In our view, 
there is no point in accepting the engagement and then issuing a disclaimer. 

No The last sentence 
of para 22 stating 
that “it will also 
help the auditor 
consider audit and 
reporting 
implications if the 
owner-manager 
cannot make or 
refuse to make the 
necessary 
representations” 
may assist in this 
regard – although 
it does not 
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specifically cover 
acceptance 
procedures. 

87 ICAI These paragraphs are somewhat repetitive and the net effect is somewhat confusing to the 
reader.  An amalgamation of these two paragraphs could clarify and simplify the point.   

No The paras cover 
different types of 
representation.  
Combining them 
may increase the 
confusion. 

88 LSCA These paragraphs are far too long and appear repetitive.  Some of what is being said has 
already been set out in paragraph 21. 

We would recommend that the language of these paragraphs is simplified and shortened in 
order to make them more easily understood. 

No Para 21 (now para 
22) has been 
amended (i.e. it is 
shorter and does 
not refer to the 
specific reps.). 
The length of the 
paras is as a result 
of the reference to 
the requirement in 
ISA 240, followed 
by application 
guidance – both of 
which are 
considered 
necessary. 
The language is in 
line with that used 
in ISA 240 and the 
remainder of the 
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IAPS. 

89 KPMG It would be useful to reinforce in this paragraph the idea introduced in paragraph 22, i.e., 
obtaining representations relating to fraud may be a challenge and it may be helpful to discuss 
the need to obtain such representations when agreeing the terms of the audit engagement.   

We recommend including the following wording at the end of paragraph 38: 

As discussed in paragraph 22 due to the nature of small entities, it may be difficult for the 
auditor to obtain required representations with respect to fraud and error.  Discussion of the 
requirements with management as soon as possible during the audit helps increase their 
understanding as to what is required and why.  This type of understanding will increase the 
likelihood that management will provide these representations.  See paragraph 22 for guidance 
on how this type of understanding can be obtained when agreeing the terms of engagement 
with management.   

No However, 
reference should 
be made to para 22 
and para 98a, 
which cover the 
concepts referred 
to by the 
respondent.  Para 
98a is cross 
referenced to para 
22. 

90 PAAB Paragraph 38 repeats most of the information in paragraph 37. We recommend that these 
paragraphs are combined and that reference on the impact on the auditor’s opinion only be 
made once at the end of such paragraph. 

It might be useful to structure the ED so that the impact on the auditor’s report of the various 
situations is referred to once only and up-front; if this approach is not followed then 
consistency with regard to the impact on the auditor’s opinion need to be applied under each 
ISA. 

No The paras cover 
different types of 
representation.  
Combining them 
may increase the 
confusion. 
Not certain what 
the second 
comment refers to, 
as the impact on 
the auditor’s report 
appears to be dealt 
with consistently 
in both paras. 
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91 PWC The last sentences in these two paragraphs both suggest that if the owner-manager refuses to 
provide required representations, this constitutes a scope limitation. Paragraph 15 of ISA 580, 
“Management Representations”, says that the failure to provide a representation constitutes a 
scope limitation if the auditor considers that representation to be necessary.  Are there 
circumstances, such as in the case of a dormant company, when these specific representations 
may not be necessary? 

No Fraud may be 
conducted in the 
name of the 
dormant company. 

92 SSCA Paragraph 38 was also a little unclear. The committee was unsure whether there was a 
requirement for small companies to undertake such a review. The current model letter of 
representation does not include this test requirement or confirmation that no assessment has 
been carried out. Is this again an expansion of the required confirmations? 

No Para 38 provides 
guidance on a 
requirement in ISA 
240, which was 
revised and issued 
subsequent to ISA 
580. 

 Paragraph 39 ISA 240 requires the auditor to communicate specified matters to management and those 
charged with governance.  With regard to reporting to those charged with governance, 
reference is made to the guidance provided in paragraph 42 of this IAPS. 

  

93 ICAEW Paragraph 39 is redundant. Yes  

94 IDW Paragraphs 39 and 42 refer to the requirement to “communicate” specified matters to those 
charged with governance. In practice a sole practitioner may be dealing with an owner-
manager, i.e. only two individuals may be involved in this communication process. Therefore, 
we recommend the auditor consider the need to document such communication in some way. 

No Forms of 
communication are 
covered in paras 
15 to 17 of ISA 
260. 

95 JICPA Paragraph 39 states that “ISA 240 requires the auditor to communicate specified matters to 
management and those charged with governance. With regard to reporting to those charged 
with governance, reference is made to the guidance provided in paragraph 42 of this IAPS.” We 
consider this paragraph is not necessary due to the following reason: 

Yes  
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Other than ISA 240, “The Auditor’s Responsibility to Consider Fraud and Error in an Audit of 
Financial Statements”, paragraph 34 of ISA 250, “Consideration of Laws and Regulations in an 
Audit of Financial Statements” and paragraph 65 of ISA 545, “Auditing Fair Value 
Measurements and Disclosures” specify the requirements of communication with those charged 
with governance. However, paragraphs 40 to 41 and 81 to 82 do not include such 
communication requirements. 

Reference to paragraph 42 in paragraph 39 may mislead the readers of this IAPS because it 
could provide readers of this IAPS with a misunderstanding that only ISA 240 is allowed to be 
treated exceptionally.  

We suggest deleting paragraph 39. 

 Paragraph 42  Paragraph 5 of ISA 260 requires the auditor to determine the relevant individuals who are 
charged with governance and with whom audit matters of governance interest are 
communicated.  Governance structures in small entities are often not well defined.  The auditor 
determines who are entrusted with the supervision, control and direction of the small entity.  
Where management and those charged with governance are the same individuals and audit 
matters of governance interest have been communicated to those individuals in their capacity 
as management of the small entity, the auditor is not required to re-communicate those matters 
to the same individuals in their capacity as individuals charged with governance. 

  

96 ACCA Paragraph 42 concludes with the guidance that: 

'Where management and those charged with governance are the same individuals and audit 
matters of governance interest have been communicated to those individuals in their capacity 
as management of the small entity, the auditor is not required to re-communicate those matters 
to the same individuals in their capacity as individuals charged with governance.' 

We believe that auditors do not need guidance to tell them that individuals may act in two 
capacities and that a single communication will suffice to inform them in both those capacities.  

Yes  
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We recommend removing this unnecessary material. 

97 AGV Reword first sentence to: 

"Paragraph 5 of ISA 260 requires the auditor to identify the relevant officers who are charged 
with governance and to whom audit matters with respect to governance are communicated" 

Improves clarity of meaning 

No Wording in line 
with ISA 260.15. 

98 ICAEW It would be useful for this paragraph to contain the presumption that for small entities, those 
charged with governance are assumed to be all of the directors and those with overall 
responsibility for the day-to-day control of the business, unless there is clear evidence to the 
contrary. The distinction between management and those charged with governance is much less 
relevant to small entities than it is to large entities.  

This paragraph should also recognize the fact that those formally, but not operationally charged 
with governance often include spouses or other relatives of those involved in the day-to-day 
management of the entity. We consider it important that auditors recognize the need to 
communicate formally with these people (not least because the general notion that notice to 
husbands is effective as notice to wives (and vice versa) largely disappeared from most modern 
legal systems a very long time ago).  

No 
 
 
 
 
 

Yes 

Those charged 
with governance 
are defined in ISA 
260.3. 

99 LSCA We disagree that governance structures in small entities are often not well defined.  We believe 
quite the contrary, in our experience governance structures in small entities are often much 
better defined and understood.  In the majority of cases those charged with management and 
those charged with governance are the same individuals which make the governance structure 
much more transparent. 

We would recommend that reference is made to the fact that governance structures in small 
entities are actually more often better defined, rather than not well defined. At the very least, 
the sentence starting “Governance structures in small entities are often not well defined” should 

Partially Relevant sentence 
amended to 
indicate that “the 
governance 
structure in a small 
entity may not be 
well defined, or 
those charged with 
governance of a 
small entity may 
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be removed be the same 
individuals as 
those charged with 
management of the 
entity.” 

 Paragraph 43 Audits of small entities are conducted by very small audit teams, many involve the audit 
engagement partner (or sole practitioner) working with one audit assistant (or without audit 
assistants). With a smaller team, co-ordination and communication between team members is 
easier. Planning the audit of a small entity need not be a complex or time-consuming exercise, 
it varies according to the size of the entity and the complexity of the audit. For example, on 
some small audits, planning may be carried out at a meeting with the owner-manager of the 
entity or when the entity’s records become available to the auditor for audit. Planning the audit 
can, however, start at the completion of the previous period’s audit as the auditor will be well 
placed to plan for the next period. A brief file note prepared at this time, based on a review of 
the working papers and highlighting issues identified in the audit just completed can be 
particularly helpful. This file note, amended for changes arising during the subsequent period, 
could then be the initial basis for planning the next audit. Discussion with the owner-manager 
is a very important part of planning, especially in a first-year audit. Such discussions do not 
need a special meeting they can often take place as a part of other meetings, conversations or 
correspondence. 

  

100 ICA India IAASB may consider using the term “initial engagements”, as used in ISA 510 instead of “first 
year audit”. 

No Comment falls 
outside scope of 
revision. 

 Paragraph 46 The auditor of a small entity is often in a position to have a wide and up-to-date knowledge of 
the business by virtue of the fact that there may be regular close contact with the owner-
manager. This relationship often provides information on matters such as the following: 

• The activities of the small entity, its main products and services, and the industry in 
which it operates. 
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• The management style, aims, and attitudes of the owner-manager. 
• Any plans for changes to the nature, management or ownership of the entity. 
• Trends in profitability or liquidity and the adequacy of working capital. 
• Legal or regulatory issues facing the entity, including its relationship with the taxation 

authorities. 
• The accounting records. 
• The control environment. 

101 ICA India IAASB may consider adding “related parties” to the list. No Comment falls 
outside scope of 
revision. 

 Paragraph 47 Documenting the auditor’s knowledge of the business is equally important in all audits, 
irrespective of the size of the entity. However, the extent of the documentation depends on the 
complexity of the entity and the number of persons who will be engaged on the audit. Small 
entities are ordinarily not complex and their audit rarely involves large teams of assistants. In 
many cases the audit may be performed by the partner and, perhaps, a single assistant. 
Therefore, whilst the auditor of a small entity will prepare documentation to a level sufficient 
to: 

(a) Facilitate proper planning of the audit; and 

(b) Provide for any change of responsibility within the audit firm, such as changes 
of audit engagement partner or the departure, illness or incapacity of assistants. 

Such documentation will ordinarily be unsophisticated in format and as brief as circumstances 
allow. 

  

102 ICA India Keeping in view the use of the word, “whilst” in the sentence, it may be appropriate to put a 
“,” (comma) after sub point (b) and begin the sentence “Such documentation………” as “such 

No Comment falls 
outside scope of 
revision. 
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documentation…….” 

 Paragraph 50 Often in the case of small entities, draft financial statements are not available to the auditor at 
the commencement of the audit. When this is the case, the auditor uses the best information 
available at the time. The current year’s trial balance may be used, if available. Often an 
estimate of revenue for the current period can be more readily obtained than of profit (or loss) 
or of a balance sheet total. A common approach in the preliminary judgment of materiality is to 
calculate materiality on the previous year’s audited financial statements as amended for known 
circumstances in relation to the year subject to audit. 

  

103 ICA India IAASB may consider whether there would be any special considerations in respect of audit 
materiality in case the financial statements of a small entity are being audited for the first time. 

No Comment falls 
outside scope of 
revision. 

 Paragraph 55 In the audit of a small entity, control risk is often assumed or assessed as high, at least for 
certain financial statement assertions. The assessment of inherent risk for those assertions 
takes on a particular significance, as it has a direct impact on the extent of substantive 
procedures. There are difficulties in the assessment of the inherent risk of a small entity, for 
example there may be increased risk as a result of the concentration of ownership and control. 
However, the auditor’s assessment of inherent risk in a small entity depends on its particular 
characteristics. A careful assessment of inherent risk for material financial statement 
assertions, rather than an assumption that it is high, may enable the auditor to conduct a more 
efficient and effective audit. 

  

104 HTM Since the audit opinion can be used by third parties we consider it important to note that the 
owner-manager can also form a great risk as a hinder for growth and development of the 
company, i.e. not only in connection of assessing the risk of fraud and error. 

No Comment falls 
outside scope of 
revision. 

105 ICA India IAASB may consider giving examples of such financial statement assertions for which control 
risk is assumed or assessed as high. 

No Comment falls 
outside scope of 
revision. 
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106 Subelet The paragraph 55 establishes an important principle in the sense that, the control risk in the 
audit of a small entity, frequently, it is evaluated as high, but a careful evaluation of the 
inherent risk for material financial statement assertions, would allow to the auditor carried out a 
more effective and more efficient audit 

No Comment falls 
outside scope of 
revision. 

 Paragraph 57 After obtaining an understanding of the accounting and internal control systems, the auditor 
makes a preliminary assessment of control risk, at the assertion level, for each material 
account balance or class of transactions. Substantive procedures may be reduced if reliance on 
these controls is warranted after investigation and testing. However, many internal controls 
relevant to large entities are not practical in the small entity, and as a result it may not be 
possible to rely on internal control to detect fraud or errors. For example, segregation of duties 
may be severely limited in small entities because accounting procedures may be performed by 
few persons who may have both operating and custodial responsibilities. Similarly, when there 
are few employees, it may not be possible to set up a system of independent checking of their 
work. 

  

107 ICA India In our view, the word “investigation” should not be used when referring to audit procedures 
since it may send wrong signals to the readers of the IAPS.  The scope of investigation is 
greater than that of normal audit procedures.  We suggest that the word, “investigation” may be 
deleted or substituted by some suitable word. 

No Comment falls 
outside scope of 
revision. 

108 Subelet The paragraph 57 indicates that the substantive procedures may be reduced if reliance on these 
controls is warranted after investigation and testing. 

Thus, to obtain a reasonable assurance that the internal controls are effective and to be able to 
trust the same ones, the auditor should apply tests of controls on them. Once achieved this, the 
auditor can apply the substantive procedures on the material financial statement assertions. 

Accordingly, we suggest the elimination of the second sentence of proposed paragraph 59. 

No Comment falls 
outside scope of 
revision. 
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 Paragraph 58 Inadequate segregation of duties and the risk of error may, in some cases, be offset by other 
control procedures such as the exercise of strong supervisory controls by the owner-manager 
means of direct personal knowledge of the entity and involvement in transactions. However 
this, in itself, may introduce other risks such as the potential for management override and 
fraud. Particular difficulties include the possible understatement of income by the non-
recording or misrecording of sales. In circumstances where segregation of duties is limited and 
evidence of supervisory controls is lacking, the audit evidence necessary to support the 
auditor’s opinion on the financial statements may have to be obtained entirely through the 
performance of substantive procedures. 

  

109 ICAEW The end of the second line requires the insertion of the world ‘by’.  Yes Editorial. 

 Paragraph 59 The auditor of a small entity may decide, based on the auditor’s understanding of the 
accounting system and control environment, to assume that control risk is high without 
planning or performing any detailed procedures (such as tests of controls) to support that 
assessment. Even where there appear to be effective controls it may be more efficient for the 
auditor to confine audit procedures to those of a substantive nature. 

  

110 Subelet We don’t agree with the second sentence of the paragraph 59. No Comment falls 
outside scope of 
revision. 

 Paragraph 62 The increasing availability of computer-based accounting systems that are capable of meeting 
both functional and economic circumstances of even the smallest entity impacts on the audits of 
those entities. Small entities’ accounting systems often make use of personal computers. 
International Auditing Practice Statement 1001, “IT Environments—Stand-Alone Personal 
Computers” gives additional guidance regarding the special considerations of such an 
environment. 

  

111 AGV Reword first two sentences to: No Comment falls 
outside scope of 
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"The audit function is impacted by the increasing availability of computer-based accounting 
systems that are capable of meeting the financial and economic needs of small-sized entities. 
Accounting systems of small entities often make use of personal computers..."  

Improves clarity of meaning 

revision. 

112 ICAEW The word ‘even’ in the second line of this paragraph is unnecessary and patronizing.  No Comment falls 
outside scope of 
revision. 

 Paragraph 67 ISA 500 recognizes that, although audit evidence may be obtained in a number of ways, 
including from an appropriate mix of tests of control and substantive procedures, in some 
circumstances evidence may be obtained entirely from substantive procedures. A typical 
example of such circumstances would be where segregation of duties is limited and evidence of 
supervisory control is lacking, as is the case in many small entities. 

  

113 HTM Circumstances may arise where an auditor is not able to gather audit evidence and cannot 
resign from her or his assignment. In Finland for instance an auditor can in special cases be 
appointed by county administration or by court and the period of assignment lasts until proper 
election of auditor can be carried out. In these cases an auditor might be forced to give a 
qualified report. 

No Comment falls 
outside scope of 
revision. 

 Paragraph 69 The auditor plans and conducts the audit with an attitude of professional skepticism. In the 
absence of evidence to the contrary, the auditor is entitled to accept representations as truthful 
and records as genuine. 

  

114 PAAB As this is an overall reference to professional skepticism which applies to ISA 500, we 
recommend that paragraph 69 is moved to the end of the section and follow the current 
paragraph 71. 

No Comment falls 
outside scope of 
revision. 

 Paragraph 81 In accordance with paragraph 4 of ISA 545, management is responsible for making the fair   
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value measurements and disclosures included in the financial statements. Management also is 
responsible for establishing an accounting and financial reporting process for determining the 
fair value measurements and disclosures, selecting appropriate valuation methods, identifying 
and adequately supporting any significant assumptions used, preparing the valuation and 
ensuring that the presentation and disclosure of the fair value measurements are in accordance 
with the entity’s identified financial reporting framework. According to paragraph 11 of ISA 
545, in some cases, the measurement of fair value and therefore the process set up by 
management to determine fair value may be simple and reliable. For example, management 
may be able to refer to published price quotations to determine fair value for marketable 
securities held by the entity. Some fair value measurements, however, are inherently more 
complex than others and involve uncertainty about the occurrence of future events or their 
outcome, and therefore assumptions that may involve the use of judgment need to be made as 
part of the measurement process. In the case of complex fair value measurements, the owner-
manager of a small entity may not have the expertise and experience necessary to fulfill these 
responsibilities and the auditor considers recommending to the owner-manager the use of an 
expert, such as an independent valuer.  Any assistance provided by the auditor may create 
threats to the independence of the auditor and the auditor refers to the relevant section of the 
Code. 

115 AuAASB The readability and understanding of the requirements in these paragraphs would be improved 
by listing them as bullet or numbered points.   

Yes Para 81 was split 
into several 
paragraphs. 

116 ICAEW It would be helpful for this paragraph to give examples of ‘simple’ and ‘complex’ fair value 
measurements for small entities. These could easily be derived from ISA 545 itself. 

 

 

 

No 
 
 
 
 
 
 

Yes 

“Simple” and 
“complex” are 
considered to be 
described 
sufficiently in para 
81a. 
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We also consider that the paragraph should recognize the fact that for the financial statements 
of many small entities, there are unlikely to be complex fair value measurements, and that the 
use of an expert is likely to represent a significant cost to many small entities, and should 
therefore not be recommended unless necessary.  

117 ICAI Paragraph 81 repeats the language in paragraph 4 and 11 of ISA 545.  The remainder of the 
paragraph states that auditors advise owner managers to use experts for complex valuations and 
consider the ethical code before giving valuation assistance.  We believe it to be preferable to 
acknowledge that an owner manager is unlikely to have the expertise to carry out any fair value 
exercise other than for fair values determined from published sources.  The guidance makes a 
general reference to the ethical code and does not specifically highlight paragraph 8.171 
Valuation services - in particular 8.173 which effectively prohibits an auditor from carrying out 
a fair value exercise.  If there are other areas of the Code that the auditor should consider then 
for the avoidance of any doubt appropriate reference should be cited. 

Yes  

118 JICPA In the last sentence of paragraph 81, “any assistance provided by the auditor may create threats 
to the independence of the auditor and the auditor refers to the relevant section of the Code.” 
We consider that this sentence is not necessary due to the following reason: 

Where the small entity generally has limited internal control, there are always threats to 
independence to provide the small entity with services other than audit, such as preparing 
accounting records and financial statements in paragraphs 114 to 132 of this IAPS. 

Threats to independence in relation to providing the audit client with services other than audit 
are described in paragraphs 104 to 113. 

We suggest deleting the last sentence of paragraph 81. 

No Considered to be 
of particular 
relevance in the 
case of fair value 
measurements. 
Para 104-113 may 
be deleted. 

119 KPMG The last sentence of this paragraph emphasizes that any assistance provided by the auditor in 
terms of preparing fair value estimates may create a threat to independence.  The paragraph 
also directs the auditor to the Code.  Given that fair value measurements and disclosures are 

Yes  
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becoming increasingly more relevant, it may be helpful to provide more specific guidance in 
the IAPS.  

We recommend consideration be given to including some of the guidance on Valuation 
Services provided in paragraphs 8.171 to 8.176 of the Code within the IAPS.  This guidance 
can be included in a sub-section after paragraph 113.  We also recommend that the last sentence 
of paragraph 81 refer the auditor to this sub-section.  Alternatively, we recommend that the last 
sentence of paragraph 81 be moved to a separate paragraph to help set it apart from the other 
guidance and that it be changed as follows: 

Any assistance provided by the auditor may create threats to the independence of the auditor. 
The auditor refers to the relevant section paragraphs 8.171 to 8.176 of the Code for guidance 
on services that may pose a threat and the potential safeguards that can be considered.   

120 LSCA As with paragraphs 37 and 38 this paragraph is far too complex and is far from being user 
friendly. The language also appears to be inconsistent with the rest of  

IAPS 1005. 

We would recommend this paragraph be rewritten so it can be more easily understood, by 
distilling to the main points only. 

Partially Para 81 was split 
into several paras 
and amended as 
proposed by some 
respondents. 

121 PWC We question whether it is necessary to repeat as much guidance from ISA 545 as has been 
provided, which might discourage auditors from reading the ISA directly. It may also be better 
guidance to acknowledge that an owner-manager is unlikely to have the expertise to carry out 
any fair value exercise other than for fair values determined from published sources and, 
therefore, the auditor may need to advise owner-managers to seek expert assistance for any 
more complex valuations. A more specific reference to the relevant paragraphs in Section 8 of 
the Code of Ethics (in particular, paragraph 8.173) would be more useful in lieu of the general 
reference to the Code. 

Partially Text from ISA 545 
considered 
necessary to 
provide context to 
guidance provided. 
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122 SSCA The final sentence of paragraph 81 did not appear to read correctly. Is this just the phrasing of 
the paragraph or is a correction required? 

Yes  

 Paragraph 82 Paragraph 63 of ISA 545 requires the auditor to obtain written representations from 
management regarding the reasonableness of significant assumptions, including whether they 
appropriately reflect management’s intent and ability to carry out specific courses of action on 
behalf of the entity where relevant to the fair value measurements or disclosures. The owner-
manager of a small entity may be reluctant to provide the required representation. The 
responsibility for making the fair value measurements and disclosures included in the financial 
statements rests with the owner-manager. If the owner-manager refuses to provide the required 
representation, this constitutes a scope limitation and the auditor considers the impact thereof 
on the auditor’s report. 

  

123 AuAASB These paragraphs note the written representations the auditor obtains from management as 
required by ISA 240 “The Auditor’s Responsibility to Consider Fraud and Error in an Audit of 
Financial Statements” and ISA 545 “Auditing Fair Value Measurements and Disclosures”. 
They also note the owner-manager of a small entity may be reluctant to provide these 
representations, because the entity may have limited accounting and internal control systems. 
While noting the commentary in paragraphs 12-18 in IAPS 1005, the document perhaps 
overemphasizes the extent to which the owner-manager would per se be reluctant to provide 
the requisite representations, due to the entity having limited accounting and internal controls.     

No Para 82 does not 
refer to paras 12-
18. 

124 ICAI Paragraph 82 repeats the points made in paragraph 37 and therefore requires similar revision. No See response to 
comment 87. 

125 LSCA Again, reference is made to the reluctance of owner-managers to provide written 
representations, this time connected with fair values. 

In our experience we have not noticed this perceived reluctance by owner-managers to provide 
required representations and would recommend the sentence stating this be removed. 

No See response to 
comment 88. 
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126 PWC The last sentences in these two paragraphs both suggest that if the owner-manager refuses to 
provide required representations, this constitutes a scope limitation. Paragraph 15 of ISA 580, 
“Management Representations,” says that the failure to provide a representation constitutes a 
scope limitation if the auditor considers that representation to be necessary.  Are there 
circumstances, such as in the case of a dormant company, when these specific representations 
may not be necessary? 

No See response to 
comment 91. 

 Paragraph 83 Significant transactions are often entered into between the small entity and the owner-manager, 
or between the small entity and entities related to the owner-manager. Small entities seldom 
have sophisticated policies and codes of conduct on related party transactions. Indeed, related 
party transactions are a regular feature of many entities that are owned and managed by an 
individual or by a family. Further, the owner-manager may not fully understand the definition 
of a related party, especially where relevant accounting standards deem certain relationships to 
be related and others not. The provision of management representations in respect of the 
completeness of disclosure may entail some explanation by the auditor of the technical 
definition of a related party. 

  

127 SSCA In general it was considered that the disclosure of related party transactions as noted in 
paragraph 83 is week in small entities. A better explanation to client and a more consistent 
approach by accountants to this area would strengthen the disclosures 

No Comment falls 
outside scope of 
revision. 

 Paragraph 88 The auditor may, depending on the circumstances, consider that the letter of representation 
should cover subsequent events. The letter of representation is ordinarily dated on the same 
day as the audit report, thus covering the entire period since the period end. 

  

128 Subelet We don’t agree with the paragraph 88, when it indicates that the auditor may consider, 
“depending on the circumstances,” that the management representations should cover 
subsequent events. We consider that, it would be appropriate that the auditor always solicits 
that in the management representations reference is made to the subsequent events. In the event 

No Comment falls 
outside scope of 
revision. 
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of the owner-manager doesn’t provide the required representations, it would be a limitation on 
the auditor’s work scope. We don’t find what circumstances could give place to that the 
management representations doesn’t cover the subsequent events, since if these events were 
judged by the owner-manager like insignificant, in fact who should judge this is the auditor. 
Thus the owner-manager must communicate orally the subsequent events to the auditor, and 
the owner-manager must ratify it then in the management representation.   

Thus, we suggest that the paragraph 88 be modified with the following wording: 

“8879. The auditor may, depending on the circumstances, should consider that the letter of 
representation should cover subsequent events. The letter of representation is ordinarily dated 
on the same day as the audit report, thus covering the entire period since the period end.” 

 Paragraph 92 The size of an entity affects its ability to withstand adverse conditions.  Small entities can 
respond quickly to exploit opportunities, but their lack of reserves limits their ability to sustain 
operations. 

  

129 ICAEW Going concern is an important ISA for the audit of all entities. Paragraph 92 as it stands implies 
that all small entities lack reserves. It should recognize the fact that many small entities sit on 
substantial amounts of cash. 

 

We do not consider that this IAPS deals adequately with the small entity considerations in the 
following areas: 

Management’s assessment of the entity’s ability to continue as a going concern (no such 
assessment will be made in many cases); 

The period used by management in performing the assessment. In many cases, the financial 
statements will be prepared, and the assessment will be performed almost a year after the 
balance sheet date. Management’s assessment (12 months from the balance sheet date) will 

Yes 
 
 
 
 

No 

 

 

 

 

 

Amended to read 
“… but may lack 
reserves to sustain 
operations.” 
 

These concepts are 
not new to the 
revised ISA 570, 
i.e. they were 
covered in 
previous versions 
of ISA 570.  The 
IAPC did not 
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therefore consist of a very short period indeed;  

 

 

 

 

 

 

Written representations. 

 

 

 

 

 

 

Yes 

consider it 
necessary to 
expand the 
guidance in this 
regard. 

 
Now covered in 
paragraph 98a. 

130 GT Paragraph 92 - we do not agree with the assertion that size of an entity necessarily affects its 
ability to withstand adverse conditions.  Many smaller entities are asset-rich, without costly and 
inflexible infrastructures that may hamper larger entities. There may be other threats to going 
concern, such as dependence on key suppliers or management ability that may be more useful 
to consider in relation to smaller entities. 

Partially See response to 
comment 129. 
Dependence on 
supplier is now 
covered in para 93. 

 Paragraph 93 ISA 570 requires that auditors consider whether there are any events or conditions that may 
cast significant doubt on the entity’s ability to continue as a going concern. Conditions of 
particular relevance to small entities include the risk that banks and other lenders may cease to 
support the entity, the possibility of the loss of a major customer or key employee, and the 
possible loss of the right to operate under a license, franchise or other legal agreement. 

  

131 IDW In the last sentence of paragraph 93, we suggest that the possibility of the loss of a “key or 
principal supplier” be included. In the current economic environment there is a distinct danger 
that smaller enterprises could be severely adversely affected by the insolvency or cessation of 
trading of a key or principle supplier. 

Yes  
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132 IDW ISA 570 paragraph 18 requires the auditor to ask management to extend it’s assessment period 
to 12 months from the balance sheet date when a period less than 12 months has been used.  It 
is more likely that owner-managers of small businesses than management of other larger 
enterprises be either unable or unwilling to do so. Consequently, we believe it to be important 
that the IAPS contain some guidance to auditors of small businesses about audit acceptance or 
planning procedures through which the auditor communicates the responsibilities of 
management to the owner-manager prior to audit acceptance or audit planning. 

No Acceptance is 
covered in para 23. 

133 Subelet We believe that it is now clearer the wording of the new paragraph 93 (former 84), therefore, 
we support the proposed modification. 

- Noted 

 Paragraph 94 ISA 570 gives guidance on additional audit procedures that may be relevant when events or 
conditions have been identified that may cast significant doubt on the entity’s ability to 
continue as a going concern. Such procedures may include a review of documentation such as 
cash flow and profit forecasts In the audit of a small entity, the auditor does not ordinarily 
expect to find detailed forecasts relevant to the consideration of going concern. Nevertheless, 
the auditor discusses with the owner-manager the going concern status of the entity and in 
particular, the financing of the entity in the medium and long-term. The auditor considers these 
discussions in the light of corroborative documentation and the auditor’s knowledge of the 
business. The auditor considers the need to obtain written management representations. 

  

134 IDW In the last sentence of paragraph 94 the word “considers “ is used . Paragraph 26 of ISA 570 
states that the auditor “should seek written representations….” “when events or conditions have 
been identified which may cast significant doubt on the entity’s ability to continue as a going 
concern”. In our opinion, the use of “considers“ weakens the essential procedure required in 
ISA 570 and should be replaced with a reference to the above extract of ISA 570. Again, we 
recommend that the auditor consider documenting any representations received as noted above. 

Yes  

 Paragraph 101 The following illustrative paragraphs may be used for this purpose:   
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  Example of paragraphs for an auditor’s report qualified when completeness of 
accounting records is not substantiated—scope limitation that does not prevent the 
auditor from expressing an opinion 

  The company’s recorded sales include $X in respect of cash sales. There was no system 
of control over such sales on which we could rely for the purpose of our audit and there 
were no satisfactory audit procedures that we could perform to obtain reasonable 
assurance that all cash sales were properly recorded. 

  In our opinion, except for the effects of such adjustments, if any, as might have been 
determined to be necessary had we been able to satisfy ourselves as to the completeness 
and accuracy of the accounting records in respect of sales, the financial statements give 
a true and fair view of (or ‘present fairly, in all material respects,’) the financial position 
of the company as of … and the results of its operations and its cash flows for the year 
then ended in accordance with … (and comply with…). 

  Example of paragraphs for an auditor’s report with disclaimer of opinion when 
completeness of accounting records is not substantiated—scope limitation that is so 
significant that the auditor is unable to express an opinion 

  The company’s sales were made entirely on a cash basis. There was no system of control 
over such sales on which we could rely for the purpose of our audit and there were no 
satisfactory audit procedures that we could perform to obtain reasonable assurance that 
all cash sales were properly recorded. 
Because of the significance of the matter discussed in the preceding paragraph, we do 
not express an opinion on the financial statements. 

135 GT Paragraph 101 – the existing examples are relatively straightforward, but the update to IAPS 
1005 has introduced some situations where it limitation of scope might occur, such as in 
paragraphs 37 and 38 in relation to obtaining management representations, where drafting may 
be difficult.  It would be helpful if an example could be give of an audit report where 
management had refused to give the representations required. 

No Professional 
judgment is 
required.  The 
auditor should 
refer to ISA 700.  
An example may 
lead to a standard 
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qualification to be 
used for all small 
entities, i.e. 
without the auditor 
attempting to 
obtain the required 
representations.  
See comment 136. 

136 ICAEW Practice Note 13 is a more substantial document than IAPS 1005. In reviewing the proposed 
amendments, practitioners noted several areas in which additional or amended guidance could 
usefully be provided on unchanged ISAs. The need to deal with the problems arising from the 
‘standard’ qualification created by paragraph 101 is one example; the qualification is very 
similar to what used to be known as an ‘example 6’ qualification in the UK. In our experience, 
‘standard’ qualifications devalue the auditor’s report and are misinterpreted by users. The UK 
amended its guidance some years ago because of the problems arising from this type of 
qualification. If this matter were not dealt with, the de facto adoption of this IAPS in the UK 
would represent a retrograde step. 

We therefore urge IAASB to conduct a fuller review of IAPS 1005 that is not restricted to 
amendments made for ISAs issued since 1999. We consider that this would be a considerably 
more useful disposition of IAASB resources than the current update, despite the fact that it 
would take longer. 

No Comment falls 
outside scope of 
revision. 

137 PAAB The examples in paragraph 101 are not peculiar to small entities and could apply to the audit of 
large entities as well. It could therefore be misleading to emphasize these particular examples. 
It is recommended that the examples referred to in the previous paragraph be included but as an 
appendix to the ED and not form part of the main body of the document.   

No Comment falls 
outside scope of 
revision. 

Paragraph 104-113 The Provision of Other Services to Small Entity Audit 
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138 ACCA The material from paragraph 104 to paragraph 113 deals with independence.  It replaces 
material on accounting services which was in IAPS 1005 prior to the issue of Section 8 
Independence for Assurance Engagements of the IFAC Code of Ethics for Professional 
Accountants (Section 8).  Section 8 is a substantial part of the Code and it was written to be 
directly applicable to all sizes of entity.  There is considerable danger in IAASB tying to 
interpret this material in IAPS 1005. 

- Refer Issue 3. (See 
Agenda Item 5-A) 

139 FEE We suggest that paragraphs 104 to 113 and the Appendix on the provision of accounting 
services be deleted from the proposed revised IAPS 1005 for the following reasons: 

• the IAPS is produced by the IAASB to help auditors apply the ISAs for which the 
IAASB is responsible;  

• it is inappropriate for the IAASB to take on a wider interpretative role in relation to the 
Ethics Code issued by the IFAC Ethics Committee; 

• there is a danger that auditors of small entities will overlook the full requirements of the 
Code which are relevant to them if they are presented with an abstract within IAPS 
1005; and  

• the proposed material in paragraphs 104 to 113 contains numerous differences in 
drafting from the Code and attempting to reconcile these does not represent a 
productive use of commentators’ or IAASB resources. 

- Refer Issue 3. (See 
Agenda Item 5-A) 

140 ICAEW We consider that paragraphs 104 to 113 on professional ethics should be moved to the main 
body of the Code. 

- Refer Issue 3. (See 
Agenda Item 5-A) 

141 IDW In our opinion, paragraphs 104 to 113 and the appendix on the provision of accounting services 
should not be included in IAPS 1005. These items are based on the code of ethics and as such 
apply to all auditors and professional accountants, and their inclusion in this document could 
lead auditors of small entities to overlook the full requirements of the code. Points re-iterated 

- Refer Issue 3. (See 
Agenda Item 5-A) 
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from the code of ethics do not serve to help auditors apply the ISAs as is the intention of the 
IAPSs. 

142 Subelet Nevertheless that expressed in the general comment, we agree with the new wording given to 
the new paragraphs 104 to 113, and with the presentation of the Appendix to the IAPS 1005. 

- Refer Issue 3. (See 
Agenda Item 5-A) 

 Paragraph 104 This section is relevant to jurisdictions in which auditors are legally and professionally 
permitted to provide other services to their audit clients.  This section is to be read in 
conjunction with Section 8 of the Code.  Section 8 of the Code provides a framework that 
establishes principles that auditors use to identify threats to independence, evaluate the 
significance of those threats, and, if the threats are other than clearly insignificant, identify and 
apply safeguards to eliminate the threats or reduce them to an acceptable level. Judgment is 
needed to determine which safeguards are to be applied. Some safeguards may eliminate the 
threat while others may reduce the threat to an acceptable level. 

  

143 ICAEW If this section is to remain in this document (we suggest in our covering letter that it be moved 
to the Code itself) the title to this section might usefully be changed to ‘Commentary on the 
application of the Code when other services are provided to small entity audit clients’. 

Paragraph 105 and paragraphs 109 onwards deal with the preparation of accounting records 
and financial statements. Paragraph 104 and paragraphs 106 to 108 deal with other services 
provided by auditors. This makes for a somewhat confusing read. Paragraph 104, and 
paragraphs 106 to 108 might usefully be used as an introduction to the section, which would 
improve the flow. 

- Refer Issue 3. (See 
Agenda Item 5-A) 
 
 
 
To be processed if 
IAASB agrees to 
retain the section. 

144 KPMG It would be helpful if this footnote also included a reminder that auditors need to comply with 
local legal and statutory requirements as well as those of the Code.   

We recommend adding the following sentence to footnote 4: 

In addition to the requirements of the Code, auditors will need to determine that they comply 

 To be processed if 
IAASB agrees to 
retain the section. 
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with local legal and statutory requirements that place restrictions on the services that can be 
provided by auditors.   

145 PWC The reference to paragraph 103 should be to paragraph 113.  To be processed if 
IAASB agrees to 
retain the section. 

146 Subelet In the footnote # 4 to the paragraph 104, a typewriting error was made, where it says: “4. 
Paragraphs 104 to 103 are based on Section…”, in accordance with our believe it should say: 
“4. Paragraphs 104 to 113 are based on Section…” 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 105 Auditors often provide other services, such as the preparation of accounting records and 
financial statements, to their small entity audit clients.  The provision of such other services 
may, however, create threats to the independence of these auditors.  Consequently, the auditor 
evaluates the significance of any threat created by the provision of other services to small entity 
audit clients.  In some cases, it may be possible for the auditor to eliminate or reduce the threat 
created by application of safeguards.  In other cases, no safeguards may be available to reduce 
the threat to an acceptable level and the auditor declines rendering such other service to the 
small entity audit client 

  

147 PAAB The current paragraph creates the impression that the threat by providing other services to audit 
clients is the only threat evaluated by the auditor. It is recommended that the wording is 
changed to the following to ensure that all threats have been considered: 

‘Consequently, the auditor applies section 8 of the Code and evaluates the significance of any 
threat …’. 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 106 In accordance with paragraph 8.156 of the Code, the following activities generally create 
threats that are so significant that only avoidance of the activity or refusal to perform the small 
entity audit reduces the threats to an acceptable level: 

• Authorizing, executing or consummating a transaction, or otherwise exercising 
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authority on behalf of the small entity audit client, or having the authority to do so; 
• Determining which recommendation of the auditor is to be implemented; and 

• Reporting, in a management role, to those charged with governance 

148 IDW Paragraphs 106 and 107 give a direct reference to the appropriate section of the code of ethics 
for professional accountants. This will be useful to the reader. Similarly, paragraph 108 is based 
on this code but includes no direct reference to the appropriate section. Reference to section 
8.160 would be appropriate here – especially in view of the fact that the code includes further 
safeguards to which a reader may wish to refer. 

 To be processed if 
IAASB agrees to 
retain the section. 

149 PAAB Although this paragraph gives examples of situations that may create threats to independence, 
it might be useful to specifically include the example where auditors are joint signatories on 
clients’ bank accounts. In our experience, many auditors do not regard this as a threat to 
independence and continue to act as joint signatories on client’s cheques. 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 107 In accordance with paragraph 8.158 of the Code, the following activities may also create 
threats: 

• Having custody of the assets of a small entity audit client; 
• Supervising employees of the small entity audit client in the performance of their 

normal recurring activities; and 
• Preparing source documents or originating data, in electronic or other form, 

evidencing the occurrence of a transaction (for example, purchase orders, payroll 
time records, and customer orders). 

  

150 KPMG Paragraph 107 sets out some activities that may pose threats to independence.  These activities 
are based on Paragraph 8.158 of the Code.  In addition to describing the threats, paragraph 
8.158 of the Code also provides some guidance to the auditor when faced with a threat.  We 
believe that it would be useful to incorporate this guidance as part of paragraph 107. 

 To be processed if 
IAASB agrees to 
retain the section. 
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We recommend that paragraph 107 include the following from paragraph 8.158 of the Code: 

The significance of any threat created should be evaluated and, if the threat is other than clearly 
insignificant, safeguards should be considered and applied as necessary to eliminate the threat 
or reduce it to an acceptable level.    

151 PWC This paragraph is based on paragraph 8.158 of the Code of Ethics, but only picks up the first 
part of the paragraph.  To make sense, the second part of 8.158 really needs to be included as 
well.  If the IAPS is going to repeat the relevant guidance from Section 8 of the Code of Ethics, 
it should be complete. 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 108 Safeguards that may be particularly relevant in reducing to an acceptable level threats created 
by the provision of other services to small entity audit clients include the following: 

• Policies and procedures to prohibit the audit engagement partner and, where 
applicable, the professional staff from making management decisions for the small 
entity audit client, or assuming responsibility for such decisions; 

• Discussing independence issues related to the provision of other services with the 
owner-manager and those charged with governance (if not the same individual(s) as 
management); 

• Obtaining the owner-manager’s acknowledgement of responsibility for the results of 
the other services performed by the auditor; or 

• Making arrangements so that professional staff providing the other services does not 
participate in the audit of the small entity 

  

152 PAAB We recommend that this paragraph is broadened to also incorporate the phase of the audit at 
which threats to independence are considered. For example, discussing independence issues 
should take place at the planning stage of the audit and obtaining the owner-manager’s 
acknowledgement of responsibility should be done at the commencement of the audit. In the 
latter example, specific reference could be made to including such acknowledgement in the 
engagement letter. 

 To be processed if 
IAASB agrees to 
retain the section. 
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153 Subelet We don't agree with the safeguards settled down in the third bullets point in new paragraph 
108: 

“… • Obtaining the owner-manager’s acknowledgement of responsibility for the results of the 
other services performed by the auditor; or (emphasis added)” 

This sentence is an ambiguous, and it can give place to multiple interpretations. We believe that 
it is necessary a modification of their wording to express that the other services performed by 
the auditor that can include to the advice in accounting matters, taxation matters, etc, the 
owner-manager takes responsibility for the decisions made on the advice subject matter. 

Therefore, we propose the following wording: 

“… • Obtaining the owner-manager’s acknowledgement of responsibility for the results by the 
decisions made based on the advice services (consultancy) of the other services performed by 
the auditor; or “ 

No Wording is in line 
with that used in 
para 8.160 of the 
Code. 

 Paragraph 109 Although Section 8 of the Code applies to all other services rendered to a small entity audit 
client, the remainder of this section focuses on the preparation of accounting records and 
financial statements, as (except for taxation services) these services are rendered most 
frequently to small entity audit clients and have a significant impact on the audit of the small 
entity’s financial statements.  Auditors refer to Section 8 of the Code with regard to other 
services rendered to their small entity audit clients. 

  

154 ICAI It is not clear why taxation services are specifically excluded in this paragraph.  Auditors of 
most small businesses have a role and often the only role in the computation of the taxation 
liability of the entity.  This distinguishes it from the role the auditing firm may have in larger 
entities. 

 To be considered if 
IAASB agrees to 
retain the section. 

155 KPMG We question the need for the phrase “Although Section 8 of the Code applies to all other 
services rendered to a small entity audit …”  The phrase does not add anything to the paragraph 

 To be processed if 
IAASB agrees to 
retain the section. 
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and we question whether it is appropriate to be so definitive.   

We also believe it would be useful to include paragraph 8.163 of the Code after paragraph 109 
since it explains why services relating to preparation of accounting records and financial 
statements are of concern. 

We recommend the following changes to paragraph 109: 

Although Section 8 of the Code applies to all other services rendered to a small entity audit 
client, the remainder of this section focuses on the preparation of accounting records and 
financial statements, as (except for taxation services) these services are rendered most 
frequently to small entity audit clients and have a significant impact on the audit of the small 
entity’s financial statements. Auditors refer to Section 8 of the Code with regard to other 
services rendered to their small entity audit clients. 

Assisting an audit client in matters such as preparing accounting records or financial statements 
may create a self-review threat when the financial statements are subsequently audited by the 
firm. 

156 PWC We suggest referring to a “broader range of services” rather than “all other services”. It would 
also be useful in this paragraph to identify the threat to independence when the auditor provides 
assistance in the preparation of accounting records and financial statements – a self-review 
threat. 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 110 It is the responsibility of the owner-manager to ensure that accounting records are kept and 
financial statements are prepared, although the owner-manager may request the auditor to 
provide assistance. If the auditor makes management decisions, the threat created cannot be 
reduced to an acceptable level by any safeguards.  Consequently, the auditor does not make 
such decisions.  Examples of such decisions include the following: 

• Determining or changing journal entries, or the classifications for accounts or 
transactions or other accounting records without obtaining the approval of the owner-
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manger; 

• Authorizing or approving transactions; and 

• Preparing source documents or originating data (including decisions on valuation 
assumptions), or making changes to such documents or data. 

157 ICAEW The first bullet in this paragraph deals with accounting entries not approved by the owner-
manager. In practice, it is not realistic for the owner-manager to approve all transactions, 
however small. Owner-managers often give the auditor blanket approval to deal with routine 
transactions (such as prepayments and accruals for utilities, for example). Other entries, such as 
significant transactions or those involving the use of judgment should require the specific 
approval of the owner-manager. This bullet should reflect this reality. This comment also 
applies to the last bullet in paragraph 112. 

The third bullet refers to preparing source documents or originating data (or making changes 
thereto). This could be read as meaning anything from the preparation of invoices to the 
classification of invoices for inclusion in the financial statements. We believe that the bullet 
should make it clear that prohibition should refer to the former, but not to the latter type of 
activity.  

No 
 
 
 
 
 
 
 

No 

The bullet does not 
provide for 
approval of all 
transactions. 
 
 
 
 
Disagree that test 
could be 
interpreted as 
“classification of 
invoices for 
inclusion in the 
financial 
statements.” 

158 IDW In our opinion, paragraph 110 should be extended to give some practical advice on 
documentation. It is of particular importance that the sole practitioner obtain evidence of 
management approval or authorization in the event that suggestions or recommendations made 
by the practitioner have had a significant impact on the financial statements under audit. 

 To be considered if 
IAASB agrees to 
retain section. 

159 PAAB Although we agree that the auditor should not get involved in making policy decisions for any 
client, it might not be practical to state that the auditor does not make any management 

No 
 
 

The text does 
provide for 
provision of 
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decisions. In fact, it is the peculiarity of a small entity that often necessitates the auditor to 
assist the client in making certain decisions, e.g., how to arrive at a provision for bad debts. The 
wording should therefore probably read ‘… the auditor should not make such decisions.’ 

 

It is also not considered practical that the auditor of small entities is completely prohibited from 
assisting management in making certain decisions when the Code of Ethics for Professional 
Accountants gives auditors the opportunity to exercise professional judgment.  

The first example may not be practical since management, by the very nature and size of the 
entity, does not always have the knowledge or skills to approve journal entries, and the auditor 
is often relied upon to process such journal entries with management’s knowledge. 

The third example may also not be practical as auditors of small entities often engage in the 
preparation of Value Added Tax returns for their clients, thus preparing source documents. This 
example is also not only applicable to small entities as the Companies Act in South Africa 
provides for auditors to perform certain services for any company in addition to the audit, 
provided the requirements of the specific sections have been complied with. 

 
 
 
 

No 

assistances.  
“Should” is not 
used in IAPSs. 
 

Text is based on 
para 8.164 of the 
Code, which does 
not provide for 
professional 
judgment. 

The rendering of 
taxation services is 
not covered in the 
IAPS (refer para 
109), which is 
dealt with 
separately in the 
Code. 

160 PWC We would recommend that the third sentence of this paragraph be amended as follows to be 
more convey the guidance in Section 8 of the Code of Ethics: 

“Consequently, in order to avoid a threat to independence, the auditor needs to be careful when 
providing assistance to management not to make decisions that are the responsibility of 
management.” 

 To be processed if 
IAASB agrees to 
retain the section. 

161 SSCA The formalisation of threats to independence noted in paragraph 110 could cause some 
problems. With very small companies accountants do prepare the accounts and although the 
clients take responsibility for the accounts it is unlikely that formal assurances are always 

No Wording/example 
is in line with that 
used in para 8.164 
of the Code. 
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received from the client that individual postings are correct. Is it necessary that these be caught 
in all circumstances? Such detailed examples do not leave room for judgement on the part of 
the auditor. 

 Paragraph 111 The audit process involves extensive dialogue between the auditor and the owner-manager. 
During this process, the owner-manager may request and receive significant input regarding 
such matters as accounting principles and financial statement disclosure, the appropriateness 
of internal control systems and the methods used in determining the stated amounts of assets 
and liabilities. Technical assistance of this nature and advice on accounting principles for 
small entity audit clients are an appropriate means to promote the fair presentation of the 
financial statements. The provision of such advice does not generally threaten the auditor’s 
independence. Similarly, the audit process may involve assisting the small entity audit client in 
resolving account reconciliation problems, analyzing and accumulating information for 
regulatory reporting, drafting disclosure items and proposing adjusting journal entries. These 
services are considered to be a normal part of the audit process and do not, under normal 
circumstances, threaten independence. 

  

162 ICAEW A limited dialogue between owner-manager and auditor may in practice be quite adequate for 
the audit of very small entities. The first line of this paragraph should reflect this, perhaps by 
reading ‘The audit process involves a dialogue between….the extent of this dialogue depends 
on the size and nature of the audited entity and the complexity of its circumstances and 
transactions’.  

 To be processed if 
IAASB agrees to 
retain the section. 

163 PAAB This paragraph allows the auditor to provide inputs regarding accounting principles, disclosure 
and propose journal entries, without creating threats to independence. This appears to 
contradict paragraph 110. We understand that there is a distinction between advising and giving 
inputs, drafting journal entries and approval of journal entries. Possibly the point that needs to 
be made is that, for smaller entities, this distinction is often not as clear and that the auditor 
needs to exercise care in not crossing the line.  

 To be processed if 
IAASB agrees to 
retain the section. 
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164 SSCA Again with the following paragraphs 111 and 112 it would in some circumstances be difficult 
to show that these detailed guidelines were formally followed. The UK guidelines while 
covering similar areas of concern are not so prescriptive and do not therefore pose the exact 
same issues. 

No Wording/examples 
are in line with 
those used in the 
Code. 

 Paragraph 112 An auditor may provide a small entity audit client that is not a listed entity with accounting and 
bookkeeping services, including payroll services, of a routine or mechanical nature, provided 
any threat created is reduced to an acceptable level. Examples of such services include: 

• Recording transactions for which the owner-manager has determined or approved 
the appropriate account classification;  

• Posting coded transactions to the small entity’s general ledger; 
• Preparing financial statements based on information in the trial balance; and 
• Posting owner-manager approved entries to the trial balance.  

The significance of any threat created is evaluated and, if the threat is other than clearly 
insignificant, safeguards are considered and applied as necessary to reduce the threat to an 
acceptable level. Such safeguards include: 

• Making arrangements for such services to be performed by someone other than a 
member of the audit team (however, this would not be possible where the auditor is 
a sole practitioner); 

• Implementing policies and procedures to prohibit the auditor providing such 
services from making any managerial decisions on behalf of the owner-manger; 

• Requiring the source data for the accounting entries to be originated by the owner-
manager; 

• Requiring the underlying assumptions to be originated and approved by the owner-
manager; or 

• Obtaining owner-manager approval for any proposed journal entries or other 
changes affecting the financial statements. 
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(Refer paragraph 8.167 of the Code.5) 
1  It should be noted that national independence requirements may prohibit the auditor from rendering some or all of the services listed in this 

paragraph. 

165 ICAEW The first bullet in this paragraph deals with accounting entries not approved by the owner-
manager. In practice, it is not realistic for the owner-manager to approve all transactions, 
however small. Owner-managers often give the auditor blanket approval to deal with routine 
transactions (such as prepayments and accruals for utilities, for example). Other entries, such as 
significant transactions or those involving the use of judgment should require the specific 
approval of the owner-manager. This bullet should reflect this reality. This comment also 
applies to the last bullet in paragraph 112. 

 

 

The third bullet refers to preparing source documents or originating data (or making changes 
thereto). This could be read as meaning anything from the preparation of invoices to the 
classification of invoices for inclusion in the financial statements. We believe that the bullet 
should make it clear that prohibition should refer to the former, but not to the latter type of 
activity.  

No 
 
 
 
 
 
 
 
 
 

No 

Agree with 
respondent that 
first and last bullet 
of para 112 may 
not reflect reality.  
However, they are 
in line with 
paragraph 8.167 of 
the Code. 
 
See response to 
comment 157. 

166 ICAEW It would be helpful if guidance on the meaning of ‘significant’ in the context of threats were to 
be provided in this paragraph. 

 Explained in para 
8.19 of the Code. 
To be considered if 
IAASB agrees to 
retain the section. 

167 ICAEW The first bullet point in the second section of paragraph 112 and sub-heading (c) in paragraph 
113 should refer to a sole practitioner without staff. 

 To be processed if 
IAASB agrees to 
retain the section. 
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168 ICAI This paragraph provides a blanket prohibition on the auditor giving any accounting service to a 
small listed entity.  We believe that this should be revised to allow for ‘emergency’ assistance 
form the auditors.  Smaller companies (listed and unlisted) occasionally need emergency short-
term assistance from the auditors and we believe a prohibition on this type of assistance is 
unrealistic.   We believe that paragraph 113 should be amended to allow for emergency help for 
smaller listed companies.  

 The intention was 
not to exclude 
small listed entities 
from the 
emergency 
situations dealt 
with in para 113. 
To be processed if 
IAASB agrees to 
retain the section. 

169 IDW In both paragraph 112 and 113 the phrase “(however, this would not be possible where the 
auditor is a sole practitioner)” appears in relation to two specific points. However, no guidance 
is given in either case as to how the sole practitioner could overcome the problem. As such, we 
feel these comments are unhelpful and therefore go against the aim of IAPS 1005. They could 
be deleted, or more usefully, be extended to provide the necessary guidance. 

 To be considered if 
IAASB agrees to 
retain section 

170 KPMG Paragraph 112 reproduces the provisions of paragraph 8.167 of the IFAC Code whereby 
auditors may provide accounting and bookkeeping services to unlisted entities provided these 
services are routine or mechanical in nature and any threat that may exist is reduced to an 
acceptable level by appropriate safeguards.  These provisions are of course available to all 
unlisted entities regardless of size. 

Paragraph 113 also reproduces paragraph 8.170 of the Code which we imagine IFAC intended 
essentially to apply to listed entities.  As reproduced here, however, it seems unclear as to 
whether this is intended to override paragraph 112 in an emergency situation.  Does paragraph 
113 for example intend that the safeguards discussed in paragraph 112 are not required in an 
emergency situation as long as the three conditions listed in paragraph 113 are met? 

We acknowledge that this uncertainty is probably implicit in the IFAC Code itself, although it 
seems particularly confusing in the context of an IAPS which, based on our understanding of 

 To be considered if 
IAASB agrees to 
retain the section. 
 
The uncertainty 
referred to in the 
second and third 
paragraph of the 
comment will be 
communicated to 
the IFAC staff 
member 
responsible for the 
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“small entity” as described in paragraphs 6 and 7, is not intended to apply to small listed 
entities.  So, in this case, one wonders why paragraph 112 makes reference to a client that is not 
a listed entity and also what purpose it serves if it merely sets out a position which is available 
to all unlisted entities whatever their size.  One also wonders what the purpose of paragraph 
113 is if this IAPS is not intended to address listed entities.  

We recommend that IAASB reconsider the scope and purpose of paragraphs 112 and 113 given 
the need for clarity as to the safeguards which auditors, including sole practitioners, would be 
expected to apply when they find themselves in these type of situations.   

Ethics Committee. 

171 PAAB As it is possible for large clients to be unlisted, as well as for small clients to be listed, we 
recommend that this paragraph be incorporated with the characteristics of small entities instead 
of directing it at small entities that are not listed. Such characteristics could also include that 
subsidiaries of listed companies could be classified as small entities. 

In respect of the provision of other services, consideration should also be given to include a 
paragraph which requires the auditor to consider the legislation in each jurisdiction, as it may 
differ. 

No Comment falls 
outside the scope 
of revision. 
National 
requirements are 
covered in 
footnote 5. 

172 PAAB We are not sure why specific mention is made to payroll services. We recommend that it be 
deleted or included in the list of examples at the end of the paragraph. 

 Wording in line 
with para 8.167 of 
the Code. 
To be considered if 
IAASB agrees to 
retain the section. 

173 PAAB The reference to safeguards should be made upfront. It is also questioned whether small entities 
can implement some of these safeguards which are often not even requirements for large 
entities. We recommend that the safeguards are rather included as guidance. 

No Wording in line 
with para 8.167 of 
the Code. 

174 PWC We also suggest amending the first sentence as follows:  To be processed if 
IAASB agrees to 
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 “…provided any threat to independence is reduced…” retain the section. 

 Paragraph 113 The provision of accounting and bookkeeping services to small entity audit clients in 
emergency or other unusual situations, when it is impractical for the owner-manager to make 
other arrangements, would not be considered to pose an unacceptable threat to independence 
provided: 

(a) The auditor does not assume any managerial role or make any managerial 
decisions; 

(b) The owner-manager accepts responsibility for the results of the work; and 

(c) Professional staff providing the services are not members of the audit team 
(however, this would not be possible where the auditor is a sole practitioner). 

(Refer paragraph 8.170 of the Code.) 

  

175 ICAEW The first bullet point in the second section of paragraph 112 and sub-heading (c) in paragraph 
113 should refer to a sole practitioner without staff. 

 To be processed if 
IAASB agrees to 
retain the section. 

 Paragraph 114 This section is relevant to auditors who are legally and professionally permitted to prepare 
accounting records and financial statements for their small entity audit clients.  In preparing 
the accounting records and financial statements, the auditor may obtain useful information 
about the entity and its owner-manager’s aims, management style, and ethos.  The auditor also 
acquires an in-depth knowledge of the entity, which assists in planning and conducting the 
audit.  The auditor nevertheless remembers that the preparation of accounting records and 
financial statements  for the audit client does not relieve the auditor from obtaining sufficient 
and appropriate audit evidence.  The additional matters set out below may be relevant in the 
application of the ISAs by the auditor who also prepares the accounting records and financial 
statements for the small entity audit client. 
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176 ICAEW It is inevitable that a certain amount of repetition in evidence across ISAs will become apparent 
in a document such as IAPS 1005. However, the multiple references to a number of matters, 
particularly documentation, management representations, fraud and fair values cry out for 
consolidation. The inclusion of the final section (paragraphs 114 et seq.) separately from the 
ISAs may result in the paragraphs being overlooked. We suggest that IAASB consider the 
feasibility of consolidating themes within IAPS 1005 in order to make the document more user-
friendly. 

No Comment falls 
outside scope of 
revision.  Revision 
did not include 
structure of the 
document. 

 Paragraph 117 When the auditor prepares the accounting records or financial statements for a small entity, 
such services are not audit work and the requirements of ISA 230 do not ordinarily apply to, for 
example, documentation of the work done in preparing the financial statements. 

  

177 ICAEW This paragraph should refer to the fact that in most jurisdictions, the preparation of financial 
statements and the audit are (legally) separate engagements and that there should therefore be a 
clear distinction between audit working papers and accounting working papers.  

No Comment falls 
outside scope of 
revision. 

 Paragraph 127 By assisting with the process of preparing the fair value measurement or disclosure, the auditor 
at the same time gains evidence relevant to meeting the requirements of ISA 545.  However, 
assisting with this process does not relieve the auditor from obtaining sufficient and 
appropriate audit evidence regarding the reasonableness and appropriateness of the 
underlying assumptions used in arriving at the measurements or disclosures. 

  

178 PAAB This paragraph again infers that the auditor can provide certain services which appear to have 
been prohibited by paragraph 110, resulting in uncertainty and a contradiction of paragraph 
110. 

No Para 127 should be 
read in the context 
of para 126. 

 Paragraph 128 When assessing the risk of undisclosed related party transactions, the auditor considers matters 
arising when preparing the accounting records or financial statements of the small entity, 
assistance provided in preparing  personal and corporate tax matters, or review of the owner-
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manager’s current accounts. 

179 PAAB We recommend that the reference to ‘matters arising’, which is too broad, be replaced by 
‘related party transactions that came to the auditor’s attention.’ 

 

 

 

This paragraph should read ‘…financial statements of a small entity, assisting in preparing 
personal and corporate tax matters, or reviewing of the …’ 

No 
 
 
 
 
 
 

Yes 

Comment falls 
outside scope of 
revision.  Changes 
proposed to para 
128 were of an 
editorial nature. 
 
Improves proposed 
editorial changes. 

 Paragraph 132 In the audit of a small entity, it is particularly important for the auditor to obtain management 
representations in which the owner-manager acknowledges responsibility for the fair 
presentation of the financial statements. This is particularly necessary where the auditor has 
prepared the financial statements, because of the danger of the auditor’s role and responsibility 
in relation to the financial statements being misunderstood. In order to ensure that the 
representations are meaningful, the auditor considers explaining these matters to management 
before the representations are obtained.  

  

180 PAAB We recommend that the reference to ‘danger’ be replaced by ‘risk’ which is a more acceptable 
and widely used audit term. 

No Comment falls 
outside scope of 
revision.  Change 
proposed to para 
132 was of an 
editorial nature. 

Comments Received and Proposed Disposition on Public Sector Perspective 
1.  
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181 PAAB Comment on the public sector perspective (PSP) should be considered, as no PSP has been set out 
at the end of this ED. The general principles contained in this ED are applicable to auditors in the 
public sector, however, certain terms used within the ED may need to be clarified. A few examples 
are listed below: 

• Some of the terms used in this ED such as “engagement partner” and “firm” should be 
read as referring to their public sector equivalents.  

• In the public sector, auditors may be appointed in accordance with statutory 
procedures. Accordingly, certain of the considerations regarding the acceptance and 
continuance of client relationships and specific engagements may not be relevant. 

• The independence of public sector auditors may be protected by statutory measures. 

• The legislation and regulations governing public sector audits generally mandate the 
appointment of a public sector auditor and the use of audit engagement letters may not 
be a widespread practice. Nevertheless, a letter setting out the nature of the engagement 
or recognizing an engagement not indicated in the legislative mandate, where this is 
appropriate, may be useful to both parties. Public sector auditors have to give serious 
consideration to issuing audit engagement letters when undertaking an audit. When 
undertaking assignments involving non-statutory audit work for public sector entities, 
the auditor should carefully consider the compatibility of providing such services with 
his or her independence, the fact that public monies are involved and the public 
accountability responsibilities of the entity concerned. 

The above serves as examples of certain public sector considerations. Where mention has been 
made of individual ISAs the public sector comment relating to the respective ISA may be used as a 
basis to include in this ED. 

No The matters 
referred to in the 
examples are 
covered in the 
individual ISAs.  
The IAPS provides 
guidance on the 
application of 
ISAs to a small 
entity audit. 
None of the 
examples provided 
are particular to 
small entities. 
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