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Audits of Less Complex Entities i Proposed ISA for LCE (Clean)

Preface to the ISA for LCE

P.1. This standard (i.e., the ISA for LCE) has been designed to achieve reasonable assurance about
whether the financial statements as a whole are free from material misstatement, whether due to
fraud or error, for audits of financial statements of less complex entities (LCES) in the private and
public sectors. The standard has been developed to reflect the nature and circumstances of an audit
of the financial statements of an LCE and result in the consistent performance of a quality audit
engagement. This standard is premised on the basis that the firm is subject to ISQM 11 or to national
requirements that are at least as demanding. A quality audit engagement is achieved by planning
and performing the engagement and reporting on it in accordance with professional standards and
applicable legal and regulatory requirements. Achieving the objective of this standard involves
exercising professional judgment and maintaining professional skepticism.

P.2. This standard is written in the context of an audit of a complete set of general purpose financial
statements of an LCE as contemplated in Part A. It may also be adapted as necessary in the
circumstances of the engagement to an audit of a complete set of special purpose financial
statements, or an audit of a single financial statement or of a specific element, account or item of a
financial statement, only if the entity is an LCE as set out in Part A.

P.3. When an audit engagement is undertaken using this standard, the International Standards on Auditing
do not apply to the engagement.

P.4. Part A sets out the authority for determining the appropriate use of the ISA for LCE. Decisions about
the required or permitted use of this standard, including descriptions of the type of entities for which
an audit in accordance with this standard may be used rest with legislative and regulatory authorities
or relevant local bodies with standard-setting authority.

P.5. If this standard is used for audit engagements other than those contemplated in Part A, the auditor is
not permitted to represent compliance withthel SA f or LCE i n the audit

P.6. This standard does not override local law or regulation that governs audits of financial statements in
a particular jurisdiction. The ISA for LCE does not address the responsibilities of the auditor that may
exist in legislation or regulation. Such responsibilities may differ from those established in this
standard and it is the responsibility of the auditor to ensure compliance with all relevant legal,
regulatory, or professional obligations.

The Applicable Financial Reporting Framework

P.7. The financial statements subject to audit are those of the entity, prepared by management of the
entity with oversight from those charged with governance. Law or regulation may establish the
responsibilities of management, and those charged with governance, in relation to financial reporting.
This standard does not impose responsibilities on management or those charged with governance
and does not override law or regulation that govern their responsibilities. However, an audit in

! International Standard on Quality Management (ISQM) 1, Quality Management for Firms that Perform Audits or Reviews for
Financial Statements, or Other Assurance or Related Services Engagements
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accordance with this standard is conducted on the premise that management, and where appropriate,
those charged with governance have acknowledged certain responsibilities that are fundamental to
the conduct of the audit. The audit of the financial statements does not relieve management or those
charged with governance of their responsibilities.

Management and Those Charged with Governanced Responsibilities for Preparation of the Financial
Statements

The extent of management s responsi bil idifféeraceoss or t he
jurisdictions. While there may be differences in the extent of those responsibilities or how they are

described, an audit in accordance with this standard is conducted on the premise that management,

and where appropriate, those charged with governance, have acknowledged and understood that

they have responsibility:

1 For the preparation of the financial statements in accordance with the applicable financial
reporting framework, including where relevant, their fair presentation;

1 For such internal control as management, and where appropriate, those charged with governance
determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error; and

i To provide the auditor with unrestricted access to all information of which they are aware that
is relevant to the preparation of the financial statements, additional information the auditor may
request, and unrestricted access to persons within the entity from whom the auditor determines
it necessary to obtain audit evidence.

P8. The applicable financial reporting framework often en
by an authorized or recogniagkdatsl@edardregutahgrgrgal

P ..9 The requirements of the applicable financial reporting framework determine the form and content of
the financial statements. Although the framework may not specify how to account for or disclose all
transactions or events, the framework ordinarily embodies sufficiently broad principles that can serve
as a basis for developing and applying accounting poc
underlying the requirements.

P.18ome financifalmeewpoksi age fair presentation framewo
framewor&sandaird covers both framewor ks. The term *“
to refer to a financial reporting framewdrsk otf hather
framewor k and:

(@) Acknowl edges explicitly or i mplicitly that, t o
statement s, it may be necessary for management
specifically required by the framework; or

() Aclomwl edges explicitly that it may be necessary for
the framework to achieve fair presentation of t h
expected to be necessary only in extremely rare ci

The t‘eompliance framewor k’"fiinmnesad tepoefiengtbr amew

compliance with the requirements of the fr awmmewor k, bu

() above.

Agenda Item 2-C
Page 2 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

An Audit of Financial Statements

P.1The purfposre audit is to enhance the degree of
statements. This is achieved by the expression
statements are prepared, i n al lanmaatpeprliiacla brl ees pfeicntasn,c i i
framework. As the basis sttamdtaha aediut ore’'ss thei miuan t otr |

assurance about whet her t he f ifnraeneci fan onstmateeneind Is

whet her due to fraud or error.

P. 1Reasonabl e assurance is a high | evel of assurance.
appropriate audit evidence to rediutcer aeixdprtessask 4n hian
opinion when the financi al statements are materially
reasonable assurance is not an absolute | evel

audi t whitchnr en®st of the audit evidence on whi

auditor’s opinion being persuasive rather than

Inherent Limitations of an Audit

Audit risk is a function of the risks of material misstatement and detection risk. The assessment of
risks of material misstatement is based on audit procedures to obtain information necessary for that
purpose and evidence obtained throughout the audit. The assessment of risks of material
misstatement is a matter of professional judgment, rather than a matter capable of precise
measurement.

Because of the inherent limitations of an audit, there is an unavoidable risk that some material
misstatements of the financial statements may not be detected, even though the audit is properly
planned and performed in accordance with this standard. Accordingly, the subsequent discovery of
a material misstatement resulting from fraud or error does not by itself indicate a failure to conduct
an audit in accordance with this standard. However, the inherent limitations of an audit are not a
justification for the auditor to be satisfied with less than persuasive audit evidence.

Format of the ISA for LCE
P.13. The ISA for LCE includes:

(@) Part A, which sets out the authority for determining the appropriate use of the ISA for LCE.

(b) Part 1, which sets out the fundamental concepts, general principles and overarching
requirements to be applied throughout the audit.

(c) Part 2, which sets out the general requirements for audit evidence and documentation, as well
as the overall objective of the audit.

(d Part 3, which sets out the auditor’s and engageme

for quality management in an audit of an LCE.

(e) Parts 4 to 9, which follow the flow of an audit engagement, and set out the detailed
requirements for the audit. Each of these Parts also includes specific communication and
documentation requirements as necessary.

) Part 10, which sets out the special considerations that apply to an audit of group financial
statements.
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() Appendices, which include the glossary of terms used in this standard, assertions, an
illustrative engagement letter and an illustrative representation letter, as well as other relevant
supporting materials for implementation of the requirements within this standard.

P.14. The content of Parts 1-10 includes:

(@) Introductory material in a separate box setting out the content and scope of that Part (but does
not create any additional obligations for the auditor).

(b)  Obijective(s), which link the requirements of that Part and the overall objective of the audit.

(c) Requirements to be met, except where the requirement is conditional, and the condition does

not exist. Requirements Requrememsphatease ordydapplicablen g “ s ha
when there are engagement team members other than the engagement partner are presented
inaboxwi t h the header “Considerations When There Ar

Ot her Than the Engagement Partner?’

(d) Essential explanatory material (EEM) designed to provide further explanation relevant to a sub-
section or a specific requirement. All EEM is presented in italics within separate blue boxes.
There are two types of EEM: general introductory EEM that explains the context of the section
that follows, and EEM specific to the requirement directly above it. EEM that is only applicable
when there are engagement team members other than the engagement partner are presented
inaboxwi th the header “Considerations When Mmhere Ar
Other Than the Engagement Partner.”

P.15. Definitions, describing the meanings attributed to certain terms for the purpose of this standard, can

be found in the Glossary of Terms in Appendix 1.2The definitions assist in the
andtierpretation of the requirements, and are not inte
for other purposes, whether in |l aw or regulation. Unl

meanings throughout this standard.

P.16.For the purposes of this st aasaraferdtg agtobpei.e.uvgheretioef “ L CE”
audit is an audit of group financial statements).

Non-Authoritative Support Materials

P.17. The IAASB may issue Staff publications or other non-authoritative material to support the
implementation of the ISA for LCE.

Public Sector Entities

P.18. This standard is relevant to engagements in the public sector, when the considerations set out in the
Authority in Part A apply. The public sectoraudi t or ° s responsibilities, howe\
the audit mandate, or by obligations on public sector entities arising from law, regulation or other
authority (such as ministerial directives, government policy requirements, or resolutions of the
legislature), which may encompass a broader scope than an audit of financial statements in
accordance with this standard. These additional responsibilities are not dealt with in this standard.

The definitions in this standard are consistent with the definitions in the International Standards on Auditing (ISAs) (i.e., contained
in the | AASB' s @iossary hef | AAISBS s Handbook Volume 1). The Gl ossar
other relevant terms in the IAASB Handbook Glossary of Terms that are not defined but are used in the ISAs.
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They may be dealt with in the pronouncements of the International Organization of Supreme Audit
Institutions or national standard setters, or in guidance developed by public sector audit agencies.

The applicable financial reporting framework used by a public sector entity is determined by the
legislative and regulatory frameworks relevant to each jurisdiction or within each geographical area.

Matters that may be considered in the entity’s

requirements, and how it applies in the context of the nature and circumstances of the entity and its
environment, include whether the entity applies a full accrual basis of accounting or a cash basis of
accounting in accordance with the International Public Sector Accounting Standards, or a hybrid.

Ownership of a public sector entity may not have the same relevance as in the private sector because
decisions related to the entity may be made outside of the entity as a result of political processes.
Therefore, management may not have control over certain decisions that are made. Matters that may
be relevant include understanding the ability of the entity to make unilateral decisions, and the ability
of other public sector entities to control or

When appropriate, additional considerations specific to public sector entities have been included in
EEM.
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A. Authority of the ISA for Audits of Financial Statements of Less Complex
Entities

Content of this Part
Part A sets out the Authority for determining the appropriate use of the ISA for LCE.

The ISA for LCE is designed to enable the achievement of the overall objectives of the auditor, given
the typical nature and circumstances of an LCE as described in this Part. There are limitations to the
use of the ISA for LCE that are designated into three categories: specific prohibitions, qualitative
characteristics, and quantitative thresholds. Part A also describes the responsibilities for legislative
or regulatory authorities or relevant local bodies with standard-setting authority to support the
appropriate use of this standard. The wuse of *“ L &dbteferstoa draump (i.6., where the
audit is an audit of group financial statements).3

The requirements in this ISA for LCE have been designed to be proportionate to the typical nature
and circumstances of an audit of an LCE (i.e.,, they do not address complex matters or
circumstances). If the ISA for LCE is used for an audit outside the intended scope of this standard,
compliance with the requirements of the ISA for LCE will not be sufficient for the auditor to obtain
sufficient appropriate audit evidence to support a reasonable assurance opinion.

The Supplemental Guidance for the Authority of the Standard (the Authority Supplemental Guide)
provides further guidance for legislative or regulatory authorities or relevant local bodies with
standard-setting authority when addressing their respective responsibilities as described in this Part.
In addition, the Authority Supplemental Guide further explains matters that may be relevant for firms
and auditors in determining whether the use of the ISA for LCE is appropriate.

Limitations for Using the ISA for LCE

Limitations for using the ISA for LCE are designated into three categories:

i Specific classes of entities for which the use of the ISA for LCE is prohibited (i.e., specific

prohibitions);

1 Qualitative characteristics that describe an LCE, and if not exhibited by an entity would
ordinarily preclude the use of the ISA for LCE for the audit of the financial statements of that

entity; and

i Quantitative thresholds to be determined by legislative or regulatory authorities or relevant local

bodies with standard-setting authority in each jurisdiction.

In determining the appropriate use of the ISA for LCE, all three categories are to be considered.

8 A “group” is a reportingaéntittay efnemtwhiacle grepmreidnamd

“group f

statements that include the financial information of more than one entity or business unit through a consolidation process. The

term “consolidation proceGE "i sasnouts eidntienn dtetde tloS A afver tlhe

n

S ame me a

“consolidated financi al statements” as defined or descrinbed in
process” refers more broadl y upbnancidl statements.cThesGlossans ot Berms Apperdixf)ar e gr o
describes the meanings attributed to certain terms for the purpose of the ISA for LCE, including the meaning of group and group

financial statements.
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Specific Prohibitions

Paragraph A.1l. sets out the classes of entities for which the use of this standard is specifically
prohibited.

A.1. The ISA for LCE shall not be used if:

(@) Law or regulation prohibits the use of the ISA for LCE or specifies the use of auditing standards
other than the ISA for LCE for the audit of financial statements in that jurisdiction.

(b) The entity is a listed entity.

(c) The entity falls into one of the following classes:
(i )An entity one of whose main functions is to ta
(iiAn entity one of whose main functioaoans is to pr

(isi A class of entities whepreohiskei todd tfher |tSHhatf o3 p €
entity by a |l egislative or regul at orsyetatuitrhgr i t
authority in the jurisdiction.

(d) The audit is an audit of group financial statements (group audit) a n d :

(i )Any of utphes gdgmai vi dual entities ordéesucrhinktesd iumi
paragraph A.1.(b) or A.1.(c); or

(i) Component auditors are involved, except when t
limited to circumstances in which a physical presence is needed for a specific audit
procedure for the group audit (e.g., attending a physical inventory count or physically
inspecting assets or documents).

A single legal entity may be organized with more than one business unit, for example, a company

with operations in multiple locations, such as a store with multiple branches. When those business

units have characteristics such as separate locations, separate management, separate general

ledger and the financial information is aggregated in preparing the single | e g a | entityoés fi
statements, such financial statements meet the definition of group financial statements because they

include the financial information of more than one entity or business unit through a consolidation

process.

In some cases, a single legal entity may configure its information system to capture financial

information for more than one product or service line for legal or regulatory reporting or other
management pur poses. I n these <circumst antgop the e
financial statements because there is no aggregation of the financial information of more than one

entity or business unit through a consolidation process. Further, capturing separate information (e.g.,

in a sub-ledger) for legal or regulatory reporting or other management purposes does not create

separate entities or business units (e.g., divisions) for purposes of this ISA for LCE.

Component Auditors
A component auditor is an auditor who performs audit work related to a component* for purposes of

the group audit. A component auditor is a part of the engagement team for a group audit. Component

4 A component is an entity, business unit, function or business activity, or some combination thereof, determined by the group

auditor for the purposes of planning and performing audit procedures in a group audit.

Agenda Item 2-C
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auditors may be from a network firm, a firm that is not a network firm, orthegroupaudi t or & s

another office within the groupau di t or 6 s f i r m) .

In some circumstances, the group auditor may perform centralized testing on classes of transactions,
account balances or disclosures, or may perform audit procedures related to a component. In these
circumstances, the group auditor is not considered a component auditor.

Part 3 contains requirements in relation to engagement quality, including relevant ethical
requirements, and the direction and supervision of the members of the engagement team, and the
review of their work.

The classes in paragraph A.1l.(a) (b) and (d) are outright prohibitions and cannot be modified.
Legislative or regulatory authorities or relevant local bodies with standard-setting authority can modify
each class described in paragraph A.1.(c) but a class cannot be removed.

A.1.(c) sets out some classes of entities that may exhibit public interest characteristics. Entities that
have public interest characteristics could embody a level of complexity in fact or appearance and are
specifically prohibited from using the ISA for LCE. Modifications can be made by adding a class of
entities to the list of prohibited entities, permitting specific sub-sets within a class to be able to use
this standard or using quantitative thresholds to prohibit use of this standard. Legislative or regulatory
authorities or relevant local bodies with standard-setting authority may subsequently remove or
amend modifications that they have made.

Qualitative Characteristics

A.3.

The requirements in this ISA for LCE have been designed to be proportionate to the typical nature
and circumstances of an audit of an LCE.

The ISA for LCE has not been designed to address:

i Compl ex matters or circumstances relating
activities, operations and related transactions and events relevant to the preparation of the
financial statements.

i Topics, themes and matters that increase, or indicate the presence of, complexity, such as
those relating to ownership of the entity, corporate governance arrangements of the entity, or
policies, procedures or processes established by the entity.

Also, the ISA for LCE does not include any requirements addressing:

i Procedures or matters typically relevant to listed entities, including reporting on segment
information or key audit matters.

i When the auditor intends to use the work of internal auditors, as this would ordinarily not be
applicable to an audit of an LCE.

i When the auditor intends to use a report provided by a service auditor of a service organization
either as audit evidence about the design and implementation of controls at the service
organization (i.e., a type 1 or type 2 report), or as audit evidence that controls at the service
organization are operating effectively (i.e., a type 2 report), as this would ordinarily not be
applicable to an audit of an LCE.

The following list describes characteristics of an LCE for the purpose of determining the appropriate
use of the ISA for LCE. The list is not exhaustive nor intended to be absolute (including numerical

Agenda Item 2-C
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indicators), and other relevant matters may also need to be considered. Each of the qualitative
characteristics may not, on its own, be sufficient to determine whether the ISA for LCE is appropriate
or not in the circumstances. Therefore, the matters described in the list are intended to be considered
both individually and in combination. For the purpose of group audits, these considerations shall
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apply to both the group and each of its individual entities and business units.

Business ActThe entity’s busi ness,oathetindustrytni

Busi ness Mo (whichthe entity operates, do not give rise to significant pervasive

I ndustry business risks.

There are no specific laws or regulations that govern the business
activities that add complexity (e.g., prudential requirements).

The entity’s transactions oresu
revenue streams.

Or gani zat i o]l The organizational structure is relatively straightforward, with few

Structur e al|reporting lines or levels and a small key management team (e.g., 5
individuals or less).

Owner ship S{The ent it yp'stauctuwewsseaigistibrward and there is
clear transparency of ownership and control, such that all
individual owners and beneficial owners are known.

Nat ur e of F | The entity has a centralized finance function, including centralized

Function activities related to financial reporting.

There are few employees involved in financial reporting roles (e.g.,
5 individuals or less).
I nf or mat i on | ThelT environment of the entity, including its IT applications and
(1T) IT processes, is straightforward.

The entity uses commercial software and does not have the ability
to make any program changes other than to configure the software
(e.g., the chart of accounts, reporting parameters or thresholds).

Access to the software is generally limited to one or two
designated individuals for the purpose of making the
configurations.

Few formalized general IT controls are needed in the entity's
circumstances.

Application
FinalncRaport
Framewanrdk
Accounting

Few accounts or disclosures in the financial statements of the
entity necessitate the use of significant management judgment in
applying the requirements of the financial reporting framework.

The entity’s f iondmarily doadtincduteat e me
accounting estimates that involve the use of methods, models,
assumptions, or data, that are complex.

Agenda Item 2-C
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Additional Characteristics Relevant for Group Audits

those above:

For group audits, the following qualitative characteristics are to be considered in addition to

Group Structure and
Activities

The group has few entities or businessunits( e. g. , .5 o7

Group entities or business units o p e r ajt wer ii s dwitkesimilao
characteristics, for example laws or regulations and business
practices.

Access to Information
or People

Group management will be able to provide the engagement team
with access to information and unrestricted access to persons
within the group as determined necessary by the group auditor.

Consolidation Process

The group has a simple consolidation process. For example:

i Intercompany, or other consolidation adjustments are not
complex;
i Financial information of all entities or business units has

been prepared in accordance with similar accounting
policies applied to the group financial statements; and

1 All entities or business units have the same financial
reporting period-end as that used for group financial
reporting.

1

Notwithstanding that professional judgment is applied in determining whether this standard is
appropriate to use, if there is uncertainty about whether an audit meets the criteria as set out in this

Authority, the use of the ISA for LCE is not appropriate.

Quantitative Thresholds

A.4. Determining quantitative thresholds assists in the consistent and appropriate use of the ISA for LCE
in a jurisdiction. This section anticipates that legislative or regulatory authorities or relevant local
bodies with standard setting authority will determine quantitative threshold(s) for use of the ISA for

LCE in their respective jurisdictions.

Guidance on setting quantitative thresholds is described further in the Authority Supplemental Guide.
Quantitative thresholds may be set, for example, for all applicable entities within the jurisdiction in
general, or different thresholds may be set for entities within specific or certain industries or for certain
classes of entities. In doing so, consideration is to be given to the specific prohibitions for use of the
ISA for LCE and the qualitative characteristics of an LCE, as set out in this Part, as well as other
specific circumstances or needs that may be relevant in the jurisdiction. While complexity is not
always directly relative to the size of an entity or its activities, complexity often increases when key

guantitative measures (e.g., revenue, total assets, employee numbers etc.,) increase.

Agenda Item 2-C
Page 10 of 140




Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASR Main Aaenda (Sentemher 2023)
When determining quantitative thresholds for the use of the ISA for LCE, existing definitions or
thresholds in a jurisdiction, developed for different purposes, may be considered for example:

i European Commi ssionds def i°Asntall eoterprisefis definedasma | | ent e
enterprise which employs fewer than 50 persons and whose annual turnover or annual balance
sheet total does not exceed EUR 10 million.

i The Sout h African Depart ment o f Smal | Busi ness
enter préTshe .so definition includes the size category,
or fewer full-time equivalent paid employees and a total annual turnover not exceeding a
specific threshold depending on thtekcenomynt er pri seds

The IAASB considered that these definitions or thresholds may be appropriate examples for a
jurisdiction to consider when determining quantitative thresholds, adjusted for the economic and other
circumstances of the jurisdiction.

When the auditor is determining whether the ISA for LCE is appropriate to use, quantitative thresholds
established in a jurisdiction are to be considered in addition to the specific prohibitions in paragraph
A.1. and the qualitative characteristics in paragraph A.3.

Responsibilities of Legislative or Regulatory Authorities or Relevant Local Bodies

Deci sions about the required or permitted use of th
International Standards on Auditing (ISAs) and the ISA for LCE) rest with legislative or regulatory

authorities or relevant local bodies with standard-setting authority (such as regulators or oversight

bodies, jurisdictional / national auditing standard setters, professional accountancy organizations or

others as appropriate) in individual jurisdictions.

As part of the local adoption and implementation process, it is anticipated that legislative or regulatory
authorities or relevant local bodies with standard-setting authority:

1 May add or modify the classes of entities in paragraph A.1.(c) as set out in paragraph A.2.
i Determine quantitative thresholds described in paragraph A.4.

In doing so, the specific prohibitions and qualitative characteristics should be considered, as well as
other specific needs that may be relevant in the jurisdiction.

5 This definition was derived from the European Commission’ s  w e (htps://sirgle-market-economy.ec.europa.eu/smes/sme-
definition_en) at the time of finalizing the ISA for LCE (September 2023). This Authority will not be further revised for subsequent
changes to this definition.

6 This definiton was derived from the Sout h African Depart ment of Smal | Busines
(http://www.dsbd.gov.za/acts-and-requlations) at the time of finalizing the ISA for LCE (September 2023). This Authority will not
be further revised for subsequent changes to this definition.
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1. Fundamental Concepts, General Principles and Overarching Requirements

Conte

f
1

nt of this Part

Part 1 sets out the:

Effective date of this standard.
The relevant ethical requirements and obligations for firm-level quality management.

Overall objectives of the auditor. Each Part within this standard contains an objective for
planning and performing the audit, and provides a link between the requirements within that
Part and the overall objectives of the auditor. The objectives within each Part assist the auditor
to understand the intended outcomes of the procedures contained in that Part.

Fundamental concepts, general principles, and overarching requirements applicable to the
engagement, including professional judgment and professional skepticism.

Overarching requirements in relation to fraud, law or regulation, related parties, and
communications with management and, where appropriate, those charged with governance.

General communication requirements that apply to all Parts. Within individual Parts there may
be additional specific communication requirements.

Scope of this Part

The concepts, principles and overarching requirements in this Part apply throughout the audit
engagement.

11. Ef fective Dat e

1.1.1. This standard is effective for audits of financial statements for periods beginning on or after
[December 15, 2025].

If not prohibited by law or regulation, the auditor is permitted to apply this standard before the effective
date specified.

1.2. Rel

evant Ethical R e glLueivreelmeQutasl iathyd Mrainranmg e me n't

Relevant Ethical Requirements for an Audit of Financial Statements

1.2.1. The auditor shall comply with relevant ethical requirements, including those pertaining to
independence, for financial statement audit engagements.

Relevant ethical requirements ordinarily comprise the provisions of the International Ethics Standards
Board for Account ant sd I nternati onal Code
International Independence Standards) (IESBA Code) related to an audit of financial statements,
together with national requirements that are more restrictive.

The IESBA Code establishes the fundamental principles of ethics, which are:

1
f

Integrity;
Obijectivity;

Professional competence and due care;
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i Confidentiality; and
1 Professional behavior.

The fundamental principles of ethics establish the standard of behavior expected of a professional
accountant. The IESBA Code provides a conceptual framework that establishes the approach which
a professional accountant is required to apply when identifying, evaluating and addressing threats to
compliance with the fundamental principles.

Firm-Level Quality Management

1. 2THRe engama&mtsnndgarl | be a member of a fmamirbechqaui rapmenntes

1.3.
1.3.1.

1.3.2.

1.3.3.

that are at | eadchte dsSQMsmandi ng as t

Systems of quality management, including the policies or procedures, are the responsibility of the
firm. ISQM 1, applies to all firms that perform audits. If an engagement quality review is required by
the firmoés polici es dinraccodame with ISQOM &, thensI$SQMb2|” appliase
ISQM 2 deals with the appointment and eligibility of the engagement quality reviewer, and the
performance and documentation of the engagement quality review.

Overall Objectives of the Auditor

The overall objectives of the auditor when conducting an audit of financial statements using the ISA
for LCE are to:

(@ Obtain reasonabl e assurance about whether the fin
materi al mi sstatement , wh e tnhaebrl ed uweh et oa ufdri @ wod dro e
opinion on whether the financi al statements ar e
accordance with an applicable financial reporting

() Report on the financi al statements,st amdlarcdmmmun i

accordance with the auditor’s findings.

The auditor shall obtain an understanding of the entire text of this standard to understand its
objectives and to apply its requirements properly.

To achieve the overall objectives, the auditor shall use the objectives stated in the relevant Parts in
planning and performing the audit, to:

(@) Determine whether any audit procedures in addition to those required by the relevant Part are
necessary to achieve the objectives stated in this standard; and

(b) Evaluate whether sufficient appropriate audit evidence has been obtained.

The auditor is required to use the objectives to evaluate whether sufficient appropriate audit evidence
has been obtained in the context of the overall objectives of the auditor. If as a result the auditor
concludes that the audit evidence is not sufficient and appropriate, then the auditor may follow one
or more of the following approaches:

T Evaluate whether further relevant audit evidence has been, or will be, obtained as a result of
complying with requirements from other Parts;

1 Extend the work performed in applying one or more requirements; or

7 I1SQM 2, Engagement Quality Reviews
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i Perform other procedures judged by the auditor to be necessary in the circumstances.

1.3.4. If an objective in a Part cannot be achieved, the auditor shall evaluate whether this prevents the
auditor from achieving the overall objectives of the auditor and thereby requires the auditor to:

(@) Modify the terms of engagement and perform the audit and report in accordance with the
International Standards on Auditing; or

(b) Modify the auditor’™s opinion or wit hdsrpassblef rom t h
under applicable law or regulation).

Failure to achieve an objective represents a significant matter requiring documentation.

14. Fundament al Concepts and Gener al Principles for Perf

1.4.1. The auditor shall comply with all relevant requirements unless, in exceptional circumstances, the
auditor judges it necessary to depart from a relevant requirement. In such circumstances the auditor
shall perform alternative procedures to achieve the aim of that requirement. The need for the auditor
to depart from a relevant requirement is expected to arise only where the requirement is for a specific
procedure to be performed and, in the specific circumstances of the audit, that procedure would be
ineffective in achieving the aim of the requirement.

A requirement is not relevant only in the cases where the entire Part is not relevant (for example, if

the audit is not a group audit or the requirement is conditional and the condition does not exist (for
example, the requirement to modify the auditords opi
appropriate audit evidence, and there is no such inability).

1.4.2. The auditor shall not represent compliance withthe | SA f or LCE i n the auditor
relevant requirements in this standard have been met or the circumstances in paragraph 1.4.1. apply.

Professional Judgment
1.4.3. The auditor shall exercise professional judgment in planning and performing the audit.

Professional judgment is essential to the proper conduct of an audit. This is because interpretation
of relevant ethical requirements and this standard and the informed decisions required throughout
the audit cannot be made without the application of relevant knowledge and experience to the facts
and circumstances.

The distinguishing feature of the professional judgment expected of an auditor is that it is exercised
by an auditor whose training, knowledge and experience have been sufficiently developed to achieve
the necessary competencies for reasonable judgments.

The exercise of professional judgment in any particular case is based on the facts and circumstances
that are known to the auditor.

Significant professional judgments made in reaching conclusions on significant matters arising during
the audit are required to be documented in accordance with the requirements of Part 2 of this
standard.

Professional Skepticism

1.4.4. The auditor shall plan and perform the audit with professional skepticism recognizing that
circumstances may exist that cause the financial statements to be materially misstated.
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1.4.5. The auditor shall design and perform procedures in a way that is not biased towards obtaining audit

1.5.

evidence that may be corroborative or towards excluding audit evidence that may be contradictory.
Professional skepticism includes being alert to, for example:
il Audit evidence that contradicts other audit evidence obtained.

i Information that brings into question the reliability of documents and responses to inquiries to
be used as audit evidence.

i Conditions that may indicate possible fraud.

i Circumstances that suggest the need for audit procedures in addition to those required by this
standard.

Professional skepticism is necessary to the critical assessment of audit evidence. This includes
guestioning contradictory audit evidence and the reliability of documents and responses to inquiries
and other information obtained from management, and where appropriate, those charged with
governance. It also includes consideration of the sufficiency and appropriateness of audit evidence
obtained in the light of the circumstances.

The auditor cannot be expected to disregard past experience of the honesty and integrity of the
entityds management, and where appropriate, t
that management and those charged with governance are honest and have integrity does not relieve
the auditor of the need to maintain professional skepticism or allow the auditor to be satisfied with
less than persuasive audit evidence when obtaining reasonable assurance.

Conditions of thereagagepmessurca®s on the engagement
appropriate exercise wheproéesgniongl|lasdepeifcosmi ng
can

when evaluati ngFoaru deixta meegvli edeemtaaadliitc teowviydenobkt &hat
i expected ton beelmrals@Ewnh laesssgevemapednal control
Fraud

The primary responsibility for the prevention and detection of fraud rests with both management, and
where appropriate, those charged with governance of the entity. Although fraud is a broad legal
concept, for the purposes of this standard, the auditor is concerned with fraud that causes a material
misstatement in the financial statements.

Misstatements in the financial statements can arise from either fraud or error. The distinguishing
factor between fraud and error is whether the underlying action that results in the misstatement of
the financial statements is intentional or unintentional. Two types of intentional misstatements are
relevant to the auditor i misstatements resulting from fraudulent financial reporting and
misstatements resulting from misappropriation of assets. Although the auditor may suspect or, in rare
cases, identify the occurrence of fraud, the auditor does not make legal determinations of whether
fraud has actually occurred. [Previously 3" paragraph of EEM]

An auditor conducting an audit in accordance with this standard is responsible for obtaining
reasonable assurance that the financial statements taken as a whole are free from material
misstatement, whether caused by fraud or error. The risk of not detecting a material misstatement
resulting from fraud is higher than the risk of not detecting one resulting from error even though the
audit is properly planned and performed in accordance with this standard. This is because fraud may
involve sophisticated and carefully organized schemes designed to conceal it, such as forgery,
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deliberate failure to record transactions, or intentional misrepresentations being made to the auditor.
[Previously 2" paragraph of EEM]

When obtaining reasonable assurance, the auditor is responsible for:
1 Maintaining professional skepticism throughout the audit;
i Considering the potential for management override of controls; and

1 Recognizing the fact that audit procedures that are effective for detecting error may not be
effective in detecting fraud.

1.5.1. The auditor shall address the risk of fraud when:

(a) Identifying and assessing risks of material misstatement, whether due to fraud or error. In doing
so, the auditor shall evaluate whether information obtained from the procedures to identify and
assess risks, and related activities, indicates that one or more fraud risk factors are present;®

(b) Obtaining sufficient appropriate audit evidence through designing and implementing
appropriate responses to assessed risks of material misstatement, including risks of material
misstatement due to fraud; and

(c) Responding appropriately to fraud or suspected fraud identified during the audit.

Considerations Specific to Public Sector Entities

The public sector auditords responsi,begulaiiohoretter r el a
authority applicable to public sector entities
Consequently, the public sector auditords respons

of material misstatement of the financial statements, but may also include a broader responsibility to
consider risks of fraud.

Auditor Unable to Continue the Engagement

1.5.2.If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounters
exceptional circumstances that bring into quest:.
audit, the auditor shall determine the legal and professional responsibilities applicable in the
circumstances or consider whether it is appropriate to withdraw, where withdrawal is possible under
law or regulation.

Considerations Specific to Public Sector Entities
In many cases in the public sector, the option of withdrawing from the engagement may not be
available to the auditor due to the nature of the mandate or public interest considerations.

16. Laswan®egul &ti on

It is the responsibility of management, with the oversight of those charged with governance where
appropriate,toensur e t hat the entityds operations are co
of laws and regulations, including compliance with the provisions of laws and regulations that
determine the reported amounts and disclosures in

8 Appendix 4 sets out fraud risk factors relevant to less complex entities.
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The requirements in this standard are designed to assist the auditor in identifying material
misstatement of the financial statements due to hon-compliance with laws and regulations. However,
the auditor is not responsible for preventing non-compliance and cannot be expected to detect non-

compliance with all laws and regulations. The auditoré6s focus in an audit
is on circumstances when non-compliance with laws and regulations results in a material
mi sstatement of the financi al statement s. Il n this r

to compliance with two different categories of laws and regulations and are distinguished as follows:

i The provisionandkeguhaseohawgenerally recogni zed
the determination of materi al amounts and discl os
pensi csanbdegulspti amd

i Ot hersahdwagulsathimadndo not havehe detecmiefhfeonh ofh t

and disclosures in the financi al statement s, but
the operating aspects of the business, to an enti
materi al penalltiiasmmsx e( evig.h, tchemp er ms of an operat:i
regul atory solvency requirement s, or compliance
compliance wanhtegulsinblyatvher ef ore have a materi al

St atams.

16.1.During the audit, the auditor shall remain alert to

bring insteamogpd i @afncreomr -csoursppl e catnecds amwaidne § u lsad twi arh e
auditor’'s attention.

| heabsence of identi fcioemp|adranscues pechteeddundoant or i s not r
procedures regarding thesaeaemdedgulbdast icoomsp,l icatnhcesr wti htahn | w
by this standard.

ConsideratonsSpeci fic toERubliesSector

| n publiesector, there may be additional audit responsi
| asvand r egwhatihomay relate to the audit of financi a
aspects of the entityds operations.

Reporting to an Appropriate Authority Outside the Entity

162.1 f the auditor has i-cdoemmptliifa necde aawd ¢ dhw digmaw colsd ciamgl |,
the auditor shall det eromi nreelwhvea nmte re tl haiwg a Ir ergeud writ ri eome

(@) Require the auditor to report to an appropriate authority outside the entity.

(b)  Establish responsibilities under which reporting to an appropriate authority outside the entity
may be appropriate in the circumstances.

Reporting identifiedpbi anaoeamrvié¢ @ud llsa tmircol ndf d iarug , to an
appropriate authority outside the entity may be requ

1 The auditor has determined reporting is an appr.
suspect-eadmmloinance in accordance with relevant eth
il Law, regul ation or relevant =ethical rdqgusobement s
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Rel ated Parties

During the audit, the auditor shall remain alert for:

@ I nformation about the entity’s related parties, i
with dominant influence;
() Arrangements or other information that may indica

or transactions that praeaaigemeliny hédenti fiemddd or di s

(c0 Significant transactions outside the entity’s nor

Many related party transactions occur in the normal c
carry noskhiogfhematreir i al mi sstat ement of the financial
unrel ated parties. However, the nature of related p
circumstances, give rise to higthree friima&rmsciafl matadreine
transactions with unrelated parties. Rel ated parties,
influence, may be in a position to exert domi nant
Consi der amcihonbeohfavs or is relevant when identifying

mi sstat ement due to fraud.

Many financi al reporting frameworks establish speci
related party relationsBigo, etnradn £a aitsiearss odn d hbea | fa nnc
under stand their nature and actual or potential effe
reporting framework has established such requiremen:
auidt procedures to identify, assess and respond to t|
entityds failure to appropriately account for or di
bal ances in accordance wifrlammewer keg&Eveemerit st hef atplpe
reporting framework has not established such require
an understanding of the entityds related party rela
whet hefri ntahneci al statement s fachif@ave fpaiers epotraarsed orinattt ir @ m
mi sl edadrngompl i ance frameworKks

General Communications with Management and Those Cheé

The auditor shall determine the appropriate per son(s) within the entity’s go
whom to communicate.

The auditor shall communicate with those charged with governance the relevant ethical requirements,
including those related to independence, that the auditor applies for the audit engagement.

The auditor shall communicate, on a timely basis, with management and, where appropriate, those
charged with governance.

Governance structures vary by jurisdiction aald by en

and | egal backgrounds, and size and owner ship c ha
responsibility of a governing body, such as a boar
proprietors, a committee of ntarnuasgteeneesnto r ae gcuoiuvnaclie nto.f
There may be other cases where it is not clear with

owned businessktagrir o6btme ongéani zations and S 0me gover
governance structune may smeth keaseésfitmedauditor may r
with management or the engaging party with whom comm
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1.8.4. Specific matters to be communicated are required throughout this standard. The auditor shall use
professional judgment in determining the appropriate form, timing, and general content of the
communications with management, and where appropriate, those charged with governance. When
determining the form and timing of communication, the auditor shall consider:

(@) Legal requirements for communication; and
(b)  The significance of the matters to be communicated.

The apprfoorpenntaitnedo t g mmuni cations will vary with the ci
may be affected by the significance and nature of th
managemeand avwhperroeptrhioastee ,charged with governance.

Communi cation with managgemédttheasnda , c wdreg eed awiptnh nopoyv er r
occur in a |less structured manner and matters may be
the auditor exercises pr ofvelsesn comainujpnudgé memwb off d ad enta &
not be aadnedqucaotmemuni cai som@mpipnowni adaemgttdaiom,matters are
to be communi cas esdeti nouwMr iitn ntghi s standar d

1.8.5. In some cases, all of those charged with governance are involved in managing the entity, for example,
an LCE where a single owner manages the entity and no one else has a governance role. In these
cases, if matters required by this standard are communicated with person(s) with management
responsibilities, and those person(s) also have governance responsibilities, the matters need not be
communicated again with those same person(s) in their governance role. The auditor shall
nonetheless be satisfied that communication with person(s) with management responsibilities
adequately informs all of those with whom the auditor would otherwise communicate in their
governance capacity.

1.8.6. Where the responses to inquiries of management, and where appropriate, those charged with
governance about a particular matter are inconsistent, the auditor shall investigate the inconsistency.
Specific Communications in Relation to Fraud

1.8.7. If the auditor has identified fraud or has obtained information that indicates that fraud may exist, the
auditor shall communicate these matters, unless prohibited by law or regulation, on a timely basis to
the appropriate level of management in order to inform those with primary responsibility for the
prevention and detection of fraud of matters relevant to their responsibilities.

Considerati olwbISipecSddtcorn oEnt i ti es

I n the public sector, reqguirements for reporting fr
process, may be subject to specific provisions of th
aut hority.

1.8.8. Unless prohibited by law or regulation, the auditor shall communicate with those charged with
governance, on a timely basis, if the auditor has identified or suspects fraud involving:

(&) Management, unless those charged with governance are involved in managing the entity;
(b) Empl oyees who have si gn bsybtéencodimdrnalcantoee i n t he entit

(c) Others where the fraud results in a material misstatement in the financial statements.
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1.8.9. If the auditor suspects fraud involving management, the auditor shall discuss with those charged with
governance the nature, timing and extent of audit procedures necessary to complete the audit.
1..8pecific Documentation Requirements

I n addition to the gener alkaddiov2mernt tabpipduygh e gqui t e ene a
engagemesnppeci fic matters to be documented relevant t

1.9.1. The auditor shall include in the audit documentation communications about fraud made to
management, those charged with governance, regulators and others.
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2. Audit Evidence and Documentation

Content of this Part

Part 2 sets out the requirements to be applied throughout the audit for:

i Audit evidence.

i Documentation. Within individual Parts there may also be additional specific documentation

requirements.

Scope of this Part

The requirements in this Part apply throughout the audit engagement.

2. 10bjectives

2.1.1. The objectives of the auditor are to:

(@@ Design and perform audit procedures in such a way

appropriate audit evidence to be able to draw
auditor’s opinion; and

() Prepareembobawimon that provides a sufficient and
auditor’s report and provides evidence that the

re

alj
a

with the | SA for LCE and applicable |l aw or regul a

2.2Sufficient AwpogirtopEviadence

2.2.1. To obtain reasonable assurance, the auditor shall obtain sufficient appropriate audit evidence to
reduce audit risk to an acceptably low level thereby enabling the auditor to draw reasonable
conclusions on whi chbpinibo base the auditor’s

2.2.2. The auditor shall design and perform audit procedures that are appropriate in the circumstances for
the purpose of obtaining sufficient appropriate audit evidence.

Sufficiency is the measur e.ldfs tahed edgua nthiet ya uodfi taou ddist

of the risks of material misstatement (the higher th
be required) and also the quality of the audit evide
Obt aimoirne g audit evidence, however, may not compensat e
Appropriateness is the measure of the quality of the
in providing support for the concllussed.s on which th
Most of the auditorés work in forming the auditoréds
evidence. Whether sufficient appropriate audit evide
acceptably |l ow | eveheg anditber ebydeanwblreasonabl e con
the auditords opinion, is a matter of professional |

2.3l.nformation to be Used as Audit Evidence

Audi t evidence to draw reasonable conclusions on whi

designing and performing procedures to identify an
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andespiomghssestsi sks of mamemnisele Maagssweab)e as procedur es

Parts to comply with the requirements of the | SA for
Audi t procedur es t o obtain audi t evidence can i nc
recal cul ati on, reperformancef taemmd iama$ gmé calbmpiroaeido
inquiry. Although inquiry may provide important audi
mi sstatement , i nquiry alone ordinarily does not pr o\
mat ers et atmement at the assertion |evel, nor of the o
Audit evidence is cumulative in nature and i s primar |
the audit, but may al so sionucrlcuedse, isnufconr naast:i on fr om ot h

i Previous audits (provided that the auditor has <co
i Ot her engagements performed for the client; and
i The firmdéds quality management procedures for acce

Audit evidence mayrcomd sidemtihmesiechga ity (the entitydéd
i mportant source of audit evidence), the work of mar
both supports and corroborates management 6. assertio

Aut omated Tools and Techniqgues (ATT)

ATT, for totehipsurspaasnedaald| edrprbdesses that involve th
and procedures, for example the analysis of data wusirt
to owesear i nspect assets.

I n applying this standard, an auditor may design and
use of ATT, and either technique can be effective. F

auditor is r eqtuh rterde troe ccwoimpdmemnatis i n this standard.

Using ATT can suppl ement or replace manual or repet
obtaining audit evidence, an auditor may determine
procedures mayergpsmsdasinven audit evidence relative t
circumstances, performing audit procedures may be ef
The use of ATT may potentially create biases or a g
out put of the audit procedure performed. As power f ul
for the auditor's knowl e.dgFuratnhde rp,r oafletshsa vognha |t h eu dagurdeint
to a wide array of dat a, i ncluding from varying so
professional skepticism remains necessary to critica

datrad af rom the outputs from using ATT.

When designing and performing audit procedures, the auditor shall consider the relevance and
reliability of the information to be used as audit evidence, including information from external
information sources.

Rel evance deals with the | ogical connection with, or
and, where appropriate, the assertion under consider
af fected by the direction of testing.

The rebfabnfbtwation to be used as audit evidence is
as the circumstances under which it was obtained, [

Agenda Item 2-C
Page 22 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

mai ntenance where relevant. Geome riasl liyn c rtehaes erde | whaebn | ii
from independent sources outside of the entity, by t
than a ciogpryi taanedh r at her than or al informati on. Howev

af fectenhbeakigati ons.

2.3.2. When using information produced by the entity, the auditor shall evaluate whether the information is
sufficiently reliable for the auditor’s purposes i

n (

(@ Obtaining evidence about the accuracy and compl et

() Evaluating whether t he i nformati on i s sufficie
purposes.

n

Obtaining audit evidence about the ticcnrmay ke dp erofme

concurrently with the actual audi t procedure applie
evidence is an integral part of the audit procedure
obtained audit evadgnaprdoéompbkeeteness of such inform
the preparation and maintenance of the information.
determine that additional audit procedures are neede

2.3.3. Unless the auditor has reason to believe the contrary, the auditor may accept records and documents
as genuine. If conditions identified during the audit cause the auditor to believe that a document may
not be authentic or that terms in a document have been modified but not disclosed to the auditor, the
auditor shall investigate further and determine the effect on the rest of the audit evidence obtained.

2.3.4. The auditor shall determine what modifications or additions to audit procedures are necessary if:
(&) Audit evidence obtained from one source is inconsistent with that obtained from another; or

(b)  The auditor has doubts about the reliability of information to be used as audit evidence.

24. Gener al Documentation Requirements

The | SA for LCE set s oruetqg ugierneenmmeanit sd oi cna steha pspstpoapcnt if aatoed,
document ati on ir e gt hee Melatusterstation requirement applies only to
requirements that are relevant in the circumstances [Moved from under 2.4.3.].

2.4.1. The auditor shall prepare audit documentation on a timely basis that is sufficient to enable an
experienced auditor, having no previous connection with the audit, to understand:

(&) The nature, timing and extent of the audit procedures performed in accordance with this
standard and applicable legal and regulatory requirements, including recording:

0] The identifying characteristics of the specific items or matters tested;

(i) Who performed the work and the date such work was completed;

(i)  Who reviewed the audit work performed and the date and extent of such review.
(b)  The results of the audit procedures performed, and the audit evidence obtained; and

(c) Significant matters arising during the audit, the conclusions reached thereon, and significant
professional judgments made in reaching those conclusions.
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Audit documentation provides ethwil dddndéeoThéd LiEot me aodi &
and extent of audit documentation depends on the na
procedures being perfor med.

Audit documentation may beOrnal papplanatiebestrbnithte:«
own, dcdadematat ely support the work perfor med bluyt tnmaey au
be used to explain or clarify information contained

I't is not necessary to include fduwnmercsd ead e &st dart eefmesant af |
documentati on

Iti sotnecessary or practicable for the auditor to docu
judgment mad e Howeéver, the muditbuigirequired to prepare audit documentation that

proides a sufficient and appropriate record of the bas
that the audit was planned and performed in accordance with the ISA for LCE and applicable law or

regulation. Further, it is unnecessary for the auditor to document separately (as in a checklist, for

example) compliance with matters for which compliance is demonstrated by documents included

within the audit file.

Si gni Ka tctaenrt s

Judging the significance of a matteanlyspgsaipoéstheofas
circumstances. Examples of significant matters incl.t
where the financial statements could be materially m
di fficulty meceaeppdryy ngudihte procedur es, or any findir
opi ni on.

When HEmgagement Partner Performs All the Audit WorKk

I n the case of an audit where the engagement partner
wi | | not include matters that might have to be docur
engagement team, or to prberdemeembedenoé oher eedaew(by
no matters to document relating to team discussions
partner compl i es with the overriding requirement t
under st oodrbgnaprdeapdi tor, as the audit documentati o
parties for regulatory or other purposes.

Aut omated Tools and Techniqgues

This standard does not differentiate between differe
design and perform audit procedur ed., cthoriwgandasmelse ewcs i
to what is required to bkbedboamsnted. tRepai duess usgt
required to comply with relevant documentation requi

| f the auditor identified information that i s inco
significant matter, the auditor shall document how the inconsistency was addressed by the auditor.

If, in exceptional circumstances, the auditor judges it necessary to depart from a relevant requirement
of this standard, the auditor shall document how the alternative audit procedures performed achieve
the aim of that requirement, and the reasons for the departure.

[Moved to under 2.4.]
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2.4.4. The auditor shall document discussions of significant matters with management, and where
appropriate, those charged with governance, and others, including the nature of the significant
matters discussed and when and with whom the discussions took place.

Documentation of Communications

2.4.5. Where matters required to be communicated by this standard are communicated orally, the auditor
shall include them in the audit documentation, and when and to whom they were communicated.

2.4.6. Where matters have been communicated in writing, the auditor shall retain a copy of the
communication as part of the audit documentation. Written communications need not include all
matters that arose during the audit.
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3. Engagement Quality Management

Content of this Part

Part 3 sets out the responsibilities for managing and achieving quality for the audit engagement.

Scope of this Part

In accordance with ISQM 1, the firm is responsible for designing, implementing, and operating a
system of quality management for audits of financial statements, that provides the firm with
reasonable assurance that the firm and its personnel fulfill their responsibilities in accordance with
professional standards and applicable legal and regulatory requirements. The firm is also
responsible for conducting engagements in accordance with such standards and requirements, and
that engagement reports issued are appropriate in the circumstances. The engagement team, led
by the engagement par t ner , is responsible within the
management for:

i | mpl ementing the firm' thatareappicabletetse audibengpgement
using information communicated by, or obtained from, the firm;

i Determining whether additional responses are needed at the engagement level beyond those
in the firm's policies or punstaneed afthe engagement |
and

i Communicating to the firm information from the audit engagement that is required to be
communicated by the firm's policies or pand
operation of the fmanagémentsystem of quality

The requirements in this Part apply throughout the audit engagement.

3..10bj ective

3.1.1. The objective of the auditor is to manage quality at the engagement level to obtain reasonable
assurance that quality has been achieved such that:

@ Theauditor has fulfilled the auditor’s responsib

accordance with this standard and applicable | ega

() The auditor’'s report issued is appropriate in the
3.2The Engadamdmter 6s Responsibilities

Leadership Responsibilities for Managing and Achieving

3.2.1. The engagement partner shall take:

(@) Overall responsibility for managing and achieving quality on the audit engagement including

beingsuf f i ci eenppryoparnidat ely involved throughout the &
engagement partner has the basis for determining
and conclusions reached are ;ampropriate in the ci

(b) Responsibility for clear, consistent and effective act i ons being taken that r
commitment to quality.
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The engagement partnerés responsibility for
culture that demonstrates a commitment to quality.

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

3.2.2. In taking overall responsibility for managing and achieving quality on the audit engagement, the

3.2.3.

engagement partner shalldet er mi ne t hat the naturtion, msmn
and review is:

(a)Responsive to the nature and <circumst an|
assigned; and

(b)Pl anned and performed in accordance with
relevanteguhiremkents and regulatory requir

Sufficient and Appropriate I nvol vement

Being sufficiently and appropriately invol vg
tasks or actions have been assigned tomaogt h
demonstrated by the engagement partner in di

i Informing assignees about the nature of their responsibilities and authority, the scope of the
work being assigned and the objectives thereof; and to provide any other necessary
instructions and relevant information.

i Direction and supervision of the assignees.

1 Review of the assignees6 work to evaluate

Direction, Supervision and Review

The approach to direction, supervigsiomn dmd ®

1 The engagement team member s previous ex|
audited.

i The assessed risks of material misstatement. A higher assessed risk of material
misstatement may require a corresponding increase in the extent and frequency of the
direction and supervision of engagement team members and a more detailed review of their
work.

1 The competence and capabilities of the individual engagement team members performing
the audit work.

The engagement partner shall take responsibility for establishing and communicating to the
members of the engagement team the expected behavior of the engagement team members,
including emphasizing:

@ That al |l engagement team members are res
andchievement of quality at the engagemen
(o) The i mportance of professional ethics, va
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¢ The i mportance of comrewmniamd i oobwst hin th
supporting the ability of engagemens fWwea
reprisal; and

(d The i mportance of exercising professional

I n addressing the requi2 emeamn s3.i2hep &@maaqrga g
communi cate directlfy tthe ethlyargememhbenrn £ aonm and
through conduct and actions (e.g., |l eading b

Rel evant Ethical Requirements

3.2.4. The engagement partner shall have an understanding of the relevant ethical requirements, including
those related to independence, that are applicable given the nature and circumstances of the audit
engagement.

3251 f matters come to the engagement partnemcesvthatt ent.
relevant ethical requirements exists or relevant ethical requirements have been breached, the
engagement partner shall take action, including:

@ Following the firm s policies or procedures to ev
() Consulting witrhm.others in the fi

I f there ar e fniot potdceemsthletn evhiptealge memay paomn ss@trh e rws t h
out si de t heeXpgerm psrmecatdi & si ontelr est hperi o fmes sascrconuad b @ ah ¢ y
whetbBe engagemenme plaert ner i s a

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

3.2.6. Throughout the audit engagement, the engagement partner shall:

(@ Take responsibility for otheeamembheisagobe
relevant et hical regureemenptdspahdci s 61 |
eval uyuandngddressing threats to compliance

() Remaalnert through obemrofhitaoditi depemént a
as necessary, for breaches of relevant et
t eam.

Engagement Resources

3.2.7. Taking into accountt he nature and circumstances (blicesbre audit
procedures, the engagement partner shall:

(@ Determine that:

0] Sufficient and appropriate resources are assig
team in a timely manner; and

i)y Membes of the engagement team, and any auditor
the appropriate competence and capabilities, [
audit engagement .
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() I'f the conditions in (a) are net ameropoprhatengadgen

Other Engagement Partner Responsibilities

3.2.8. The engagement partner shall:

3.

2.

(@ Obtain an understanding o'fs tnmoen iitndroirmoa ta nodn rfernoend it e
asommuni byt ¢ d,e nfcil navsa mp! i ¢ &ibd feqr ma ttiheeo ni t omi ng and
remedi at i @it hper onceet swso r kt heered waa rko adh d ms

0] Determine the relevance and effect of that inf
(i) Take appropriate action; and

() Remaalnert for matters that may be relevant to the
and communicate to thoscesrsesponsible for the pr

9he engagement partner shall

(a)Take responsibility for differences of opinion be
the firm s policies or procedures;

() Take responsibility for consultations being wunde

policies or procedures, or where deemed necessary on difficult or contentious matters;

(c)Determine that conclusions reached windh di é$peatt
contentious matters are documen,taend, ianpr eenk nwietdh

(d)Not date the auditor’s report wuntil any differenc

Forming an objective view on the appropriateness of the judgments made in the course of the audit
can present practical problems when the same individual also performs the entire audit. If unusual
issues are involved, it may be desirable to consult with other suitably- experienced auditors or the
professional accountancy body.

Consultation may be appropriate, or required by the
1 Issues that are complex or unfamiliar;
i Significant risks;

1 Significant transactions that are outside the normal course of business or that otherwise appear
to be unusual;

i Limitations imposed by management; or
1 Non-compliance with law or regulation.

Differences of opinion may arise within the engagement team, or between the engagement team and
the engagement quality reviewer, or even with individuals per f or mi ng acti vities wit
system of quality management such as those responsible for providing consultation.

I n considering matters related to differences of 0
engagement partner wieeyt halrsa heo nussied ea f the | SA for
appropriate.
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3.2.10. For audit engagements for which an engagement quality review is required, the engagement partner
shall determine that an engagement quality reviewer has been appointed and:

(a)Cooperate with the engagement quality reviewer;
(b)Di scuss significant matters and significant jud
engagement quality reviewer; and

(c)Not date the auditor’s report befor.e the engageme

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

3.2.11. The engagement partner shall review audit documentation at appropriate points in time during
the audit, including documentation of:

(a) Significant matters;
(b)  Significant judgments and the conclusions reached; and

(c0 Other matters that, in the engagement par
engagement partner’s responsibilities.

The engagement partner exercises professional judgment in determining matters to review, for
example, based on:

1 The nature and circumstances of the audit engagement.

i Which engagement team member performed the work.

i Matters from recent inspection findings.

1 The requirements ofprodetues.f i r mdbs policies o

3.2.12. The engagement partner shall review, prior to their issuance, formal written communications to
management, those charged with governance or regulatory authorities.

3..3Specific Documentation Requirements

I n addition to the gener alkaddowlmermt aatpipdny rtehg wiurgehnoeurt
engagemesnpteci fic matters to be documented relevant t

3.3.1. The auditor shall include in the audit documentation:

(a) Matters identified, relevant discussions, and conclusions reached with respect to fulfillment of
responsibilities for relevant ethical requirements, including applicable independence
requirements.

(b) If the audit engagement is subject to an engagement quality review, that the engagement
quality review has been completed on or before the date of the auditor’s report.
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4. Acceptance or Continuance of an Audit Engagement and Initial Audit
Engagements

Content of this Part

Part 4 sets oresponstbilitiesfarudi t or ' s

i Agreeing the terms of the audit engagement with management, and where appropriate, those
charged with governance. This includes establishing that certain preconditions for an audit are
present.

i Determining that use of the ISA for LCE is appropriate for the audit engagement.

Part 4 also addresses activities related to initial audit engagements.

Scope of this Part

Part A of this standard sets out the authority for determining the appropriate use of the ISA for LCE. This
Part sets outthe engagement partner’s obligations f ol
acceptance or continuance procedures for an audit engagement of an LCE.

The information and audit evidence gathered during client acceptance and continuance procedures is
used to make the determination that the ISA for LCE is appropriate for the audit engagement, and informs
the auditor’s procedur,ams foiwiskadentifirdtianmnd iassessmerft.e a u d i

The Preface sets out that this standard is premised on the basis that the firm is subject to ISQM 1 or to
national requirements that are at least as demanding. ISQM 1 requires the firm to establish quality
objectives that address the acceptance and continuance of client relationships and specific
engagements. In addition, compliance with ISQM 1 may require firms to have policies or procedures to
address other matters of relevance to this Part.

Audit engagements may only be accepted when the auditor considers that relevant ethical requirements
such as independence and professional competence and due care will be satisfied, and the preconditions
for an audit are present. In addition, the auditor considers the performance of non-assurance services
for the audit client and whether these services are permissible.

I f the audit is an initial engagement, this Par
balances.

4.1. Objectives
4.1.1. The objectives of the auditor are:

(@) To accept or continue an audit engagement only when the basis upon which it is to be
performed has been agreed, through:

0] Establishing whether the preconditions for an audit are present; and

(i)  Confirming that there is a common understanding between the auditor and management,
and where appropriate, those charged with governance, of the terms of the audit
engagement.

(b)  For initial audit engagements, to obtain sufficient appropriate audit evidence about whether:
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0] Opening balances contain misstatements that n
financial statements, and

(i)  Appropriate accounting policies reflected in the opening balances have been
consistently applied in the current period’'s f
appropriately accounted for and adequately presented and disclosed in accordance with
the applicable financial reporting framework.

4.2. Preconditions for an Audit

4.2.1. In order to establish whether the preconditions for an audit are present, the auditor shall:

(a) Determine whether the financial reporting framework to be applied in the preparation of the
financial statements is acceptable;

(b)  Obtain the agreement of management that it acknowledges and understands its responsibility:

0] For the preparation of the financial statements in accordance with the applicable financial
reporting framework, including where relevant their fair presentation;

(i) For such controls as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or
error; and

(i)  To provide the auditor with:

a. Access to all information of which management is aware that is relevant to the
preparation of the financial statements such as records, documentation and other
matters;

b. Additional information that the auditor may request from management for the
purpose of the audit; and

C. Unrestricted access to persons within the entity from whom the auditor determines
it necessary to obtain audit evidence.

4.2.2. If the preconditions for an audit are not present the auditor shall discuss the matter with management.
Unless required by law or regulation to do so, the auditor shall not accept the proposed audit
engagement:

(@) If the auditor has determined that the financial reporting framework to be applied in the
preparation of the financial statements is unacceptable; or

(b) If the agreement of management that it acknowledges and understands its responsibility has
not been obtained.

4.2 .3. If management or those charged with governance impose alimit at i on on the scope of
work such that the auditor believes that the limitation will result in the auditor disclaiming the opinion
on the financial statements, the auditor shall not accept such a limited engagement as an audit
engagement, unless required by law or regulation to do so.

4.3. Considerations in Engagement Acceptance or Continuance

Performing acceptance or continuance procedures before planning commences assists the auditor
in identifying and evaluating events or circumstanc
to plan and perform the current engagement. [Moved from EEM above paragraph 4.4.1.]
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4.3.1. The engagement partner shall determine:

(@ Whethert he firm's policies or procedures regarding
engagement have been followed;® and,

(b)  Whether the conclusions reached regarding acceptance and continuance are appropriate,
including that the audit engagement can be undertaken using the ISA for LCE in accordance
with Part A of this standard.

Part A sets out the matters relevant to the engagement partner for determining the appropriate use
of the ISA for LCE, in particular in relation to the limitations for using this standard.

Information and audit evidence gathered during client acceptance and continuance procedures may

be used to make the determination about use of the ISA for LCE. Further information may also be

obtained when performing risk identification and assessment procedures that may change the
engagement partnerés initial determination about use
Part 6 (see paragraph 6.5.1) requires the engagement partner to determine whether the ISA for LCE

continues to be appropriate for the nature and circumstances of the entity being audited during the

risk identification and assessment process. Consideration of further information throughout the audit

may change the engagement partnerdéds determination ab
for LCE.

4.3.2. In some cases, law or regulation of the relevant jurisdiction prescribes the layout or wording of the

audi t ort’insa formegr m terms that are significantly different from the requirements of this
standard. In these circumstances, the auditor shall evaluate:

(@ Whether users may misunderstand the assurance obtained from the audit of the financial
statements, and, if so,

) Whet her additional explanation in the auditor’'s r

433.1'f the auditor concludes that additional explanatio

4.4,

misunderstanding, the auditor shall not accept the audit engagement, unless required by law or

regulation to do so. An audit conducted in accordance with such law or regulation does not comply

with the | SA for LCE. Accordingly, the auditor shal
report to the audit having been conducted in accordance with this ISA for LCE.

Terms of the Audit Engagement

[Moved to EEM above paragraph 4.3.1.]

4.4.1. The auditor shall agree the terms of the audit engagement with management, or where appropriate,

those charged with governance.

I f |l aw or regul ation prescribes the responsibilities
this standard requires, the auditor may wuse the wor
the written agreement .

Appendix 2 sets out an illustrative engagement letter.

ISQM 1, Quality Management for Firms that Perform Audits or Reviews of Financial Statements, or Other Assurance or Related
Services Engagements, paragraph 30 set s itesforedtablishing qualitmobgectiveefsr the atcseptdnde lof
specific engagements, including judgments relating to financial and operating priorities of the firm when deciding to accept or
continue specific engagements.
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4.4.2. On recurring audits, the auditor shall assess whether circumstances require the terms of the audit
engagement to be revised and whether there is a need to remind the entity of the existing terms of
the audit engagement.

4.4.3. The auditor shall not agree to a change in the terms of the audit engagement where there is no
reasonable justification for doing so.

4.4.4. If, prior to completing the audit engagement, the auditor is requested to change the audit engagement
to an engagement that conveys a lower level of assurance, the auditor shall determine whether there
is reasonable justification for doing so.

Before agreeing to changeeanewudrt aemghipe madondieron ae
need to assleser aongnt rgat ual i mplications of the chan

4.4.5. If the terms of the audit engagement are changed, the auditor and management shall agree on and
record the new terms of the engagement in an engagement letter or other suitable form of written
agreement.

4.4.6. If the auditor is unable to agree to a change of the terms of the audit engagement and is not permitted
by management to continue the original audit engagement, the auditor shall:

(@) Where possible under applicable law or regulation, withdraw from the audit engagement; and
(b) Determine whether there is any obligation, either contractual or otherwise, to report the
circumstances to other parties, such as those charged with governance, owners, or regulators.

4.5. |Initial Audit Engagements

4.5.1. If the engagement is an initial audit and there has been a change in auditor, the auditor shall
communicate with the predecessor auditor, in compliance with relevant ethical requirements.

4.5.2. The auditor shall read the most recent financial statements,i f any, and the auditor’ ' s
if any, for information relevant to opening balances, including disclosures.

453.1f the prior period’ s financi al statements were auc
modification to the opinion, the auditor shall evaluate the effect of the matter giving rise to the
modi fication in assessing the risks of materi al m
statements.1®

4.5.4. The auditor shall obtain sufficient appropriate audit evidence!! about whether the opening balances
contain misstatements that materially affect the cur

(@ Determining whether the prior period’s closing be
to the current period or, when appropriate, have been restated;

(b) Determining whether the opening balances reflect the application of appropriate accounting
policies; and

(c) Performing one or more of the following:

0] Where the prior year financial statements were audited, inspecting the predecessor
auditor’s working papers to obtain evidence re

10 Forthe effectonthe audito’ s report see Paxt 9, paragraph 9. 5.

1 For the effect on the audito8’'s report see Part 9, paragraph 9.5.
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(i)  Evaluating whether audit procedures performed in the current period provide evidence
relevant to the opening balances; or

(i)  Performing specific audit procedures to obtain evidence regarding the opening balances.

The nature and extent of audit proceadue egudiecesviadegr
regarding opening balances depend on such matters a:

1 The accounting policies followed by the entity.
i The nature of the account balances, classes of t
mat eri al misstat emedndts ifn ntamec i cad r rset mtt epeernit cs .

1 The significance of the opening balances relative

1 Whet her the prior peri odos financi al statements
predecessor auditordéds opinion was modi fied.

4.5.5. If the auditor obtains audit evidence that the opening balances contain misstatements that could

materially affect the current period’s financial st
audit procedures as are appropriate in the circumstances to determine the effect on the current
period’s finatci al statements.

4.5.6 The auditor shall obtain sufficient appropriate audit evidence about whether the accounting policies
reflected in the opening balances have been consistently applied inthe cur r e nt period’s fi
statements, and whether any changes in accounting policies have been appropriately accounted for
and adequately presented and disclosed in accordance with the applicable financial reporting
framework.*3

4.6. Specific Communication Requirements
Communications with Those Charged with Governance

4.6.1. The auditor shall communicate with those charged with governance:

@ The auditor’s responsibilities for f ostaeEmangs and eX|
prepared by management; and

(b) That t he auditor’s responsibilities do not rel i
governance of their responsibilities for oversight of the preparation of the financial statements.

4.7. Specific Documentation Requirements

In addition to the gener alfaddowmermt atpipdny rtehg wiurgehnoeurt
engagemesnpteci fic matters to be documented relevant t

4.7.1. The auditor shall include in the audit documentation matters identified, relevant discussions with
personnel, and conclusions reached with respect to the acceptance and continuance of the client
relationship and audit engagement.

4.7.2. The auditor shall document the basis for the determination made for using the ISA for LCE.

2 For the effect on the audito7.’’s report see Part 9, paragraph 9. 5.

¥ For the effect on the audito8’'s report see Part 9, paragraph 9.5.
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4. 7TBe auditor shall document changes, i il SAnLyCoEr tiof t he
further information comes to the auditor’'s attenti on
judgment made in this regard.

4.7.4. The auditor shall record in an audit engagement letter or other suitable form of written agreement:
(@) That the audit will be undertaken using the ISA for LCE;
(b)  The objective and scope of the audit of the financial statements;
(c) The respective responsibilities of the auditor and management;

(d) Identification of the applicable financial reporting framework for the preparation of the financial
statements;

(e) Reference to the expected form and content of any reports to be issued by the auditor; and

() A statement that there may be circumstances in which a report may differ from its expected
form and content.

4.7.5. If law or regulation prescribes in sufficient detail the terms of the audit engagement referred to in this
standard, the auditor need not record them in a written agreement, except for the fact that such law
or regulation applies, and that management acknowledges and understands its responsibilities.
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5. Planning

Content of this Part

Part 5 sets out the auditor’s responsibility |
discussion), and the concept of materiality when planning and performing the audit.

Scope of this Part

Pl anning is not a discrete phase of the audit,
and modi fied, as nhecessharytt @hriodghoiut yitrhge anud
mi sstatement , and Parsed,rirelspoodi mgt ¢woi als smiss

this Part.

Some requirements within this Part are |linked
tper ftohanse procedures in order to meet the requ

5. 104 ecti ves
5.1.1. The objectives of the auditor are to:
(@) Plan the audit so that it will be performed in an effective manner; and

(b)  Apply the concept of materiality appropriately in planning and performing the audit.

5. 2Pl anning Activities

The natur e, ti ming and extent of pl anning activit
circumstances of the entity, the size and nature of
member sd previous experience with atnlcee se rtthiatty oamcdirard
the audit engagement .

The purpose and objective of pl anning the audit ar
recurring engagement . However, for an initial audit
activitsest becawdi tor does not ordinarily have the
considered when planning recurring engagements.

5.2.1. The auditor shall set the scope, timing and direction of the audit and:
(@) Identify the characteristics of the engagement that define its scope;

(b) Ascertain the reporting objectives of the engagement to plan the timing of the audit and the
nature of the communications required;

(¢ Consider the factors that, in the auditigthe s profe
engagement team’'s efforts;

(d) Consider the results of preliminary engagement activities and, where applicable, whether
knowledge gained on other engagements performed by the engagement partner for this entity
is relevant; and

(e) Ascertain the nature, timing and extent of procedures to be performed and the resources
necessary to perform the audit, including determining whether experts are needed.
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C

Est abli shing the scope, timing and dir eetoincsmumdfngt he
exercise. For example, a brief memorandum prepared

the working papers and highadudhti ngsi ssoepl etdedf i Uiy
current period based onmansgessi cas werkheths oweedo
timing and direction for the current audit engagemen
based on t heofasfseuwmptdiesnnt i fi ed controls, as is I|ikely
may be used provided that they are tailored to the

auditorodés risk assessment s.

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

5.2.2. The engagement partner and other key members of the engagement team shall be involved in
planning the audit. [Moved from paragraph 5.2.5A.]

5.2.3. The auditor shall plan the nature, timing and extent of direction and supervision of engagement
team members and review of their work. [Moved from paragraph 5.2.5B.]

5.2.4. The engagement partner shall consider information obtained in the acceptance and continuance
process in planning and performing the audit.

5.2.5. When information used to plan and perform the audit has been obtained from the previous experience
with the entity, or prior audits, the auditor shall evaluate whether such information remains relevant
and reliable as audit evidence in the current period.

5.2.6. The auditor shall update and change the scope, timing and direction as necessary during the audit.
5. 2.[5Mo.ved to paragraph 5.2.2.]
5.2B. Moved to paragraph 5.2.3.]

Engagement Team Discussion

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

5.2.7. The engagement partner and other key engagement team members shall discuss the susceptibility
of the entity’s financial statements to mat g

@ The application of the applicable financ
circumstances.

() How and wher e t he entity’s f i n abtecto anlaterias
misstatement due to fraud, including how fraud may occur, and how fraud or error could
arise from related party relationships or transactions.

Discussions among the engagement team shall occur setting aside beliefs the engagement team
may have that management, and where appropriate, those charged with governance are honest
and have integrity.

The engagement team discussion may also inc

|l ogistical, oper ast i (omuiadh oas owhheer rmasskserof m;

Agenda Item 2-C
Page 38 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

changed from prior year s or matters sialcdy
independence) and the timing of the audit an

5.2.8. When there are engagement team members not involved in the discussion, the engagement
partner shall determine which matters are to be communicated to those members.

Using the Work of Managementdés Expert

5.2.9. If information to be used as audit evidence has beenpr epar ed wusing the work
expert, the auditor shal |, having regard to the
purpose:

of
S i

(@ Evaluate the competnan we,j ecapgad idlpidtoifes hat expert ;

(b) Obtaimndeenr st anding of t.he work of that expert

Eval uating the Competence, Capabilities and Object

[

Competence relates to the nature and | evel of expe
relates to the abnt dg yexpgenthet onasmxaagreanese t hat compet
Objectivity relates to the possible effects that bi.

have on the professional or busi ness judgametntt cof t |
evaluating the competence, capabilitiemayandl| wde ect
whet her that expertés work is subject to technical

industry requirements.

Obt aining an Undeorrskt aonfd itnhge oMa ntahgee M nt 6 s Expert

When obtaining an understanding of the work of the

bet ween the entity and that expert may assist the
foll owing f qrurtploeseasudi t or 6s

i The nature, scope and objectives of that expert
i The respective roles and responsibilities of ma

n
a

6s

n a

i The naturend texmi eagt o f communi cation between mal

including the form of any report to be provided b
Determining Whether to Use the Work of an Auditor ds EX
5.2.10. If expertise in a field other than accounting or auditing is necessary to obtain sufficient

appropriate audit evidence, the auditor shall detern
| f the preparation of the financi al statements inv
accouhtihg auditor, who is skilled in accounting an
expertise to audit thbheeafidnancbal detat emment son of
of an auditordés expert, and i f tshee vahuedn t @amd i ho melka
requi r éd menptasr a3y.r 2agpmd2.15 (.e)As t he audi't progresses, 0
change, the auditor may need to revise earlier deci ¢

The auditor has tsjolfeorr etshpeo nasui dbiitl opi ni on expresse

d ’

reduced by the auditordéds use of the work of an audi:
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wor k of an auditoro6s expert concludes, baseddemce he
obtained, that the work of that expert is adequate f
that expertds findings or conclusions in the expert

5.2.11. The auditor shall consider the following when determining the nature, timing and extent of

pro
(@)
(b)
(©)
(d)
(e)

5.2.12. |
(@)

(b)

(©)

5. 3Mat

cedures related to the auditor’s expert:
The nature of the matter to which that expert’s w
The risks of material misstatement in the matter t

The significance of that expert’'s work in the con

The auditor’s knowledge of and experience with pr

Whet hearnt telxpert i s subject t o t he audi tor ' s fir
procedur es.
f the auditor is wusing the work of an auditor’'s ¢

Evaluate whether the auditor
objectivity for the auditor’'s purposes.l n t he case of an auditor
of objectivity shall include inquiry regarding interests and relationships that may create a threat
tot hat eobjpctivityt ' s

S expert has the
s exter

Obtain sufficient understanding of the field of expertise of the expert to enable the auditor to

determine the nature, scope and objectives of the expert’” workf or t he audijabtdor ' s pul
evaluate the adequacy oft hat wor k f opurposehamd audi tor’' s
Agree, in writing when appropriate,t he natur e, scope and objectives

respective roles and responsibilities of the auditor and that expert, the nature, timing and extent
of communications and the need for the expert to observe confidentiality requirements.

eriality

5.3.1. The auditor shall determine materiality for the financial statements as a whole.

Ma t

The
eva
on

The
aud

The
bas

1

eriality in the Context of an Audi't

concept of materiality is apgpbeetdobwmi nget Aedaudi

l uating the effect of identified misstatements on
the financial statements and in forming an opinic
auditordés determination of materiality is a matt
itords perception of the financi al i nf ormation ne¢

auditor s professional ajtudag nhe ntb ea bcoounts i ndiesrsetda trmean e
is for:

Determining the nature, timing and extent of proc
mi sstat ement ;

Il denti fying and assessing the risks of materi al n

Determiningi mhagnathdrextent of further audit proc
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Use of Benchmarks in Determining Materiality for the Financial Statements as a Whole

A percentage is often applied to a chosen benchmark
for fimanci al st at efmenttsr sast matwhmdy affect the ident
benchmark include the foll owing:

1 The el ements of the financial statements (for

expenses)

1 Whet her tiheors whech the attention of the users t

i The nature of the entity, where the entity

environment in which the entity operates,;

i The entityds ownehres hwiapy sittr.uodst uerixea aapntde dt i f an
sol ely by debt rather than equity, users may

than on the egntaintdgy6s earnings
i Theelative volatility of the benchmark.

Examples of benchmarks that may be appropriate, depending on the circumstances of the entity,
include categories of reported income such as profit before tax, total revenue, gross profit and total
expenses, total equity or net asset value. Profit before tax from continuing operations is often used
for profit-oriented entities. When profit before tax from continuing operations is volatile, other
benchmarks may be more appropriate, such as gross profit or total revenues. For a not-for-profit
organization, a benchmark such as revenue, expenses, assets or equity may be more relevant.

When an entity psofit before tax from continuing operations is consistently nominal, as might be the
case for an owner-managed business where the owner takes much of the profit before tax in the form
of remuneration, a benchmark such as profit before remuneration and tax may be more relevant.

There is a relationship between the percentage and the chosen benchmark, such that a percentage
applied to profit before tax from continuing operations will normally be higher than a percentage
applied to total revenue.

Considerations Specific to Public Sector Entities

In the case of a public sector entity, legislators and regulators are often the primary users of its
financial statements. Furthermore, the financial statements may be used to make decisions other
than economic decisions. The determination of materiality for the financial statements as a whole in
an audit of the financial statements of a public sector entity is therefore influenced by law, regulation
or other authority, and by the financial information needs of legislators and the public in relation to
public sector programs.

In an audit of a public sector entity, total cost or net cost (expenses less revenues or expenditure less
receipts) may be appropriate benchmarks for program activities. Where a public sector entity has
custody of public assets, assets may be an appropriate benchmark.

The auditor shall also determine the materiality level or levels to be applied to particular classes of
transactions, account balances or disclosures if, in the specific circumstances of the entity, there is
one or more particular classes of transactions, account balances or disclosures for which
misstatements of lesser amounts than materiality for the financial statements as a whole could
reasonably be expected to influence the economic decisions of users taken on the basis of the
financial statements.
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5.3.3. The auditor shall determine performance materiality for the purposes of assessing the risks of
material misstatement, and determining the nature, timing, and extent of further audit procedures.

Pl anning the audit solely to detect si ndievifducal Ityh ame

aggregate of individually i mmateri al mi sstatement s
materially misstated, and | eaves no margin for pos:
materiality (which, asudéeb)ned, ses oOpoveredumer ¢ oamo
the probability that the aggregate of wuncorrected ar
The determination of performance materiality S not
errcise of professional judgment. It is affected by
during the performance of t he ri sk assessment pro
mi sstatements identified in pr ewi oceuxspeaudittisonand nt hr
mi sstatements in the current period.

Clearly Trivial Mi sstatement s

Pafmtequires thecamdi abe mMosstatements identified dur
t hat are cl eButiyng rip&vamabndngor t may designate an am
mi sstatements of amounts in the individual stat emen
to be accumul ated because the auditor expects that t
not haattemrai amWl effect on the financial statements.

5.3.4. If the auditor becomes aware of information during the audit that would have caused the auditor to have
determined a different amount (or amounts) initially, the auditor shall revise materiality for the financial
statements as a whole (and, if applicable, the materiality level or levels for particular classes of
transactions, account balances or disclosures).

5.3.5. If the auditor concludes that a lower materiality for the financial statements as a whole (and, if applicable,
materiality level or levels for particular classes of transactions, account balances or disclosures) than that
initially determined is appropriate, the auditor shall determine whether it is necessary to revise
performance materiality, and whether the nature, timing and extent of the further audit procedures remain
appropriate.

5.4SpeciCbhimmuni cReé gwinr ement s

5.4.1. The auditor shall communicate with management, and where appropriate, those charged with
governance an overview of the planned scope, timing and direction of the audit.

5.5Specific Documentation Requirements

In addition to the gener alkaddowlmermt atppdagyh atdig uti It @ ma o ¢
engagemesnpteci fic matters to be documented relevant t

5.5.1. The auditor shall include in the audit documentation a description of the scope, timing and direction
of the audit, including the nature, timing and extent of procedures to be performed, and significant
changes made during the audit, together with the reasons for such changes.

5.5.2. The auditor shall document significant decisions reached, including significant decisions regarding
the susceptibility of the entity’s financi al
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Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

5.5.3. The auditor shall document the significant decisions reached during the discussion among the
engagement teamr egarding the susceptibility of t h
misstatement due to fraud. [Moved from paragraph 5.5.4A.]

5.5.4. The auditor shall include in the audit documentation the following amounts and the factors considered
in determining the amounts from (a) to (c) (including any revisions as applicable):

( a ) Materiality for the financial statements as a whole;

(b) If applicable, the materiality level or levels for particular classes of transactions, account
balances or disclosures;

(c) Performance materiality; and

(d) The amount below which misstatements would be considered clearly trivial.

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

5.5.4A. [Moved to paragraph 5.5.3.]
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6. Risk Identification and Assessment

Content of this Part

Part 6 cornetqauiinrse nnehnet s rel evant to the auditor’'s

activities to:

1 Obt ai nndaenr sitnagrhde ent i ty and i ts environment
framewor k, and the entity’'s system of intern

i | defnyt iri sks of materi al mi sstatement at the f
to fraud or error; and

i Assess inherent risk and control risk.

Appendild ustrates the iterative nature of the a

Scope of this Part

ThisPartdeal s with the auditor’s responsibility to

in the financial statements, which provides the basis for the audit procedures undertaken to respond to

assessed risks in Part 7. Pa r t 5 sets out the auditor’'s obli

requirements for the engagement team discussion.

6. 10bj ectives

6.1.1. The objectives of the auditor are to identify and assess the risks of material misstatement, whether
due to fraud or error, at the financial statement and assertion levels, thereby providing a basis for
designing and implementing responses to the assessed risks of material misstatement.

Understanding the entheyappdi céabl envinammeak ,reéport

entityés system of internal contr ol enabl es the auc
mi sstatement. The auditoroé6s risk identification and
6. 2Procedures for I dentifying and Assessing Risks and F

6.2.1. The auditor shall design and perform procedures to obtain audit evidence that provides an
appropriate basis for:

(@) The identification and assessment of risks of material misstatement, whether due to fraud or
error, at the financial statement and assertion levels; and

(b) The design of further audit procedures.

The auditor uses professional judgment to deter mi

performed, which may vary with the formality of the

Some | ess complex entitimanagedd epandti eBhaenagsoawbker

(=

structured processes and systems or may have estab
documentation or a |l ack of consistency in how they
processes |lack formalitypatagr g8poaed2stesl desequbeddi

Designing and performing procedures to obtain audi

obtaining audit evidence that may be corroborative

contradi cnhnwalyvemag/btiai ni ng evidence from multiple
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However, the auditor is not required to perform an ¢
of evidence.

When obtaining audit evidence to identify and assess risks of material misstatement and design
further audit procedures, the auditor shall consider information from:

(@) The acceptance or continuance procedures; and

(b)  When applicable, other engagements performed by the engagement partner for the entity.
The procedures to identify and assess risks of material misstatement shall include:

(@) Inquiries of management, and other appropriate individuals within the entity;

(b)  Analytical procedures; and

(c) Observation and inspection.

The auditor i s moatm radduiaofedt hteosepeprfocedures for ea
understanding required by this Part.

Anal ytical pperdoegasardgersocedwr ei denti fy and assess roi
mi sst atteanemttso i denti fy inconsistencies, unusual tra
and trends t hat i ndi cat e matters t hat may have a
relationships that are identified matye raisesli smi & shtea taeul
especially risks of materi al mi sstatement due to fr:
Anal ytical procedures performed as a risk assessmen
sales pridenaamtdarvait i on (e.g., volume of goods sol d)
at a hiThheau @ivtedrr may perform a simple comparison of
account balances from thaliachertsi i yw pot @st pelr i dgher r
Observation and inspection may support, corroborate
ot her s, and may also provide information about the
procedures are not document dd,y mar ittlye eéimEei tay'di ¢ oc om
to obtain some audit evidence to support the ident.i
mi sstatement through observation or inspection of 1t

ConsiderationscSpeci brcEnoi Pubkbki

When making inquiries of those who may have infor ma
o f materi al mi sstatement , auditors of public sector
sources such as fartonarteh ei navuodivteodr si nt hper f or mance or
entity. Procedures performed by auditors of public
materi al mi sstat ement may also include observation
ma ngae ment for the | egislature, for example documents

Aut omated Tools and Techniques

I f the auditor uses ATT, t ha&udutbictealrurmasy tdedidemtanddg
ri sks of mat eroml r enli stsit aeleyneharge vol umes of data (
|l edgers or other operational data) including for an:

In designing and performing procedures to identify and assess risks of material misstatement, the
auditor shall consider possible risks of material misstatement arising from:
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(@) Fraud or error;
(b) Related party relationships and transactions; and

(c0 Events or conditions that may castostgniuki aant do
concern.

Fraud

Fraudul ent financi al reporting involves intentional
di sclosur es in financial statements to deceive fi.
reporting onanalg e mevmotl voewser ri de of controls that othe
effectively, such as recording fictitious journal en
Mi sappropriation of assets involdesstbhttdermeper pdt rt
empl oyees in relatively small and i mmaterial amounts
are usually more able to disguise or conceal mi sappt

Mi sappropri at ifdr nofacacosmtamniiesd cby false or misl eadi ncg
to conceal the fact that the assets are missing or

| nnlaCE t here may be different fraud ri sknef alcamd,s th
management omabhhgeobwmay be able to exercise more eff
complex entity which may compensate for more | imite
the other hand, | ess segmregtatiimwolofe dent esf aman amge me
manager may provide managemeint h oa drmheatoevn eo p pnarntawrei
controls andLECEmmMi ti fonh anmbdnragger s may al so have differ
incentives tohaommanabemedt in more doecmilsex udntfirtaiua
ri sk factors relevant to | ess complex entities.

Rel ated Parties

I n some LCEs, rel ated par tnyantargaenrssa catnido ncsl obseet weaemmi |oyw
be common, in particular in closely held entities.
nor mal mar ket terms and condity omnsandact eamasnpmay Ben

with no exchange of consideratdbohfeoméeémior vadtmuei der at

Going Concern

Events or conditions that may cast significant dout

concerntotupar relevance to an LCE include the risk
me mber s omamavnerrs may cease to support the entity,
principal supplier, maj or cust omeurnd ekre ya elmpcleonyseee,, for
or other | egal agreement .

I f the audit opinion on the prior period’s financi al
the effect on the current year's financiobmaterialt at e me nt
misstatement.

6. 3Understanding Relevant Aspects of the Entity

The auditords understanding of relevant aspects of t
the applicable financi al reporting framework and thi
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frame of reference i neswhaincdh atshsee sasuedsi ttohre irdiesnktsi faf  maq
and also informs how the auditor plans and perfor ms

I ngui Managememtfand Others within the Entity

6. 3TiLle auditor shal/l i ngwh g eerpofp rMmatrilegeeneah armmeld with g
regarding:

@ How the entity identifies business risks relevant
and how they are addressed;

(b)  The risks of fraud in the entity and the controls that management has established to mitigate

these risks;

(¢0 The nature and extent of management’'s direct invo
may hel p management to prevent or debepcor midsehtat®
controls that are not operating as intended.

(d The identity of the entiity’s related parties, i nc

0] Changes from the prior period;
(i) The nature of the relationships between the enf

(i) Whether theeeéninty anyetransactions with thesce
period and, if so, the type and purpose of the

(e) Whether the entityisinc omp |l i anceomwi t & gsltihaatti omaynwefideetaon t he
financi al ,and ifthesrhasrbees any correspondence with relevant licensing or
regulatory authorities that may be relevant to the financial statements.

()  The basis for the intended use of the going concern basis of accounting, whether events or

conditions existthat,i ndi vi dually or coll ectively, may cast s
to continue as a going concern and, if so, manage
Il nquiries of management and, when applicabl &€,0 those
identify and assess risks of materi al mi sst at ement

| nqguiabioéw t hei dennttiitfyisse saslrdsiitasskes evant to the pre
of the finanmawksssat éementsditor in understanding:

1 Whee there are identified business risks;
1 Whettthenerd bhbw entity has responded to those risks;

i Whet her the risks faced by the entity have been
appropriate to the nature and circumstances of th

I nquilrdwts tahe ri sks of materi al mi sstatement due to
under standi ng:

i Management 6s assessment of t he ri sk that t he fii
mi sstated due to fraud, incledgio§ sBhehnassessmext
i Management 86s process for identifying and responc

including any specific risks of fraud that manage
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to its attention, orcoluamgsdal ahctesanoactdii srcd
fraud is | ikely to exist;

1 Management 0
f

s
processes or identifying and responding to

l nqgui ri nlgowa bmaitage ment perfor ms activities t o
acc nting information and identifies controls

abo
i nf
The
i nt
t he

mation to be sufficiently reliable, as we

® W O < O

ature and complexity of the entity

Under the going concern basis of accounting,
assumption that tédenceertn tygnd swial lgodomgt i nue its
future. Gener al purpose financi al statements
acco
noea

r

app

|l i stic alternative but to do so. When the

u
t
r
€ inquiries assist the auditor to undersfand wh
r
n

Osar ¢

communi cati on, i f any, to those <c¢h

the r

prev
t hat

what i nformati on management uses andetdhethbhasi

1 a s

nadreoptevént and functioning as appropriate toc

t he
oper

are f
unting, unl ess management either intends to

i q
use

opri at e, assets and | iabilities are recorded on

assets and discharge its olfi ahuisliinteisesss. i n the nor mal ¢

6.3.2. The auditor shall make inquiries of management, those charged with governance, and as appropriate
others within the entity, to determine whether they have knowledge of any actual, suspected or
alleged fraud affecting the entity.

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

6.33.The auditor shall share relevant informati ol
members of the engagement team. [Moved from paragraph 7.4.15A]

Understanding the Entity and Its Environment

6.3.4. The auditor shall obtain an understanding of:
@ The entity’s organizational structure, owner
() The industry and other external factors affe

(¢ How the entity’'s financi al performance i s me

ship
cting

asur e

(d The | egal and regulatory fitgmewanrdk happ Itihea belnet i tt oy

with that framewor k.

() The entity’'s transactions and other events and co

changes in, accounting estimates to be recognized
fH Agreements or relmesowhtshimpsunthacogmaiyzed | iabiliti
Understanding the entityéds business model helps the
strategy, and to understand the business ritshkyotshe e
business risks assists the auditor in identifying r
risks wild.l eventually have financi al conseqguences
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statemémdmsbt ai niumglenat aftdhienigggts business model , t h
consider how the entity wuses | T.
Rel evant industry factors include industry conditio

and customer relationships, @ihert eexhthnol gt tcihhg tdeive |
entity that the audictloirrrastbegt e hei gemeratl edenomic c
interest rates and availability of financing, and i1

When understanding agreementssilor imeluariccoghmi gzedt haita

commit ments the auditor may consider inspecting min
|l egal counsel and inspecting | egal expense account s.
Considerations Specific to Public Sector Entities

Ent iopieersati ng in the public sector may create and de
weal th for owners but wil./ still have a 6business mc

auditors may obtain an uamtrtsad atnide nlgu ©ifneé atmad el r efl

i Knowl edge of relevant government activities, incl
i Program objectives and strategies, including publ
Understanding the Applicable Financi al Reporting Frame

6.3.5. The auditor s h abtdin an understanding of:

@ Theequirememntpsplofcabhe financi al reporting frameyv
estimates, the recognition criteria, measur ement
di sclosure aaguihmevmaemtese apply in the context of

of the entity and its environment.
() The entity’'s accounting policies and reasons for
6.3.6. The a u d isthaarl | evaluate whether the e opriatd and consistantc ount i n ¢

with the applicable financial reporting framework.

Understanding thel rEthgrinalésCdrytsrtelm of

Il hC§and i n par tmacnualgaerd oewnteirt i es, the way in which t
control is destgdedndi mpl emained will wvary with the
there are no formalized processes or documented poli
to obtain an under standing of how manageedmewitt h or
governance prevent and detect fraud and error, and

nature and extent of the procedures to obtain the r

Considerations Specific to Public Sector Entities

Auditors of public sector entities often have additi
for example, to report on compliance with an establ
against budget . Audi toss may pubbi dasectrerspensi bi ki
compliance with | aw, regulation or other authority.
of internal control may be broader and more detail ec
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Understanding the Entity’s Control Environment
6.3.7. The auditor shall:

(a) Obtain an understanding of the control environment relevant to the preparation of the financial
statements; and

() Evaluate whether the control environment provide:
system of internal control considering the nature and complexity of the entity.

The auditords understanding may include
i How management, and where appropriate, those char
demonstrate integrity and ethmmahi cvatues, t boempk.

regarding expectations for business practices and

i The <culture of the entity, i ncluding whether m e
behavi or ;

i The entityds assignment of authority and responsi

i How tnhtei tey attracts, develops, and retains compet

1 When applicabmanagewsowneractively involved in th
i mpact the risks aribosengi 8eomf maonagemést due to |
duti es.

The contr ol environment provides an overall foundat:i

entityds system of internal control, and deficienci

i nternal control . Al t hewmdh oirt deedestnatnddicroe atelcy pnnie

influence the effectiveness of other controls in the

includes the governance and management functions an
t hosegedhawi th governance and management concerning t
and its importance in the entity.

Because the control environment is foundati onal to
deficiencies coul d sh aovne tpheer vparseipvaer aetfifoenc of t he f i nan
t he auditor 6s understanding and evaluati on of t he
identification and assessment of risks of materi al

may al so affect the identification and assessment o
|l evel, as well as the auditords responses to the as:

Some or all aspects of the cont rfoolr eanwrilr@BEyneldée¢ IMmays
formalized. amorLMmeEyamwmlte have a written code of cond?u
devel oped a culture that emphasizes the i mportance
communication and by management exampl e.

Sometéehies may be dominated by a single individual
The actions and attitudes of that individual may ha
which in turn may have a per oamibdwimi exfafta otn orf tmae age
by a single individual in an LCE does not generally,
to di splay and communicate an appropriate attitude
reporting omeesst i tlines, the need for management au

ot her wi se deficient control s and reduce t he ri sk
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management by a single individual can be ar pobhenyi al
for management override of control s.
Understanding the Entity’s Process to Prepare its Fina

6.3.8. For significant classes of transactions, account balances and disclosures, the auditor shall obtain an
understanding of the entity’'s prioctudimys t o prepare it :

(@) The accounting records and other records that support the classes of transactions, account
balances and disclosures in the financial statements;

(b) How transactions are initiated, and how information about them is recorded, processed,
corrected as necessary, transferred to the general ledger and reported in the financial
statements;

(c) How information about events and conditions, other than transactions are identified, processed
and disclosed; and

(d) The e mdasautcas, insluding the IT environment, relevant to (a) to (c) above.

Matters the auditor may consider when obtaining an understandingoft he ent it yé6s process
its financial statements relating to significant classes of transactions, account balances and
disclosures include how:

i The data or information relating tioptoamssaed; ons,

i The integrity of tihsatmadanttaanadredi nf or mat i on

i The information processes, apessodonnel and other re

The auditorés understanding may be obtained in varic

1 I nquiries of relevant personnel about the procedu
transactions or about the entityds financi al repo

i Il nspacwifo policy or process manuals or other doc i
prepare the financial statement s;

i Observation of the performance of the policies or

9 Selecting transactions aptiteadtengrobesmst hnopghkpt

statements (i .e.thrpeugh)r.mi ng a wal k
LCEwith direct management i nvol vement may not need
procedures, sophisticated accounting records, or wri

Aut omated Tools and Techniques

The auditor may also use ATT to obtain direct access to, or a digital download from, the databases

in the entityo6és information system that store accou
this information, the auditor may confirm the understanding obtained about how transactions flow

through the information system by tracing journal entries, or other digital records related to a particular

transaction, or an entire population of transactions, from initiation in the accounting records through

to recording in the general ledger. Analysis of complete or large sets of transactions may also result

in the identification of variations from the normal, or expected processing procedures for these

transactions, which may result in the identification of risks of material misstatement.
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6.3.9. For accounting estimates and related disclosures for significant classes of transactions, account
balances or disclosures, the auditor shall obtain an understanding of how management:

(@) Identifies, selects and applies relevant methods, assumptions and data that are appropriate in
the context of the applicable financial reporting framework, including identification of significant
assumptions;

(b)  Understands the degree of estimation uncertainty and addresses such uncertainty, including
selecting a point estimate and related disclosures for inclusion in the financial statements; and

(c) Reviews the outcome(s) of previous accounting estimates and responds to the results of that
review.

6.3100. The auditor shall eval utapreparaits Enanbiad statemdnts, ineluding t v ' s
for accounting estimates, appropriately supports the preparation of its financial statements in
accordance with the applicable financial reporting framework.

Understanding the Services Provided by a Service Organization

6.3.11. Ifthe entity usestheservic es of a service organization and those

process to prepare its financial statements, the auditor's understanding in accordance with paragraph
6.3.8. shall include:

(a)Theatureof the services provided by the service org
services timctlhuediergt itthye ef fect thereof on the user

() The nature and materiality of tle ot r &n nantcii ar s
processes affected by the service organizati on;

(c) The degree of interaction between the activities of the service organization and those of the
user entity; and

ro

d Theel evant tenfinsractthuemlacti vytilkses seadertekemngéni zat

The auditor ' sshaillhasafficert @ prdvidean appropriate basis for the identification
and assessment of the risks of material misstatement.

LCBE may often use external bookkeeping services

ra

transactionspi(does eixmagnp bpka, ypnaeynrto | otfa apeady)r oadnfld mai nt ena
their accounting records to the pghepasa&tiodn safc ht laeis

organi zation for the preparation of its financial s
complex entity and, where appropriate, those charge
the financi.al statements

Theervicesserofca orgaeilzrabinontare he entityds proces:

st at e mehretndhe s er,vainadest he contrate paedaf foehkeemoprr oces s

descriiperdagr a8ph 6. 3.

The addiutnodrer shtealnpdsi migor m t he audaiute@amd salgpout i haace of
services provided by the service organization and their effectontheuserent i t yd6s system of

control, which affect the nature and extent of work to be performed by the auditor regarding the

services provided by a service organization. The significance of t he contr ol s of t he
organi zation rel atidependsant hkosegotethbé enthetsetrivomreb

or gan i&eaacttiionnt oee ahdthbe entity. For example, the
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and account for transactions that are stil!]l require
entity may rely on such controls being affected at t

Thersece organi zation may have engaged a service au.

and design (a type 1 report), or on the descriptiol
report), of controls at the gepviovéder gafiorambitoon $
in obtaining an understanding of the user entityods
has not been designed for, and therefore does not in
of suchasepoadis$ evidence about the design, i mpl emer

controls at the service organization.

Understanding the Entity’s Control Activities

6.3.12. The auditor shall obtai n a nactwitieshy dentifygng abmtrolgthab f t he e
address risks of material misstatement at the assertion level as set out below. For each control
identified in (a)—(e) below, the auditor shall perform procedures, beyond inquiry, to evaluate whether
the control is designed effectively and has been implemented:

(a)Controls tislsdeda@edmesned to be significant risks;

(b)Control s over ,ijrmoalrudolunrgeat it ieendr ric®sedc umMman ng, unus:
transactions or adjustments;

(c)Controlys, fioff awhi ch the auditor plans to ihest the
determining the nature, timing and extent of substantive testing, including those col
address risks for which substantive pruddedadureans e
appropriate awnmdit evidence;

(d Control s, i f any, relateartangiewgietinit isrcealna e & & amasratcit
significant transactions and arrangements outside

(e) Controls, if any, in (a) to (d) at the user entity related to the services provided by the service
organization, including those that are applied to the transactions processed by the service
organization.

The auditor's required understanding of the entity'

control s, as appropriate in the entity's circumstan
whet hecrontthreol s have been i mplemented. Evaluating the
includes the evalwuation of whether the control i s d
mi sstatement at the assertion olrgvealhe orpeeafaftd otni vodl Yy
and the determination whether the control has been |
This assists the auditords understanding of manage me
therefore provides a basi ® fodr fume hédesiagni anedrperfdaul
these risks even when the auditor does not pl an to
control s.

Journnal Entries

Controls over journal entries are expmahedr tonbwhi dE
an entity incorporates information from transacti or
i nvol ves the use of journal-steandared, owhedalthtea mastteadch dar

extent to which other contedl ®natédei dantuiri ed maye
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auditoro6s planned approach to fturd hent iatuydd g ipmrfoacrerdaitr

may not be complex and the auditor may not intend t
Further,t oorhemayudnot have identified any significant
mi sstatement for which it is necessary for the audit

that they have been implemented. tmi seachhain thaie KB ¢
identified controls other than the entityds control

Rel ated Parties

ContralCgaiam | i kely to be | ess for mal and such entiti
for dealing with redmadetdr pas d yt im@amdnsmtgiedm swavypeani t i gat e
of the risks arising from related party transacti ons:¢
i nvol vement in all the main aspects of theinramsact
understanding of the related party relationships an
over these, through inquiry of management combined v

management 6s oversight anedctrieovni eonf aacvtaiiviiathilees ,r eal nedv ain
6.3.13. For the controls identified in paragraph 6.3.12. the auditor shall:

(a)ldentify the | T applications and other aspects o
arising from thehose pél aTedndi whatat e;

(b))l dentify the entity’s gener al I' T controls that re

(c)By performing procedures in addition to inquirie
controls are designbderfimptemehtyyednd have

The auditordés understanding of the entityds process

be done by petrfroocougmgprwade&dur es) includes the | T en
of transactions and iprnoc €lshsiisng so fb eicnafuocsremat he enti ty?o
ot her aspects of the | T environmetnie matyd gé iv.ee .r,i steh
susceptibility of information processing comerol s t
integrity of information).

The extent of the auditoro6s understanding of the I T
has gener al I T controls in place, will vary with th
|l BEnvironment , as wel |l as based on the nature and ex
number of | T applications that are subject to risks
t hese fGemtearasl. | T control ddps opmeerrtatti oen w©dnttihreuel T er

i ncluding the continued effective fundthieabheggi by DA
i nformation
Def i ciWintch etshe Entityés System of Internal Control

6.13.The audidetrersthiand whet her one oOr more deficiencies
system of i nter nwahletchoendirwilduwanldl yi fo ts®ypm sd o mhiit rea tsii gm i |
deficiencies.

I n understanding the ent itthyed sa usdyisttoerm noafy idnetteerrnmailn ec otr

entityds policies or procedures are not appropriate
a determination may be an indicator that assists t|
conol . I f the auditor has identified one or more de
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those deficiencies on the identification and assessI
design of further audit procedures.

The audi trof essesoonml judgment in determining whether
deficiency in internal contr ol

Ldentifying and Assessing the Risks of Material Mi ss
Ri sks of materi al mi sstatement ar e diedemtmi mnieed hand ad
timing and extent of further audit procedures nec:¢
evidence. This evidence enables the auditor to expr ¢
acceptably |l ow I evel of audit risk.

The auditor shall identify and assess the risks of material misstatement, due to fraud or error, at:

@ The financi al Indoirgsoetnteen ta U dceisetmmine whethdr they affect risks
at the assertion level and considert he natur e ¢taepge rewd inwkiderifiell e c t
riskson the finangahdal statements

() The assertion level for classes of transactions,
the auditor shall/l

0] Determine the relevaatedasseghni dbnsamindclresses

account balances and disclosures; and
(iiAssess inherent riosfk niaotreriidaeln tmifsisetda treinbeknst at t
assessing the likelihood and magnitude of miss

Financial L8vatl e Rés ks

Ri sks of materi al mi sstatement at the financial stat
the financial statements as a whole, and potentiall
not necessarily oiifsikcs asesleartteidontso astpet he cl ass of tr
di sclosure |l evel (e.g., risk of management override

Asserti ®&mnskesvel

I n identifying and assessing the risks of materi al
consider the different types of pot &skeital omt sasateme
that may be used by the atuydpietsorofi nmicsosntsaitdeemei nntgs daitf fte

An assertion about a class of tramsaeteaanasmwthigamc ount
it has an identifi ed r.iThldeteonfinatiomaof vehethheadn assartiensit eat e me n t
relevant assertion is made beforec onsi der ati on of any related control

based on the auditor 6s consi deration of mi sSsstat emen

occurring (i.e., l i kel i hoodt)o @adurbe(ings8inganimfaiged n tu d
classes of transactions, account balances and discl
relevant .Desermmionsng relevant assertions and the s
account brmad adicecsl masures provides a basis for the i de
mat eri al mi sstatement .
Assessing I nherent Risk

Agenda Item 2-C
Page 55 of 140



6.4.2.

Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASR Main Anenda (Sentemher 2023)

The assessed inherent ri sk for a particular ri sk o
represents a pudgmgert Wrobmi hower to higher, on the
I n assessing inherent risk, the auditor uses profes:
the combination of the |ikelihood and maegrndntudrei sok.
The judgment about where in the range inherent risk
or circumstances of the entity, and takes into accol

mi sstatement .

I n consideringftlme miislkdlaitlean®edt o t he auditor consi

mi sstatement may occur . I n considering the magnitud:¢
gualitative and quantitative aspects of t htei gprosssi bl
about classes of transactions, account balances or
nature, size or circumstances) .

When assessing inherent risk, factors relating to
applitciabameci al reporting framework that affect the
may incl ude:

i Compl exi ty;

1 Subjectivity;

i Change;

1 Uncertainty (for accounting estimates this is est

i Susceptibility to miesmdnmatt elmeas admueot e mammagud r i
they affect inherent risk.

The presence of these factors may give rise to highe
|l SA for LCE is not appropriate for the audit.

When risks of menerial amessmoaéepervasively to the fi

and potentially affect many assertions, the risks
financial statement | evel. When assesasbntdhea sdsekg raete t h
to which the risks of material misstatement at the f
i nherent risks for risks of materi al mi sstatement at
I n identifying and assessing rduwslktss odf nahereémd agm me
di scussion and any inquiries relating to fraud and ¢
Considerations Specific to Public Sector Entities

In exercising professional judgment as to the assessment of the risk of material misstatement, public
sector auditors may consider the complexity of the regulations and directives, and the risks of non-
compliance with authorities.

In identifying and assessing the risks of material misstatement due to fraud, the auditor shall, based
on a presumption that there are risks of fraud in revenue recognition, evaluate which types of
revenue, revenue transactions, or assertions give rise to such risks.

When identifying and assessing risks of matedieal mi s
whet her unusual or unexpected relationships have
procedur es, including those related to revenue accol
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The presumption that there are risks of fraud in re
t h®auditor may <concl ude, based on the audit evidence
mi sstatement due to fraud relating to revenue recogil
simple revenue transaction,ffom a&xeampdleeprd empsrthy.l d I

In identifying and assessing risks of materi al mi ss
related disclosure at thecassktbdeirdegteeeto whechuthe
estimate is subject totbetidmgteentonwaithi nthe, fando
compl swibtjyecti vity, change or management bias:

(a)The selection and application of the method, the

(b)The selection of management’' s rpeos nt esti mate and

Signi Ri shat

6.4.4. The auditor shall determine whether any of the assessed risks of material misstatement are, in the

auditor’'s professional judgment, a significant ri sk.

The deter mination of which of thd agsexd @od er it ok & hef

o f the spectrum of i nherent risk, and are therefor
judgment , unl ess the risk is of a type specified t
paragraphBeéi 4g close to the upper end of the spectr
to entity, and wi || not necessarily be the same for

nature and circumstances of tdeseqnded.y for which t he

6 . ¥ The auditor shall determinewh et her the assessed risks associated \

and transactions, and assessed risks relating to ac:«

6. 4. he auditor shas$lstgeiati taet foil $kbwing a

(a)Ri sk of mat er i al mamagamernt avérredenc comtrol; r o m

(b)Any ortihsekis mater i al dmies s nafienmelobtdi ng ri sks that t h
in accordance witolh paragraph 6. 4. 2;

(c)l dent i ffiiecdansti greil ated party transactions outside

Al t hough the | evel of risk of management override of
nevertheless present in all einniwhiesh Dweh tovearthrei dear
it is a risk of materi al mi sstatement due to fraud

AssesGomuRioslk

6.4.7. The auditor shall assess control risk if:

( a) The auditor has determined that substantive procedures alone cannot provide sufficient
appropriate audit evidence for any of the risks of material misstatement at the assertion level;
or

(b)The auditor otherwise plans afo ¢esttr alh®e operating

Otherwise, the assessed risk of material misstatement is the same as the assessment of inherent
risk.
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The auditords plans to test the operating effective

controls are operating effectively, and this wild.l f
risk.

The initial expect eaetcitdn enfe stshe fopernatriong dfsf based o
of the design, and the determination of i mplZmentat:i
and 8. 3(.H). Once the auditor has tested atchceo rodpaenrcaet i n
with Part 7, the auditor will be able to confirmthe
of control s. I f the controls are not operating eff e
revise the control ri sk assessment .

The auditorod6s assessment of control risk may be perf
audit techniques or met hodol ogi es, and may be expr
assessment may be expressed usampgl equaclonttartolv er icsakt eag:
maxi mum, moderate, minimum) or in terms of the audit
is in addressing the identified risk, that is, the i
For examphéerolfrisk is assessed as maxi mum, the aud
effective operation of control s. | f contr ol ri sk i
contempl ates reliance on the effective operation of

Where rostme®s bturansactions are subject to highly &

manual iintervention, it may not be possible to perf

ri sk. This may be the case in ciraonmenhancgdswheaerfera

initiated, recorded, processed, or reported only in

i The sufficiency and appropriateness of audit evid
controls over its accuracy and compl eteness.

i The potenti al for i mproper initiation or alterat

may be grepmaopri afeapontrols are not operating eff

Eval uat hmooddures to Il dentify and Assess Risks of Mat e

Assessment

6.4.8. The auditor shall evaluate whether the audit evidence obtained from procedures to identify and
assess the risks of material misstatement provides an appropriate basis for the identification and
assessment of the risks of material misstatement. If not, the auditor shall perform additional
procedures until audit evidence has been obtained to provide such a basis. In identifying and
assessing the risks of material misstatement, the auditor shall consider all audit evidence obtained
from the procedures to identify and assess the risks of material misstatement, whether corroborative
or contradictory to assertions made by management.

6.4.9. The auditor’s assessment of the risks of materi al

during the course of the audit as additional audit evidence is obtained. In circumstances where the
auditor obtains audit evidence from performing further audit procedures, or if new information is
obtained, either of which is inconsistent with the audit evidence on which the auditor originally based
the assessment, the auditor shall revise the assessment and modify the further planned audit
procedures accordingly.

6.4.10. The auditor shall remain alert throughout the audit for audit evidence of events or conditions that
may cast significant doubt on the entity’s abi
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I f evemtnsdidri ons that may cast significant doubt on
concern are identified after the auditords risk asse
risks of material misstatement may need to be revi se

6. 5Eml uation of the Appropriateness of Using the | SA f

6.5.1. Based on the procedures performed to identify and assess the risks of material misstatement, the
engagement partner shall evaluate whether the ISA for LCE continues to be appropriate for the nature
and circumstances of the entity being audited.

The auditords original determination to use the | S
additional audit evidence is obtainedaswvhexns preirdlos mo
mat eri al misstatement. I n circumstances where audi't
is inconsistent with the auditordés original det er mi

need to change theoortoi nak dabei BAmRABI tLGEBE t o usin
ot haeprpl i cstadbhcddard as appropriate.

66. Specific Communication Requirements

6. 6THe auditor s h aMi [tmhacnoangneunmeincta,t eand wher e appropriate,
governance, the significant risks identified by the

67. Specific Documentation Requirements

I n addition to the gener alkaddwlmermt atpipdny rtehqg wiurgehnoeurt
engagemesnpteci fic matters to be documented relevant t c

The form and extent of documentation for the identi
mi sstatement may be simple andyr:el atively brief, ant
i The nature, size and complexity of the entity and
1 Availability of information from the entity.

i The audit methodology and technology used in the

I't is not necessary to doicuomeds wvheerestamaeityg odf tthie
related to it, but rathéand ptpheg maitet ers ncotpd d sh e lno W.:

6.7.1. The auditor shall include the following in the audit documentation:

(a)Key el emenndeosttahding obtained regarding each of
environment, the applicabl,anfli hdeciealt i tgper siysg ef
control ;

( b) T h erocedures performed on which the auditor based the assessment of risks of material
misstatement;

(¢ The names of the identified related parties (incl
of the related party relationships;

(d The identified andtasbaebsmidsstakemefhtm including

financial statement | evel and at the assertion | e
substantive procedures alone cannot provide suff
r eotnial e for the significant judgments made,;
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I f applicabl e, the reasons for the conclusion th
due to fraud related to revenue recognition;

The controls set o2t aind3gpamatlhapkysabudtlon whet he
is designed effectively and determination whether

For accounting estimates, key el ements of the a
esti mat es, i nclupgi eagr iceotne ,r ol ke alsi mkpage of the as
mi sstatements to the auditor’'s further procedures
how those were addressed.

audi tor shall document the batbéd for LBE ewvnt unal
appropriate for the nature and circumstances of t
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7. Responding to Assessed Risks of Material Misstatement

Content of this Part
Part 7 contains content related to the:

1 Design and implementation of overall responses to assessed risks of material misstatement
at the financial statement level;

1 Design and implementation of responses to the assessed risks of material misstatement at the
assertion level (i.e., design and performance of further audit procedures). Further procedures
include substantive procedures (tests of detail and substantive analytical procedures) and
tests of controls (as appropriate), and are expanded on in this Part; and

1 Procedures for specific topics when responding to assessed risks of material misstatement.

Scope of this Part

This Part sets out the specific requirements for obtaining audit evidence through responding to
assessed risks of material misstatement. Part 2 also sets out the broad requirements for audit
evidence. In complying with the requirements in this Part, the auditor may find it useful to refer to the
following that set out relevant matters:

1 Fraud — see Part 1.5.

1 Laws and regulations — see Part 1.6.
1 Related parties — see Part 1.7.
1

Information to be used as audit evidence — see Part 2.3.

7. 10bj ectives
7.1.1. The objectives of the auditor are to:

(@ Obtain sufficient appropriate audit evidence re
mi sstatement (the assessed risks), through desi gl
ri sks;

() Respond appropriately to risks ofomasespattedstta

(co Obtain sufficient appropriate audit evidence rega
assumption and related disclosures; and

(d Respond appropriately tocothphtahtcedwdothsbaweored
have been ideretiatuded.during th

7. 2Audit Procedures Responsive to the Assessed Risks of
Financi al Statement Level

7.2.1. The auditor shall design and implement overall responses to address the assessed risks of material
misstatement at the financial statement level, whether due to fraud or error.

The auditorés overall responses at the financial st a
to the natur e, timing or extent of audit procedures
exptesr, are based on those risks that relate pervasi ve
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may include, for example, risks arising from
related broadly to theoenactgdst bagi pobifcaes

A

i ndustr
ounting

I n particular, the auditorés overall responses al so

control environment. The oonvEobBhEavioonment
ot hespeatft st htey deprstt ieimn todr nalAl ¢ b mhueg ¢ ant r ol envi

theowvoped
ronment

directly prevent, or det,tcitmaayn di ncfolrueenccte ntohses e aft feenetr

contr olssy sitneinmiogfr nal control . Ther efnomeent anmaye
auditor to have more confidence in internal
internally within the entity.

Deficiencies that have been identified in th
of drmteistyys@& seinm toefr nal control, however, have th
for more extensive audit evidence from subst
i mpacts the work that may be undertaken at a

faflelcotw vt
control

e contr
e oppos
antive

n interi

7.2.2. In determining overall responses to address the assessed risks of material misstatement due to fraud

at the financial statement level, the auditor shall:

(@ Evaluate whether the selection and appl ilcartliyon of

those related to subjective measurement s,

may be

resulting from management’'s effort to manage earn

(b)) I ncorporate an el ement of wunpredictabilit
audit procedures.

y in the

Il ncorporating an el emagme aocfh iuenwe de dhyc,t afboirl ietxya mpl e:

i Performing substantive pr ocedunrde sa sosne rsteil oenc
tested dumatteo itaHeitry or ri sk.

st endo ta coct

i Adjusting the timing of audit procedures from t ha

i Using di fferent sampling methods.

| Performing audit procedures at duinfafnenroeumtc el

do cbaatsii osn

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

7.2.3. In determining overall responses to address the assessed risks of material misstatement due to
fraud at the financial statement level, the auditor shall assign and supervise personnel taking
account of the knowledge, skill, and ability of the individuals to be given significant engagement
responsibilities and the auditor’s assessmen
the engagement.

7. 3Audit Procedures Responsive to the Assessed
Assertion Level

7.3.1. The auditor shall design and perform further audit procedures whose nature, timing and extent are
based on, and responsive to, assessed risks, whether due to fraud or error, at the assertion level.

Agenda Item 2-C
Page 62 of 140

Ri sks of



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)
Further audit procedures cwmptramstei vesprsoodduwroenst.r oTts
choose to perform tests of controls or they may be r
7.3.2.(d)). Substantive procedures include tests of

Further oaedutr epr are responsive to the assessed ris

assertion |evel, and provide a clear Ilinkage bet wee
assessment . I f the assessed risks ofs mat et hal amsest
l evel, the natur e, timing and extent of audit pr oc e
evidence that is more relevant and reliable or to of

7.3.2. In designing the further audit procedures, the auditor shall:

(@) Consider the reasons for the assessment given to the risk of material misstatement at the
assertion level for each significant class of transactions, account balance, or disclosure,
including:

0] The likelihood and magnitude of misstatement due to the characteristics of the significant
class of transactions, account balance, or disclosure (that is, the inherent risk); and

(i)  Whether the risk assessment takes account of controls that address the risk of material
misstatements (that is, the control risk), thereby requiring the auditor to obtain audit
evidence to determine whether the controls are operating effectively (where the auditor
plans to test the operating effectiveness of controls in determining the nature, timing and
extent of substantive procedures);

(b) Obtain more persuasive audit evidence the higher t

(c) In designing and performing tests of controls, obtain more persuasive audit evidence the
greater the reliance the auditor places on the operating effectiveness of controls; and

(d) If the auditor intends to test the operating effectiveness of controls or when substantive
procedures alone cannot provide sufficient appropriate audit evidence at the assertion level,
design and perform tests of controls, to obtain sufficient appropriate audit evidence as to the
operating effectiveness of such controls.

| someudjtthe auditor may not be able to identify many
prepared by the entity to which they exinsaty obre orpoerrea
efficient for the auditor to perform further audit g

When obtaining more persuasive audit evidence becaus:s

may increase the oguoantiory obft at heeeviddaece that i's mo
example, by placing more emphasis on obtaining thir
evidence from a number of independent sources.
Considerations Specifsgc to Public Sector Entitie
For the audits of public sector entities, the audit

may affect the auditordés consideration of the natur e

7.3.3. When designing tests of controls and tests of details, the auditor shall determine the means of
selecting items for testing that are effective in meeting the purpose of the audit procedure.

I n selecting itemsifcoregestriendphytiad atgelingpinnel evance
and reliability of information to be used as audi
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(sufficiency) i s an i mportant cbmes i hemabi @awali

halkled ¢

auditor for sel ectisaedctiitnegnsalflori tteemssl),i hdgd e @iafmi ;mat i

i temsauamd sampling.

ts of Control s

In designing and performing tests of controls, the auditor shall perform audit procedures in
combination with inquiry to obtain audit evidence about the operating effectiveness of controls,
including:

(@) How the controls were applied at relevant times during the period;
(b)  The consistency with which they were applied; and
(c) By whom or by what means they were applied.

The auditor shall determine whether the controls to be tested depend on other controls (indirect
controls), and if so, consider whether it is necessary to obtain evidence about the effective operation
of the indirect controls.

The auditor shall test controls for the period of time, or throughout the period, for which the auditor
intends to rely on those controls in order to

If the auditor obtains audit evidence about the operating effectiveness of controls in the interim period,
the auditor shall obtain additional audit evidence about any subsequent significant changes and
determine the additional audit evidence to be obtained for the remaining period.

If the auditor intends to use audit evidence about the operating effectiveness of controls obtained in
previous periods, the auditor shall:

(@) Consider:
0] The effectiveness of the system of internal control,
(i)  The risks from the characteristics of the control (e.g., manual or automated),
(i)  The effectiveness of general IT controls,
(iv)  The effectiveness of the control and its application by the entity,

(v) Whether the lack of a change in a particular control poses a risk due to changing
circumstances; and

(vi)  The risk of material misstatement and the extent of reliance on the control planned; and

(b)  Establish the continuing relevance of that evidence by obtaining audit evidence about whether
significant changes in those controls have occurred subsequent to the previous audit. If there
have been significant changes the auditor shall test the control in the current period, otherwise
at least once every third audit.

If the auditor intends to rely on a control that is a control over a significant risk, the auditor shall test
the control in the current period.

7.3.10. When evaluating the operating effectiveness of controls upon which the auditor intends to rely, the

auditor shall evaluate whether misstatements that have been detected by substantive procedures
indicate that controls are not operating effectively. The absence of misstatements detected by
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substantive procedures, however, does not provide audit evidence that controls related to the
assertion being tested are effective.

7.3.11. If deviations from controls upon which the auditor intends to rely are detected, the auditor shall
make specific inquiries to understand these matters and their potential consequences, and shall
determine whether:

(a) The tests of controls provide an appropriate basis for reliance on the controls;
(b)  Additional tests of control are necessary; or

(c) The risks of material misstatement need to be addressed using substantive procedures.

Substantive Procedures

7312. The auditor’' s s u balinchdetsubstamtivepprooedueed speckically ee$ponsive
to significant risks. When the response to a significant risk consists only of substantive procedures,
those procedures shall include tests of details.

7.3.13. The auditor’ s s uhaltirelade iaudie propedwes eethted te the financial
statement closing process, including:

(@) Agreeing or reconciling information in the financial statements with the underlying accounting
records, including agreeing or reconciling information in disclosures, whether such information
is obtained from within or outside of the general and subsidiary ledgers; and

(b) Examining material journal entries and other adjustments made during the course of preparing
the financial statements.

7.3.14. Irrespective of the assessed risks, substantive procedures shall be performed for each material
class of transactions, account balance, and disclosure.

Par agrifa@helqui res the auditor to designwhodepenftorm f

timing andbaxe@&noénar@andaseseepondi veske of materi al m
asserti Beclaesel, dbstthamst i ve phaveduwrlease agpey b@®emed

significant cl asses of transact.ions, account bal ance
Not all assertions within a material c¢class of trans:

to be testied. dRaitheirng the subset amern fver nperdo® etdlhue e a u
consideration of the misseraiemé¢s) waer eehi chpocé¢dair,a th
possibility of the misstatement bappmgoprait @r e ahat mag,
and extent aofest te preopedud or med.

7.3.15. If the auditor performed substantive procedures at an interim date, the auditor shall cover the
remaining period by performing:

(@ Sub st apmoteduves, combined with tests of controls for the intervening period; or

(b) Ifthe auditord e t e r nhitit is sufficient, further substantive procedures only, t h provide a
reasonablebasi s for extending the auditto ctome |l pesrn iond &n
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Substantive Analytical Procedures

7.3.16. If the auditor uses substantive analytical procedures to obtain audit evidence, the auditor shall:

(@@ Determine the suitability of the substantnidve anal

for the given assertion(s);

() Evaluate the reliability of data from which the
ratios is developed, taking account of sour ce,
information avail abseprapdrabhnhonpl s over i

(co Develop an expectation of recorded amounts or
is sufficiently precise to identify materi al mi

(d Determine the amount of any difference of record

acceptable without further investigation being

() Il nvestigate fluctuations or relationships that

t hat di ffer from expected values by a significar
obt aianpipnrgopri ate audi't evidence relevant t o mana

additional audit procedures as necessary in the
Substantive analytical procedures are generally more
tend teodibet goprl e over time. The application of plann
expectation that relationships among data exist and
the contrary. However, the suitadbiéi wyl lof dapemd tup
audidt arssessment of how effective it wild.l be in dete
aggregated with other misstatements, may cause the

The a@diet @er mi nati on of the amount of di fference fro

without furt hiesr iinnfvleusetnicgeadt iboyn mat eri al ity and t he

assurance, taking accomingstodtrediewnipduwalilby lort ywhehma ta gag
ot her misstatements, may cause t hme sfsitlsstrecdh.eal a s¢ ead seanck
ri sk increases, the amount o f di fference coinsi dered

order to aadiireevck Itéhweld of persuasive evidence.

Aut omated Tools and Techniques

Anal yti cal procedures can bteo oplesr foorr nieedc hunsiignuge sa, nwuhm bc

automated. The evolution of technology, coupled wi
of data, may create more opportunities for the audi
procedur es

There are countless information sources available
sources) to the auditor, and some are more reliabl
Substantive analytical procedur es matli owsftben amodiet s
both internal and external to the entity and al so
Nonet hel es s, the auditords responsibility for addre
anal ytical pnoltedgugeds i s
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Audit Sampling

7.3.17. If the auditor uses audit sampling when responding to assessed risks of material misstatement as
a means for selecting items for testing, the auditor shall:

(a)Consider the purpose of the auditticprocdedihrepopnud

which the sample wildl be drawn.

(b)Determine a sample size sufficient to reduce samp

(c)Select items in a way that each sampling unit i

(d)Pefrorm audit procedures, appropri at etlhtfeo prhec ediurpeo
i's not applicabl g hteo atuhdeiptsaer teschnaepdl oi cteedmue |l a@cme ment
it em. I f the auditor is wunable to apply the desi

procedunas®, etbed tahuedeisthoal | t b a te aaist eam defvriaam i bhe
prescri bdgd ncdrhter cclase of a ensitsss toaft ecnoennttr o(lisn) tohre
details).

(e)lnvestihgatnratocaesandevaayi ons or misstatements

their possible effect on theomuhpeposarefast lnd dbhei t

Sampl e Design

When designing an audit sampnaey ndlhedauditords consi

1 The purogogerehtesdmmoifnatuidin procedures thaet is

pur p,ovs @itt ems ttoo smdestcptur pose and thddae.ssetli on bei

i The nature of the autdito sesviibdeen cdee vsi cautgi hotn aonrd mi s st
or other characteristics relating tdefhatngudhat
constitutes a deviati on uwlratniiosns ttaot eunseen tf carn ds awhpalt i

The auditor 6ssndoakbhaedac ackefr istpacmay atl ade

i Whet hheer ptopul ati on of items to be tested is appr
Sampling wil./ not identify or test items that are
exampl e, a sample of receivabl e baloafncreesc emiawa bblee s

but such a popul ation would not be appropriate

i The size of the popul ati on. I n some cases, a st
popul ati on to be tested is too small to sampl e.

Audsampling can be applsiteact i gsioc@l eiorhesrtandonsgtical

Statistical conclusions can bestdataiwnt ifomaalp sbaesap li esst | ¢

in combination with other auditemptrioeerdures that addi

Sampl e Size

The | evel of sampling risk that the auditor is wi
|l ower the riskwiheéiamgdittoormaccept, the grAppensdi ke

i ncl uxdeaensplees of f acttheeampi ef suieecifowg tests of contr ol
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Selection of Items for Testing

With statistical sampling, sample items are selecte
probabil igegl eodt endoin\Wittihst i cal sampling, judgment is
Iti s i mportant that the auditor selects a represent at
sampl e it emschwahriaccht ehraivset i cs typical of the popul atio

The printogpsalofmesel ecting samples are the use of
and haphazard selection.

7318. 1l n the extremely rare <circumstances when the audi

r

a

di scovered in a samplaedi ¢ obe sdmldnomalay,n tahédri gh degr

mi sstatement or deviation is not representative of

t

of certainty by performing additional audvitdpnoeedu!
that the misstatement or deviation does not affect

7.3.19. For tests of details, the auditor shall project misstatements found in the sample to the population.

A misstatement t hat has been established to be an

remaining popul ati on.
7.3.Th® auditor shall evaluate:
@ The results of the sample; and

(b)) Whet heretdfe saagpilti ng has provided a reasonabl e
popul ation that has been tested.

For tests of control s, an unexpectedly high sampl e
assessedmat eii @t at ement , unl ess further audit evi
assessment is obtdaitméeds,Fam tueetxpeaft edly high misst
may cause the auditor ttor ameslaicéa v @ ns h @tr a ctcebraisasl | tyh |
mi sstated, in the absence of fmrsdttat amaei tsroewvi sgence

b a

t

<

C

case of tests of detail s, the projected misstateme!

auditor s dstmi ssttiameptoe ot at honhe

I f the auditor concludes that audit sampling has
about the popblatni cestteatt hde auditor may:

i Reguest management to Iinvestigate misst anteinelnt s

n (

t

for further amids ¢toathmmmkentasny necessary adjustment s;

i Tailor the natur e, timing and extent of t hose l
required assxamplkce, Forthe case of testst&dbf contr
sampl e size, test an arldgleatnead i svieb ctoarttriod e opr onoad

External Confirmations

7.3.21. The auditor shall consider whether external confirmation procedures are to be performed as
substantive procedures.

External confirmation procedures frequently are rel

account bal ances and their el ement s, but need not

e
b

auditor may Trequest externadr eceoomdnitrasnatadc wmt rod c ttsh,e otre
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bet ween an entity and other parties. External confi
obtain audit evidence about the absence of certain ¢

7.3.22. When using external confirmation procedures, the auditor shall maintain control over:

(a)Determining the information to be confirmed or
confirming party

(b)Designing t he confirmation request s, i ncluding
addressed ared uogmntianifror mati on for responses to be

(c)Sending the requesipsreiquelstdi wgefmolalpepwi cabl e, to
7.3.23. If management refuses to allow the auditor to send a confirmation request, the auditor shall:

@ I nquire as to management’'s reasons for the refusa
and reasonabl eness;

() Evaluate the implications of management’'s refusal
risks of mamentali mcbksetdanhg the risk of fraud, and
of other audit procedures; and

(c)Perform alternative audit procedures designed to

7.3.24. If the auditor concludes that management ' s refusal to allow the auc
request is unreasonable, or the auditor is unable to obtain relevant and reliable audit evidence from
alternative audit procedures, the auditor shall communicate with those charged with governance. The
auditor also shall determine the impl¥fcations for t1l

7.3.25. If the auditor identifies factors that give rise to doubts about the reliability of the response to a
confirmation request, the auditor shall obtain further audit evidence to resolve those doubts. If the
auditor determines that a response to a confirmation request is not reliable, the auditor shall evaluate
the implications on the assessment of the relevant risks of material misstatement, including the risk
of fraud, and on the related nature, timing, and extent of other audit procedures.

7.3.26. In the case of each non-response, the auditor shall perform alternative audit procedures to obtain
relevant and reliable audit evidence.

7.3.27. The auditor shall investigate exceptions to determine whether they are indicative of misstatements.

7.3.28. The auditor shall evaluate whether the results of the external confirmation procedures, if any,
provide relevant and reliable audit evidence, or whether further audit evidence is necessary.

7.4Speci fic Focus Areas

Going Concern

The auditoroés responsibilities are to eglatraimgsufafid
conctude

i Ont he appropriateness of managementdéds use of the
preparation of theanfd nanci al statement s

“ For the effect on the auditor’s report see Part 9, paragraph 9.5.:
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1 Based on the audit evidence obtained, whether a m
ability to continue as a going concern.
These responsibilities exist even if the financial
financi als sdtoaetse meontt i ncl ude an explici't requi rement
assessment of the entityés ability to continue as a
The auditor shall evaluate management’' s assessment
concern.®
I n accordance with the requirements of this Part,
assessment of the entityds ablid imany oc xaed,i ntulee ama ma
|l ess complex entities may si@odsmarnte @fr etplag ean tai tdedsai d
as a going concern, b tdte pit s tkenaodv| malyg er elfy t e ibmusi ne
future prospects. I n such cases, i-bnmaj emegn &g mrampri ing
of t hewietnht imMlaynage ment , provided that managementds pl
documentary evidence and are consistent with the au
t h auditor s evalwuation of goindycdncemnurs,sifoar éxagm
i nspection of supporting documentati on.

Continued supmamdgdedrys oiwh eafdleens si ntepepompslaeayb i 1t oty t o con
as a going cohcd&rsn.l aWhgeerley a i nanced -bhan agtd rojpany fbreom t
i mportant that these funds are not withdmsawmporWhere
from t h-maonwger, the auditor-maay Gevaabliulaittey tthoe noewente rt h e
undersutphpeor t arraddietmeon, 1 he auditor may request wr
and conditi ons sautptpaocrhti nagn dnatntsds echwinteernt i on ar under st q

7421l n evaluating management’s assessment ofcemhhe entity
auditor shall:
(@) Cover the same period as used by management, as required by the applicable financial
reporting framework. If that period is less than twelve months from the date of the financial
statements, the auditor shall ask management to extend the period. If management does not
make or extend its assessment, the auditor shall
report. 1
() Consider whether management’'s assessment i ncl ude s
auditor is aware of as a result of the audit.
The auditor also remains alert to the possibility th
or conditions that wil!/l occur beyond the period of
into gmaseagement 6s use of the going concern basis o
statement s. The further into the future the events
concern issues need to be before the auditor takes f
7.4.3. The auditor shall inquire of management as to its knowledge of events or conditions beyond the
perordof management’s assessment that may cast signifioc
as a going concern.
% For the effect on the auditor’s report see Part 9, paragraph 9. 5.°:
% For the effect on the audito20s report see Part 9, paragraph 9.5.
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I f events or conditions have been identified
continue as a going concern, the auditor shall obtain sufficient appropriate audit evidence to
determine whether a material uncertainty exists through performing additional procedures, including
consideration of mitigating factors. These procedures shall include:

t hat

(@ Where managementhas not yet performed an assessment of

a going concern, requesting management to make its assessment.

() Evaluating management
whether the outcome of these plans is likely to improve the situation, and whether
management’'s plans are feasible in the cir

(c)  Where the entity has prepared a cash flow forecast, and analysis of the forecast is a significant
factor in considering the future outcome of events or conditions in the evaluation of
management’'s plans for future actions:

0] Evaluating the reliability of the underlying data generated to prepare the forecast; and

(i)  Determining whether there is adequate support for the assumptions underlying the
forecast.

(d) Considering whether any additional facts or information have become available since the date
on which management made its assessment.

A material wuncertainty exists when the magmiethwcde
scl
r

is such that, pirmféebhpiudouadntor 6appropriate di
i mplications of the uncertainty is, for a fai

s plans for future acti

m

ons

cumst an

of the finanei,alf et ag edinemmplsiwam&, necessary for the

to be mi.sl eading

If there is significant delay in the approval of the financial statements by management or those
charged with governance after the date of the financial statements, the auditor shall inquire as to the
reasons for the delay. If the auditor believes that the delay could be related to events or conditions
relating to the going concern assessment, the auditor shall perform additional audit procedures as
necessary, as wellasconsider t he effect on the auditor’'s
material uncertainty.

Management Override of Control s

7.4.6.

The auditor shall design and perform audit procedures to:

(@) Test the appropriateness of manual and automated journal entries recorded in the general
ledger and other adjustments made in the preparation of the financial statements, including:

0] Making inquiries of individuals involved in the financial reporting process about
inappropriate or unusual activity relating to the processing of journal entries and other
adjustments;

(i)  Selecting journal entries and other adjustments made at the end of a reporting period;
and

(i)  Considering the need to test journal entries and other adjustments throughout the period.
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(b) Review accounting estimates for biases and evaluate whether the circumstances producing
the bias, if any, represent a risk of material misstatement due to fraud. In performing the review,
the auditor shall:

0] Evaluate whether the judgments and decisions made by management indicate a
possible bias on the part of the entity’s
reasonable, that may represent a risk of material misstatement due to fraud. If so, the
auditor shall reevaluate the accounting estimates taken as a whole; and

(i)  Perform a retrospective review of management judgments and assumptions related to
significant accounting estimates reflected in the financial statements of the prior year.

(c) For significant unusual transactions outside the normal course of business for the entity or that
otherwise appear to be unusual, evaluate whether the business rationale (or the lack thereof)
of the transactions suggests that they may have been entered into to engage in fraudulent
financial reporting or to conceal misappropriation of assets.

(d) Respond to the identified risks of management override of controls to the extent not already
addressed by (a) to (c).

Al t hough the | evel of rifsiconft rmdrmrsagve mdntvaocwerfrriode en

nevertheless present in all entities. Due to the wunrtg
it is a risk of materi al mi sstatement due to fraud
Materi al mi sstat ement of financi al statements due
financial reporting process by recording inappropri a
throughout the year or atnapgeermeondt enmadk, i nogr abdojtuhs,t noernt b
reported in the financial statements that are not

reclassifications.

Aut omated Tools and Techniques

ma

on

i de

I n manual gener al -slteadngdearr ds yjsotuernmsa,l neonnt r i es may be i
of |l edger s, journal s, and supporting documentat:i
maintain the gener al |l edger andeptepase maynanxdisdl
el ectronic form and may therefore be more easily
ated Parties

The auditor shall design and perform further audit procedures to obtain sufficient appropriate audit

evidence about the assessed risks of material misstatement associated with related party
relationships and transactions, including inspecting:

@ Bank and | egal confirmations obtained as part of

(b)  Minutes of meetings of shareholders and of those charged with governance; and

(c)  Such other records or documents as the auditor considers necessary in the circumstances of
the entity.

If the auditor identifies arrangements or information that suggests the existence of related party
relationships or transactions that management has not previously identified or disclosed to the
auditor, the auditor shall determine whether the underlying circumstances confirm the existence of
those relationships or transactions.
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7.4.9. If the auditor identifies related parties or significant related party transactions that management has
not previously identified or disclosed to the auditor, the auditor shall:

(@) Where the applicable financial reporting framework establishes related party requirements:

0] Request management to identify all transactions with the newly identified related parties
for the auditor’'s further evaluation;

i) I'nquire as to why the entity’s controls over r
failed to enable the identification or disclosure of the related party relationships or
transactions;

(b)  Perform appropriate substantive audit procedures for such newly identified related parties or
significant related party transactions;

(c) Reconsider the risk that other related parties or significant related party transactions may exist
that management has not previously identified or disclosed to the auditor, and perform
additional audit procedures as necessary; and

(d) If the non-disclosure by management appears intentional (and therefore indicative of a risk of
material misstatement due to fraud), evaluate the implications for the audit.

Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

7.4.10. If the auditor identifies related parties or significant related party transactions that management
has not previously identified or disclosed to the auditor, the auditor shall promptly communicate
the relevant information to the other members of the engagement team.

7.4.11. Foridentifeds i gni fi cant rel ated party transactions outsid
the auditor shall:

(@) Inspect the underlying contracts or agreements, if any, and evaluate whether:

0] The business rationale (or lack thereof) of the transactions suggests that they may have
been entered into to engage in fraudulent financial reporting or to conceal
misappropriation of assets;

i)y The terms of transactions are consistent with

(i)  The transactions have been appropriately accounted for, presented and disclosed in
accordance with the applicable financial reporting framework.

(b) Obtain audit evidence that transactions have been appropriately authorized and approved.

7.4.12. If the auditor identifies signif i cant transactions outside the entity
auditor shall inquire of management about the nature of these transactions and whether related
parties could be involved.

7.4.13. If management has made an assertion in the financial statements to the effect that a related party
transaction was conducted on terms equivalent to tho
auditor shall obtain sufficient appropriate audit evidence about the assertion.
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Considerations When There Are Members of the Engagement Team Other Than the Engagement
Partner

7.4.15A. [Moved to paragraph 6.3.3].

Accounting Estimates

7.4.14. The auditor shall design and perform further audit procedures related to accounting estimates to
obtain sufficient appropriate audit evidence regarding the assessed risks of material misstatement at
the assertion level, including for related disclosures.

7415. The auditor’s further audit procedures to respond
assertion level relating to an accounting estimate shall include one or more of the following
approaches:

(@) Obtaining audit evidence from events occurring up to the date of t
paragraph 7.4.16).

(b) Testing how management made the accounting estimate (see paragraphs 7.4.17-7.4.18).
(co Developing an auditor’s point e%timate or range (

Given theohatmamy accounting estimates for an LCE,
esti mate may be known before the date of the auditor
obtained from events occurring up toovtildee dcatfd i of e
appropriate audit evidence to address the assessed

accounting estimates, however, events noacyc mmoaivin gl eup t
sufficient appropri atwhebhdret aeciodanmnciesg arbesatsionmaatbe e
mi sst@eéed. , when events or conditions develop only
circumstances, the auditor 6 ef lmrptphreoracaitedsi ti npr(dge dbur

Obtaining Audit Evidence from Events Occurring Up to t

74.16. When the auditor’'s further audit procedures incluc
up to t he dat eepootfthe auditer stralledaluatewhéther thre audit evidence is sufficient
and appropriate, taking into account any changes in circumstances and other relevant conditions
between the event and the measurement date that may affect the relevance of such evidence.

Testing How Management Made the Accounting Estimate

7.4.17. When testing how management made the accounting
procedures shall address whether:

(@) The method selected is appropriate, including any changes from the prior period;

(b) The significant assumptions and data are consistent and appropriate, and their integrity
maintained in applying the method;

(c) Management has the intent to carry out specific courses of actions;

(d) The judgments made in selecting the method, significant assumptions and data, give rise to
indicators of possible management bias. When indicators of possible management bias are
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identified, the auditor shall evaluate the implications for the audit. Where there is intention to
mislead, management bias is fraudulent in nature;

(e) Changes from prior periods are appropriate;

()  The data is relevant and reliable in the circumstances; and

(g) Calculations are mathematically accurate and whether judgements have been applied
consistently.

Met hod, Significant Assumptions and Dat a

Rel evant considerations for the auditor regarding
assumptions and data in the contferxamework,e amaop, iicfabd
the appropriateness of changes from the prior peri ot

i Management 6s rationale for the selection of the n

1 Whet her the method, a saspupmpotpiroinat en di nd atthaet dcder ¢ U ms
nature of the accounting estimat e, the requirem
framework, and the business, industry and environ

1 Whet her a change from prior periods i Badedctomg

new circumstances or new information. When it 1is
in compliance with the applicable financi al rep
accounting estimate may givethéskei hanmbakrstat emine
be an indicator of possible management bias.

1 When management has determined that different me
di fferent esti mat es, how management has investiga

i Whet her the significant assumptions are inconsi st
ot her accounting esti mates.

7418. The auditor’ s f ur tshal address dhether, i rthe comtdxti of ¢he applicable

financial reporting framework, management has taken appropriate steps to understand estimation
uncertainty and address estimation uncertainty by selecting appropriate point estimates and
developing related disclosures. When management has not undertaken appropriate steps, the
auditor shall:

(a) Request management to perform additional procedures to understand estimation uncertainty
or to address it by reconsidering the selection of ma n a g e mgoimttestimate or considering
providing additional disclosures related to the estimation uncertainty; and

(b) 1 f the auditor determines that management’'s res,
sufficiently address estimation uncertainty, to t
estimate or range.

When the applicable financi al reporting framework d
from among reasonably possi bbpeodfsomesunoesdoéebenaeke
judgment by management i s an i mportant consideration
of the point estimate selected and the related discl
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Matters that may be relevant foer dibel asdirtter abogar e
uncertainty include the requirements of the applic:
require disclosures:

i That describe the amount as an accounting esti mat

the promakisnfoirt; and
1 About materi al accounting policy information r el
include significant or critical ma n a g elnoeonkti njgu d g m

assumptions or other sources of estimation uncert

Devel oping an Auditor’s Point Estimate or Range

7419.When the auditor develops a point estimate or range
auditor’s further audit procedures shall include auc

(a) Evaluate whether the methods, assumptions or data used are appropriate in the context of the
applicable financial reporting framework; and

(b) Determine that the range includes only amounts that are supported by sufficient appropriate
audit evidence.

The auditords deci si @n aagotimtwheetth emvatteo rcad vheelro t han
the nature of the accountpirnogf eesgstiicbmamatden t amah &t e au dictu

For exampl e, the nature of the accounting estimate
variilaibty in the reasonably possible outcomes. I n the
may be an effective approach, particularly when it c

The requfioremehnet audit or t oe dienelrumdee dmlay dhmeumtasn gt h:
by sufficient appropriate audit evidence does not m

evidence to support each possible outcome in the ra
obtaieneei dto determine that the points at bot h enoc
circumstances, thereby supporting t hat amount s f al

reasonabl e.

l nventory

7.4.20. If inventory is material to the financial statements, the auditor shall obtain sufficient appropriate audit
evidence regarding the existence and condition of inventory by:

(@ Unless impracticable, attendance at physical inventory counting, to:

(i )Evaleuammanagement’'s instructions and procedures
results of the entity’s physical inventory cour
(iiQbserve the performance of management’s count p

(iilinspect the inventory; and
(i vRherform test count s;

(b) Performingauditpr ocedures over the entity’s final invent
accurately reflect actual inventory count results; and
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(c) If the physical inventory counting is at a date other than the date of the financial statements,
performing audit procedures to obtain audit evidence about whether changes in inventory
between the count date and the date of the financial statements are properly recorded.

7.4.21. If the auditor has not attended the inventory count due to unforeseen circumstances, the auditor
shall make or observe some physical counts on an alternative date, and perform audit procedures
on intervening transactions. If attendance at physical inventory counting is impracticable, the auditor
shall perform alternative audit procedures to obtain sufficient appropriate audit evidence regarding

the existence and condition of inventory, or if no:t
report.t’

I n some cases, attendance at prpysaicdalc aibidveen tTohriys croawr
factors such as the nature and | ocation of the 1inve
|l ocati on that may pose t hr elalhes meot ttehre osfa fgee nye roafl tihn
di fficultyjntvomepadwavreaod,stsuf fi cient to support a dec
attendance islmnmpoameticaaskrlse where attendance i s mp
procedur es, for exampl e, i nspection epedotumennathnbd

it ems acquired or purchased prior to the physical
appropriate audit evidence about the existence and
it may not be possiadpipr agpor ioabtteaianu dsiutf fewiidenntce regar

condition of inventory by performing alternative a
required to modify the opinion in the auditords rep:«
7.4.22. If inventory under the custody and control of a third party is material to the financial statements, the
auditor shall obtain sufficient appropriate audit evidence regarding the existence and condition of that
inventory through confirmation as to the quantities and condition, or performing inspection or other
audit procedures appropriate in the circumstances.
Litigation and CIl ai ms
7.4.23. The auditor shall design and perform further audit procedures in order to identify litigation and claims
involving the entity which may give rise to a risk of material misstatement, including:
(@) Inquiry of management and, where applicable, others within the entity, including in-house legal
counsel;
(b) Inspecting minutes of meetings of those charged with governance and correspondence
between the entity and its external legal counsel; and
(c) Inspecting legal expense accounts.
7.4.24. If the auditor assesses a risk of material misstatement regarding litigation or claims that have been
identified, or when audit procedures performed indicate that other material litigation or claims may
exist, the auditor shall, in addition to the procedures required by this standard, seek direct
communication with the entity’s external |l egal coun
inquiry, prepared by management and sent by the au
counsel to communicate directly with the auditor. 8
¥ For the eff ec trepmtseePdrt®, paragepht9.6.15. s
8 For the effect on the auditol4 s report see Part 9, paragraph 9. 5.
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7425.The auditor shall modify tfife opinion in the auditor

@ Management refuses to give the auditor permission
externallegalcounsel,or t he entity’ s efuséséorespard apprepgatelytoth®® unsel r
letter of inquiry, or is prohibited from responding; and

(b)  The auditor is unable to obtain sufficient appropriate audit evidence by performing alternative audit
procedures.
Audit ProceNatempWhance with Law or Regulation is | den

7.4.26. The auditor shall obtain sufficient appropriate audit evidence regarding compliance with the
provisions of those laws and regulations generally recognized to have a direct effect on the
determination of material amounts and disclosures in the financial statements.?°

7.4.27. If the auditor becomes aware of information concerning an instance of non-compliance or suspected
non-compliance with laws and regulations, the auditor shall:

(@) Understand the nature and circumstances, and obtain further information necessary to
evaluate the possible effect on the financial statements;

(b) Discuss the non-compliance with management, and where appropriate, those charged with
governance, unless prohibited to do so by law or regulation;

(c) If sufficient information about suspected non-compliance cannot be obtained, evaluate the
effectof the lackofs uf f i ci ent appropriate audit evidence on

(d Evaluate the implications on other aspects of the
and the reliability of written representations and take appropriate action.?!

Using the Services of a S e r vOrgamization
7.4.28. If the entity is using the services of a service organization, the auditor shall:

(@) Determine whether sufficient appropriate audit evidence concerning the relevant financial
statement assertions is available at the entity; and, if not,

(b) Perform further audit procedures to obtain sufficient appropriate audit evidence or use another
auditor to perform those procedures at the serviec

Using the Work of Managementd Expert

7429.1 f i nformation to be used as audit evidence has be
expert, the auditor shall, having regard to the si
purpose, evaluate the appropriateness of the e x per t’' s wor k as audit eviden

assertion.

Considerations when evaluating the appropriateness
i nclude:

¥ For the eff ectepatseePdrt® paragepht9.6.16. s r
2 For the effect on the auditordls report see Part 9, paragraph 9. 5.°:

2 For the effect on the auditor’'1s95rl2pnd®513see Part 9, paragraphs 9. 5.
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i The relevance and reasonabl eness of that expert ds
with other audit evidence, and whether they have
statement s;

il I f that expertoéos wor k i nwaolomess ande meft hoidgni ft ihea mt
reasonabl eness of those assumptions and met hods;

1 I f that expertdéds work involves significant wuse of
accuracy of that source data; and

i I f that expertossevoafk iimfvod matsi drhef rom an exter ne
relevance and reliability of that information.

Using the Work of an Auditordés Expert

7.4.30. When the auditor has determined to use the work o

theadequacy of the auditor’s expert’s work, including
(@) The relevance and reasonableness of that expert’s
with other audit evidence;
(b))l f that expert’s work invol ves udsse ofh es irgenliefviacnacnet
reasonabl eness of those assumptions and met hods i
(c)lf that expert’s work involves the use of source
relevance, compl eteness, atha. accuracy of that sou
7.381L If the auditor determines that the work of the a
purposes, the auditor shall agree on further work to

procedures appropricatse to the circumstan

7. 5Accumul ation of Mi sstatement s

7.5.1. The auditor shall accumulate misstatements identified during the audit, other than those that are
clearly trivial.

Mi sstatements that are clearly trivial twuadeé, ber odf aa

wholly different nature than those that would be det
that are clearly inconsequential, whether taken ind
any criteria of nantcuerse, Whiezne tohrercei ricsumasntya uncert ai nf
more items are clearly trivial, the misstatement i s

7.5.2. The auditor shall request management to correct all misstatements accumulated during the audit.

7.5.3. I f, at the auditor’s request, management has exami
disclosure and corrected misstatements that were detected, the auditor shall perform additional audit
procedures to determine whether misstatements remain.

Such a request may be made, f o& perxaajmepd tei, o nb acsfe d miosns
i denti fawdi ti nsampl e to the entire population from wh

7.5.4.If the auditor identifies a misstatement during the audit, the auditor shall evaluate whether the
misstatement is indicative of fraud. If there is such an indication, the auditor shall determine the
implications on other aspects of the audit, including on the identified and assessed risks of material
misstatement and the reliability of management representations.
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Since fraud involves incentive or pressure to commi:t
rationali zatiiomstodndéereofacftrawmch i s unlikely to be an
mi sstateménths, nsmerous misstatements even though t h
may be indicative of a risk of material misstatement

7.5.5. If the auditor identifies a misstatement that may be the result of fraud, and suspects that management
is involved, the auditor shall:

(a)Reevaluate the risks of material misstatement due
or

(b)Consider whether circumstances or conditions indi
management rotri eéeshiwhdenmpa econsidering the reliabildi:t

The implications of identified or suspected fraud d

ot her wi se insignificant fraud ma y be sigauchcant

circumstances, the reliability of evidence previousl

may be doubts about the completeness and truthful ne
genuineness of accounti ng hreerceo rnidasy aanlds od obceu mee npt cast si i obni.
invol ving empl oyees, management or third parties

7.5.6. The auditor shall determine whether the scope, timing and direction of the audit needs to be revised
if:

(@) The nature of identified misstatements and the circumstances of their occurrence indicate that
other misstatements may exist that, when aggregated with misstatements accumulated during
the audit, could be material; and

(b) The aggregate of misstatements accumulated during the audit approaches materiality.

7.6pecific Communication Requirements
7.6.1. On a timely basis, the auditor shall communicate:

(@) To those charged with governance, in writing, significantd e f i ci enci e ssystemoft he ent |
internal control identified during the audit.

(b) To management:

0] In writing, matters that have been communicated to those charged with governance
(unless it would be inappropriate to communicate directly with management in the
circumstances); and

(i)  Other deficiencies in internal control identified that have not been communicated but are
of sufficient importance to merit management’ s

7.6.2. In respect of communication of significant deficiencies to those charged with governance, the auditor
shall include a description and explanation of the potential impact of the deficiencies, and sufficient
information to understand the context of the communication.

l descri bingofheheontidkt or 6 hec ameiexipd atiinorn hat:

1 The purpose of the audit was for the auditor to e
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il The audi't included consider ati on adfi oinntodr rahle da mt

statements in order to design audit procedures
not for the purpose of expressing an opinion on

i The matters being repodefeidciagrecileismittheat ttoh et hawdcki

during the audit and that the auditor has concl
reported to those charged with governance.

7.6.3. In communicating with management and, where appropriate, those charged with governance, the auditor
shall consider if there are any matters to communicate regarding accounting estimates. In doing so, the
auditor shall consider whether the reasons given to the risks of material misstatement relate to estimation
uncertainty, or the effects of complexity, subjectivity, change, or management bias in making accounting
estimates and related disclosures.

7. 7Specific Documentation Requirements

I n addition to the gener alkaddwlmermt atpipdny rtehg wiurgehnoeurt

engagemesnpteci fic matters to be documented relevant
7.7.1. The auditor shall include the following in the audit documentation:

(@) The overall responses to the assessed risks of material misstatement at the financial statement
level;

(b)  The linkage between the procedures performed and the assessed risks at the assertion level,

(c) The results of the audit procedures, including the conclusions where these are not otherwise
clear;

(d) The results of audit procedures designed to address the risk of management override of
controls;

(e) All misstatements accumulated during the audit and whether they have been corrected; and

() If the auditor plans to use audit evidence about the operating effectiveness of controls obtained
in previous audits, the conclusions reached about relying on such controls that were tested in
a previous audit.

7722Where the assessed risk of materi al mi sstat ement
include the specific fraud response.

7.7.3. Where the auditor has identified or suspected non-compliance with laws and regulations, the auditor
shall document:

(@) The results of discussion with management, and where appropriate, those charged with
governance and others; including how the matter has been responded to; and

(b) The audit procedures performed, the significant professional judgments made, and the
conclusions reached thereon.

7.7.4. In respect of accounting estimates, the auditor shall document significant judgments relating to the
auditor’s determination of whether the accounting
in the context of the applicable financial reporting framework, or are misstated.
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8. Concluding

Content of this Part

Part 8 sets out the requirements for:

f

= =2 =4 -2

Scope of this Part

The evalpwatfioomsed and the conclusions reached W
Pa®Bt

Evaluating corrected and uncorrected misstat
Eval usuthisneggaeaeht s .

Concluding activities, including the related
Concluding on going concern and related disc

Obt ai miingewm representations and performing

8.

Objectives

8.1.1. The objectives of the auditor are to:

8.

(a) Evaluate, the effect of identified misstatements on the audit and the effect of any uncorrected
misstatements on the financial statements;

(b) Conclude, based on the audit evidence obtained, whether a material uncertainty exists related

to events or conditions that may cast significan:

going concern; and

(c) Conclude on whether sufficient appropriate audit evidence has been obtained on which to base
the auditor’s opinion.

Evaluation of Misstatements I dentified During

8.2.1. If management refuses to correct some or all of the misstatements communicated by the auditor, the
auditor shalll obtain an understanding of management

shall take that understanding into account when evaluating whether the financial statements as a
whole are free from material misstatement.

8.2.2. Prior to evaluating the effect of uncorrected misstatements, the auditor shall reassess materiality to
confirm whether it remains appropriate in the context of theentity ' s act ual financial r

8.2.3. The auditor shall determine whether uncorrected misstatements are material, individually or in

aggregate, by considering the:

(a)Nature and size of the misstatements, both

account bal ances or di scl osures and the f
circumstances of their occurrence; and

the Au

i n
nanci

(b)Ef fect of unaovtemeaotsed rmil asted to prior periods
transactions, account balances or disclosures,
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8. Bnalytical Procedures that Assist When Forming an Ov:

8.3.1.

8.3.2.

The auditor shall design and perform analytical procedures near the end of the audit that assist the

auditor when forming an overall conclusion as to whether the financial statements are consistent with

the auditor’”s wunderstanding of t hepreviously unigentifiednd t o i
risk of material misstatement due to fraud.

The auditor shall investigate fluctuations or relationships that are inconsistent with other relevant
information obtained during the course of the audit, by inquiring of management and performing other
audit procedures as necessary in the circumstances.

8. 8ubsequent Events

Financi al statements may be affected by certain eve
statement s. Many financi al yr erpeofreri ntgo fgwae wev &st s.pe
reporting frameworks ordinarily identify two types
1 Those that provide evidence of conditions that e
and
il Those that provi de e vardoesnec ea fotfe rc otnhdei tdiaotnes otfh atth e
The auditor is not, however, expected to perform add
applied audit procedures have provided satisfactory
Events Occurring between the Date ofthe Fi nanci al Statements and the Date

8.4.1.

8.4.2.

8.4.3.

The auditor shall perform audit procedures designed to obtain sufficient appropriate audit evidence
that all events occurring between the date of the financial statements and the date ofthe audi t or
report that require adjustment of, or disclosure in, the financial statements have been identified.

S

The auditor shall perform those procedures in accordance with paragraph 8.4.1. for the period from
the date of the financial statementst o t he date of the auditor’
thereto, including:

s repor

(a)Obtaining an understanding of any procedures man
subsequent events are identified.

(b))l nquiring of mana@empemntpri and, whaoee charged wit|
whet her any subsequent events have occurred that

(c)Reading minutes of meendggmemtfod e ec bavngeed ,wi th go
held after thedoédadainceuishiermg about matters discus
for which minutes are not yet available.

(d)Reading the entity’s monthly or quarterly infor ma

If the auditor has identified events that require adjustment to the financial statements or disclosures

therein to comply with the entity’s applicable fin.
procedures in paragraphs 8.4.1. and 8.4.2, the auditor shall determine whether each such event is

appropriately reflected in the financial statements.
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Facts Which Become Known to the Auditor after t he Date

Financial Statements Are Issued

8.4.4. The auditor has no obligation to perform any audit procedures regarding the financial statements
after the date of the auditor’s report. However,
had it been known to the auditor at the date of
are issued, may have causedt he audi tor to amend the auditor’'s
management, and where appropriate, those charged with governance, and determine whether the
financial statements need amendment and if so, inquire how management intends to address the
matter.

8.4.5. If management amends the financial statements, the auditor shall carry out the audit procedures
necessary in the circumstances on the amendment, including extending the audit procedures

performed to the dat e nodfprtolved dnenwg aau chietwo ra’'ud i rt eopr g rst

financial statements.

8.4.6. In jurisdictions where management is not required by law, regulation or the financial reporting
framework to issue amended financial statements, the auditor need not provide an amended or new
audi t or.Heweveripnmmagement does not amend the financial statements in circumstances
where the auditor believes they need to be amended, then the auditor shall:

t

i f
he

rep.

reef

@ I1I'f the auditor’s report has not yet been provi de

provide the &wditor’'s report;

() I'f the auditor’s report has mtfyrmarmagemnenbaadtiosepr ovi de.

charged with governance not to issue the financial statements to third parties before the
necessary amendments have been made. If the financial statements are nevertheless
subsequently issued without the necessary amendments, the auditor shall take appropriate

action to seek to prevent reliance on the audi

Facts Which Become Known to the Auditor after the Financial Statements Have Been Issued

8.4.7. After the financial statements have been issued, the auditor has no obligation to perform any audit
procedures regarding such financial statements. However, if, after the financial statements have been
issued, a fact becomes known to the auditor that, had it been known to the auditor at the date of the
auditor’s report, may have caused the auditor to

(a) Discuss the matter with management and, where appropriate, those charged with governance;
(b) Determine whether the financial statements need amendment; and, if so,
(c) Inquire how management intends to address the matter in the financial statements.
8.4.8. If management amends the financial statements, the auditor shall:
(@) Carry out the audit procedures necessary in the circumstances on the amendment, including:

0] Extending the audit procedures referred to in paragraphs 8.4.1. and 8.4.2. to the date of
the new audiandadra't® tdrormtew aaahrier than the date efp or t
approval of the amended financial statements; and

2 For the effect on the audito2ll!s report see Part 9, paragraph
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(i) Providing a n e v oathedamended financial ggements; and

(b) Review the steps taken by management to ensure that anyone in receipt of the previously
issued financi al statements together with the auc
situation.

8.4.9. If management does not take the necessary steps to ensure that anyone in receipt of the previously
issued financial statements is informed of the situation and does not amend the financial statements
in circumstances where the auditor believes they need to be amended, the auditor shall take
appropriate action to seek to prevent reliance on t}

8. 5The Auditoro6s EvkhémaAdtoinsi tain@s Oto Support the Audito
Evaluations Required

8.5.1. Based on the audit procedures performed and the audit evidence obtained, the auditor shall evaluate
whether the assessments of the risks of material misstatement at the financial statement and
assertion levels remain appropriate.

An audit of financial statements is a cumulative and iterative process. As the auditor performs planned
audit procedures, the audit evidence obtained may cause the auditor to modify the nature, timing or
extent o f pl anned audi't procedur es. I nf ormati on ma)
significantly from the information on which the risk assessment was based. In such circumstances, the
auditor may need to reevaluate the planned audit procedures, based on the revised consideration of
assessed risks for all or some of the classes of transactions, account balances, or disclosures and related

assertions.

The auditor may also consider whether such informat:i
appropriateness of use of the ISA for LCE for the audit, which may necessitate a modification to the terms

of engagement.

8.5.2. For accounting estimates, the auditor shall evaluate, based on the audit procedures performed and
audit evidence obtained, whether:

(8) The assessments of the risks of material misstatement at the assertion level remain
appropriate, including when indicators of possible management bias have been identified; and

() Management’'s decisions about the raddsglosurdof on, me a
accounting estimates in the financial statements are reasonable in the context of the applicable
financial reporting framework.

8.5.3. The auditor shall evaluate whether two-way communication between the auditor and those charged
with governance has been adequate for the purpose of the audit. If it has not, the auditor shall
evaluate the effect, if any, on the audit and take action as appropriate.

For example, the original ri sk assessments may need
to be modified on the basis of a scope limitation or other actions may need to be taken as appropriate.

8.5.4. The auditor shall perform audit procedures to evaluate whether the overall presentation of the
financial statements is in accordance with the applicable financial reporting framewaork. In making this
evaluation, the auditor shall consider whether the financial statements are presented in a manner
that reflects the appropriate:

2 For the effect on the audit6?’s report see Part 9, paragraph 9.

Agenda Item 2-C
Page 85 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

(@) Classification and description of financial information and the underlying transactions, events
and conditions; and

(b)  Presentation, structure and content of the financial statements.

Concluding

8.5.5. The auditor shall conclude whether sufficient appropriate audit evidence has been obtained. In
forming an opinion, the auditor shall consider all relevant audit evidence, regardless of whether it
appears to be corroborative or contradictory.

8.5.6. If the auditor has not obtained sufficient appropriate audit evidence as to a relevant assertion, the
auditor shall attempt to obtain additional audit evidence. If the auditor is unable to obtain sufficient
appropriate audit evidence, the auditor shall express a qualified opinion or disclaim an opinion on the
financial statements. 24

8.5.7. The auditor shall evaluate whether sufficient appropriate audit evidence has been obtained regarding,

and shalll conclude on, t he appr opr ingdorcerre lmss ob f man a (
accounting in the preparation of the financial statements.?®

858 The auditor shall conclude, based on t he audit eV
professional judgment, a material uncertainty exists related to events or conditions that, individually

or collectively, may cast significant doub® on he ¢

859. 1 f the auditor concludes that management’s wuse of
appropriate in the circumstances but a material uncertainty exists, the auditor shall determine whether

the financial statements:

(@) Adequately disclose the principal events or conditions that may cast significant doubt on the
entity’'s ability to contiagemarst 'as gpliangs ctoncece al
events or conditions; and

(b) Disclose clearly that there is a material uncertainty related to events or conditions that may
cast significant doubt on the entity’'s abality to
it may be unable to realize its assets and discharge its liabilities in the normal course of
business.

In such cases, the auditor shall express an unmodi fi

a separate section undreaertthaei mteya dRerlgatiMag etra aGoiUng C

8.5.10.1 f events or conditions have been identified that m

continue as a going concern but, based on the audit evidence obtained the auditor concludes that no
material uncertainty exists, the auditor shall evaluate whether, in view of the requirements of the
applicable financial reporting framework, the financial statements provide adequate disclosures about
these events or conditions.

8.5.11. If the auditor confirms that, or is unable to conclude whether, the financial statements are materially
misstated as a result of fraud, the auditor shall evaluate the implications on the audit including on the

assessed risks of materi al mi sstatement and the
% Fortheeffectont he auditor’s report 26ee Part 9, paragraph 9.5.
% For the effect on the auditol7ls report see Part 9, paragraph
% For the effect on the auditol8 s report see Part 9, paragraph
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8.@%ritten Representations

Written representations are necessary information that the auditor requests in connection with the
audi t of the entityds financi al statement s. Accord
representations are audit evidence. However, although written representations provide necessary
audit evidence, they do not provide sufficient appropriate audit evidence on their own about any of
the matters with which they deal. Furthermore, the fact that management has provided reliable written
representations does not affect the nature or extent of other audit evidence that the auditor obtains

about the fulfill ment of management s responsibiliti

8.6.1. The auditor shall obtain written representations from management who have appropriate knowledge
of the matters concerned and responsibility for the financial statements, and where appropriate those
charged with governance, about the following matters:

(@) That they have fulfilled their responsibility for the preparation of the financial statements in
accordance with the applicable financial reporting framework, including where relevant their
fair presentation; 2’

(b)  That they have provided the auditor with all relevant information and access as agreed in the
terms of the audit engagement;

(c) That all transactions are recorded and are reflected in the financial statements;

(d) That they acknowledge their responsibility for the design, implementation and maintenance of
controls to prevent and detect fraud;

(e) That they have disclosed to the auditor the result of its assessment of the risk that the financial
statements may be materially misstated because of fraud;

()  That their knowledge of fraud, or suspected fraud, or allegations of fraud or suspected fraud
has been disclosed to the auditor;

(9 That they have disclosed to the auditor the iden
related party relationships and transactions of which they are aware;

(h) That they have appropriately accounted for and disclosed related party relationships and
transactions in accordance with the requirements of the financial reporting framework;

® That all known instances of non-compliance or suspected non-compliance with laws and
regulations whose effects should be considered when preparing financial statements have
been disclosed to the auditor;

0] That all known actual or possible litigation and claims whose effects should be considered
when preparing the financial statements have been disclosed to the auditor and accounted for
and disclosed in accordance with the applicable financial reporting framework;

(k)  With respect to accounting estimates, whether the methods, significant assumptions and data
used in making the accounting estimates and disclosures are appropriate to achieve
recognition, measurement or disclosure is in accordance with the applicable financial reporting
framework;

27 The management responsibilities shall be described in the same way in the representation as described in the terms of
engagement.
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() That all events occurring subsequent to the date of the financial statements and for which the
applicable financial reporting framework requires adjustment or disclosure have been adjusted
or disclosed;

(m) With respect to going concern, if a material uncertainty exists, information about their plans for
future actions and the feasibility of these plans;

(n) Regarding any restatement made to correct a material misstatement in prior period financial
statements that affect the comparative information; and

(o) Other representations the auditor determines necessary to support other audit evidence
relevant to the financial statements or one or more specific assertions in the financial
statements, including where necessary to support oral representations.

The auditor shall consider the need to obtain representations about specific accounting estimates.
The written representation shall be in the form of a representation letter addressed to the auditor.
Appendix 7 sets out an illustrative representation letter.

If law or regulation requires management to make written public statements about its responsibilities,
and the auditor determines that such statements provide some or all of the representations required
by this standard, the relevant matters covered by such statements need not be included in the
representation letter.

The auditor shall request a written representation from management, and where appropriate, those
charged with governance, whether they believe the effects of uncorrected misstatements are
immaterial, individually or in aggregate, to the financial statements as a whole. A summary of such
items shall be included in or attached to the written representation.

If the auditor has concerns about the competence, integrity, ethical values, or diligence of
management, or about its commitment to or enforcement of these, or representations received are
inconsistent with other audit evidence, the auditor shall determine the effect on audit evidence more
generally and take appropriate actions, including considering the possible effect on the opinion in the
audi t or? maving egaa totthe requirement in paragraph 8.6.7.

In the case of identified inconsistencies between one or more written representations and audit
evidence obtained from another source, the auditor may consider whether the risk assessment
remains appropriate and, if not, revise the risk assessment and determine the nature, timing and
extent of further audit procedures to respond to the assessed risks.

Concerns about the competence, integrity, ethical values or diligence of management, or about its
commitment to or enforcement of these, may cause the auditor to conclude that the risk of
management misrepresentation in the financial statements is such that an audit cannot be conducted.
In such a case, the auditor may consider withdrawing from the engagement, where withdrawal is
possible under applicable law or regulation, unless those charged with governance put in place
appropriate corrective measures. Such measures, however, may not be sufficient to enable the
auditor to issue an unmodified audit opinion.

If management does not provide one or more of the requested written representations, the auditor
shall:
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(@) Discuss the matter with management;

(b) Reevaluate the integrity of management and evaluate the effect this may have on the reliability
of oral and written representations and audit evidence in general; and

(c) Take appropriate actions, including determining the possible effect on the opinion in the
aud i t or ’?%having negand to the requirement in paragraph 8.6.7.

8.6.7. If the auditor concludes that there is sufficient doubt about the integrity of management such that the
written representations required by paragraphs 8.6.1.(a)-(c) are not reliable®® or management does
not provide the written representations required by paragraphs 8.6.1.(a)-(c),%! the auditor shall
disclaim an opinion on the financial statements.

8.6.8. The date of the written representations shall be as near as practicable to, but not after, the date of

the auditor’s report on the financi al statements. T
statements and period(s) referred to in the auditor’
8. TakiQwger al | Responsi bgi laintdy Afconri eManmaggiQual i ty
871.Prior to dating the auditor’s report, the engagemer

partner has taken overall responsibility for managing and achieving quality on the audit engagement.
In doing so, the engagement partner shall determine that:

@ The engagement partner’s involvement has been su
audit engagement such that the engagement partner has the basis for determining that the
significant judgments made, and the conclusions reached, are appropriate given the nature
and circumstances of the engagement; and

(b)The nature and circumstances of the audit engage:i

related policies or procedures have been taken in
8.7.2. On or before the date of the auditor ' s report, the engagement partner ¢
appropriate audit evidence has been obtained to support the conclusions reached and for the

auditor’'s report to be issued.

873.Prior to dating the audi tnerrshalsreview thedinancjal stattnenteandy a g e me n t
the auditor’s report tobeigsedieapprdprate inthédrdumstahces. r epor t
8. 8peciChimemmuni cRédgquwinrement s

8.8.1. The auditor shall communicate, on a timely basis, all misstatements accumulated during the audit
with the appropriate level of management, unless prohibited by law or regulation.

8.8.2. The auditor shall communicate with those charged with governance:

(&) Uncorrected misstatements and the effect that they, individually or in aggregate, may have on
the auditor’s opinion, unl ess pr osommuoricatiencsshaby | aw o
identify the material uncorrected misstatements individually.

® For the effect on the audi 9623 s report see Part 9, paragraph
% For the effect otseePdit® paragepht9.6.24' s repor

8% For the effect on the auditor5 s report see Part 9, paragraph 9. 5.
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() The effect of uncorrected misstatemengsnédnoimalpr i

statements

(¢ The auditor’s views about significant qualitativ
including accounting policies, accounting estimates, and financial statement disclosures.

(d)  Significant difficulties, if any, encountered during the audit.

(e) Significant matters arising during the audit, including in connection totheent i ty’' s r el at
parties, that were discussed, or subject to correspondence, with management.

) Significant findings from the audi t . I f i n t
communications would not be adequate this communication shall be in writing.

(g) Other matters not already reported related to fraud that may be relevant to the responsibilities
of those charged with governance, unless prohibited by law or regulation.

() Circumstances, if any, that affect. the form and c

0] Written representations the auditor is requesting.

0] Ot her significant matters, i f any, arisin
judgment, are relevant to the oversight of the financial reporting process.

(k)  The expectation thereof and the wording if the auditor expects to include an Emphasis of Matter
or Other Matter Paragraph in the auditor’s

8.8.3. Unless all those charged with governance are involved in managing the entity, the auditor shall
communicate with those charged with governance events or conditions identified that may cast
significant doubt on the entity’'s ability to

(@) Whether the events or conditions constitute a material uncertainty;

(b)) Whet her ma n a g e rthe gaing soncerrs l@sisoof accounting is appropriate in the
preparation of the financial statements;

(c) The adequacy of related disclosures in the financial statements; and

(d) Where applicable, t he i mplications for the auditor

89.Speci fic Documentation Requirements

g from

report

conti nt

s repo

In addition to the gener alPaddwl2meht appbyg tbgougbmahn

engagemesnpteci fic matters to be documented rel

8.9.1. The auditor shall include the following in the audit documentation:

evant t

(a)Al | mi sstatements accumul ated during the audit a
the auditor’s conclusion as to whether the uncorr
or in aggregate, and the basis for that conclusio

(b)Th@eature and scope of, and conclusions from, con
including how such conclusions were i mplemented.

892.The auditor’s documentation shal/l demonstrate that i

reconciles with the underlying accounting records, including agreeing or reconciling disclosures,
whether such information is obtained from within or outside of the general and subsidiary ledgers.
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The auditor shall assemble the audit documentation in an audit file and complete the administrative
process of assembling the final audit file on a ti me

ISQM 1 (or national requirements that are at least as demanding) r equi res firmso6 syste
management to establish a quality objective that addresses the assembly of engagement
documentation on a timely basis after the date of the engagement reports.3? An appropriate time limit

within which to complete the assembly of the final audit file is ordinarily not more than 60 days after

the date of th%® auditoros report.

After assembly of the final audit file is complete, the auditor shall not delete or discard audit
documentation of any nature before the end of its retention period.

ISQM 1 (or nationalr equi r ement s that are at | east as demandin
management to establish a quality objective to addresses the appropriate maintenance and retention

of engagement documentation to meet the needs of the firm and to comply with law, regulation,

relevant ethical requirements, or professional standards. ** The retention period for audit
engagements ordinarily is no shorter than five year :
the date of the auadlpfihandiabstatemeaty wher apmicablet*h e gr

If applicable, the auditor shall document the failure to meet an objective of any Part of the ISA for
LCE, and the resulting action (such as the effect (
engagement if the overall objective of the auditor cannot be met).

If the auditor finds it necessary to modify existing audit documentation or add new audit
documentation after the assembly of the final audit file has been completed, the auditor shall,
regardless of the nature of the modifications or additions, document:

(a)The specific reasons for making them; and

(b)When and by whom they were made and reviewed.

32 ISQM 1, paragraph 31(f)
% I1SQM 1, paragraph A83
34 ISQM 1, paragraph 31(f)
% I1SQM 1, paragraph A85
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9. Forming an Opinion and Reporting

Content of this Part

Part 9 setesqudutentema s for:

i Forming an opinion;

1 The types of audit opinions; and

i The content of the auditor’s report.
1

Ot her I nformation and Comparative I nformatig

Scope of this Part

This Part explains the content of the adedeéert mi

modi fi ¢ @t itd(hres opsniweth | aane wld enetned sthlree audi t or ' s
al so sets out the auditor’s required procedur €
financial st at efmermnmat, i amd( ioft haeppliincabl e) .

Examples of mo@améatedi abionhoestainty related to
ot her matteyanpgplamadradphds guirckcgpmaodmohbeat dAwmdirti ovr t F
Supp!l e nteun tdael

9.1. Objectives
9.1.1. The objectives of the auditor are to:

(@) Form an opinion on the financial statements based on an evaluation of the conclusions drawn
from the audit evidence obtained and to express clearly that opinion through a written report;
and

(b) Consider whether there is a material inconsistency between the other information, if any, and
the:

0] Financial statements; and

(i)  Auditor’s knowledge obtained in the audit.

9.2. Forming an Opinion on the Financial Statements

9.2.1. The auditor shall form an opinion on whether the financial statements are prepared, in all material
respects, in accordance with the applicable financial reporting framework.

9.2.2. In order to form that opinion, the auditor shall conclude as to whether the auditor has obtained
reasonable assurance about wh e t the financial statements as a whole are free from material
misstatement, whether due to fraud or error. That conclusion shall take into account:

(&) Whether sufficient appropriate audit evidence has been obtained;
(b)  Whether uncorrected misstatements are material, individually or in aggregate; and
(c0 Theeval uati ons required by paragraphs 9. 2. 3.

9.2.3. The auditor s h avValuate whether the financial statements are prepared, in all material respects, in
accordance with the requirements of the applicable financial reporting framework. This evaluation
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shall include consideration of the qualitative aspe
indicators of possible bias in management’'s judgment

9.2.4.In performing the evaluation in paragraph 9.2.3., the auditor shall evaluate, in view of the
requirements of the applicable financial reporting framework, whether:

@ The financial statements appropriately disclose t
whether they have been presented in an understandable way;

() The entity’s accounting policies selected and a
financial reporting framework and are appropriate;

(c) The accounting estimates and related disclosures made by management are reasonable;

(d) The identified related party relationships and transactions have been appropriately accounted for,
presented and disclosed in accordance with the applicable financial reporting framework;

(e) The information presented in the financial statements is relevant, reliable, comparable and
understandable including whether:

0] The information that should have been included has been included;

(i)  Such information is appropriately classified, aggregated or disaggregated, and
characterized; and

(i)  The overall presentation of the financial statements has been undermined by including
information that is not relevant or that obscures a proper understanding of the matters
disclosed;

()  The financial statements provide adequate disclosures to enable intended users to understand
the effect of material transactions and events on the information conveyed in the financial
statements; and

(g) Theterminology used in the financial statements, including the title of each financial statement,
is appropriate.

9.2.5.When the f i n a statdmanits are prepared in accordance with a fair presentation framework, the
auditor shall also evaluate whether the financial statements achieve fair presentation. This evaluation
shall include consideration of:

(@) The overall presentation, structure and content of the financial statements; and

(b)  Whether the financial statements represent the underlying transactions and events in a manner
that achieves fair presentation.

The auditords evaluation about wh artpresentatidntbethif i nanci a
respect of presentation and the disclosures necessary to achieve it, is a matter of professional

judgment.
9. 2TKe auditor syshetheevaheatfd nanci al statements adequ
applicablreepgomtainrcg aflr amewor k.
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9.3. Form of Opinion

9.3.1. The auditor shall express an unmodified opinion when the auditor concludes that the financial
statements are prepared, in all material respects, in accordance with the applicable financial reporting
framework.

If the financial reporting framework is a fair presentation framework, as is generally the case for
general purpose financial statements, the opinion required is on whether the financial statements are
presented fairly, in all material respects, or give a true and fair view. If the financial reporting
framework is a compliance framework, the opinion required is on whether the financial statements
are prepared, in all material respects, in accordance with the framework.

9.3.2. If financial statements prepared in accordance with the requirements of a fair presentation framework
do not achieve fair presentation, the auditor shall discuss the matter with management and,
depending on the requirements of the applicable financial reporting framework and how the matter is
resolved, determine whether to modify the opinion.3®

9.3.3. If the financial statements are prepared in accordance with a compliance framework, the auditor is
not required to evaluate whether the financial statements achieve fair presentation. However, if in
extremely rare circumstances the auditor concludes, based on the audit evidence obtained, that such
financial statements are misleading, the auditor shall discuss the matter with management and,
depending on how it is resolved, shall determine whether, and how, to communicate it in the audit o r
report.¥’

S

9.4. Auditor’s Report

9.4.1. The auditor shall report in accordance with the specified format and content below unless:

(@ Amendmentt o the auditor’s report aisgecificlyput,iorwerdingf or c¢com
of t he au drequiredbylaw or regplationtof a jurisdiction, or if prescribed by a relevant
local body with standard-setting authority. When the layoutorwor di ng of the auditor
prescribed, the auditor’s report shall refer to t
the specified format and content are included; or

() The auditor’s report incl udes enparagoagh, dtherendttero pi ni on,
paragraph, material uncertainty related to going concern, other reporting responsibilities, or a
separate section dealing with Other Information, in which case the auditor shall modify the
auditor’s opinion.jaoconthendg tbePaudi 906’ s report

% For the effect on t h@ paageph®9.6.280 s report see Par't

%% For the effect on the audito29 s report see Part 9, paragraph 9. 5.
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| NDEPENDENT AUDI TOR®S REPORT
To the [Shareholders of ABC Company or Other Appropriate Addressee]®

Opinion

We have audited® the financial statements of [ABC Company (the Entity), which comprise the statement of
financial position as at December 31, 20X1, and the statement of comprehensive income, statement of
changes in equity and statement of cash flows for the year then ended, and notes to the financial statements,
including material accounting policy information (replace these report names with the appropriate titles)].*

I n our opinion, the accompraensyd mtg ffd inralnyc,i ailn salalt er
and f ai r*theifimamcial pdsition of the [Entity] as at [December 31, 20X1], and [of] its financial
performance and its cash flows for the year then ended in accordance with [applicable financial reporting
framework].#?

Basis for Opinion

We conducted our audit in accordance with the International Standard on Auditing for Audits of Financial
Statements of Less Complex Entities (the ISA for LCE). Our responsibilities under the ISA for LCE are
further describedinthe Audi t or 6 s Bsefa the AuditiobthelFinangial Statements section of our
report.** We are independent of the [Entity] in accordance with the ethical requirements that are relevant to
our audit of the financial statements in [jurisdiction], and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.**

Responsibilities of [Management] for the Financial Statements“®

[Management] is responsible for the preparation [and fair presentation] of the financial statements in
accordance with [applicable financial reporting framework],*¢ and for such internal control as [management]
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, [management] is responsible for assessing the [Entityd ]sability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless [management] either intends to liquidate the [Entity] or to cease
operations, or has no realistic alternative but to do so.

Auditor s Respon audlofthe Finaecgl Statementst €

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether dueto fraudorerror,and t o i ssue an audi
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with the ISA for LCE will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

As part of an audit in accordance with the | SA
professional skepticism throughout the audit. We
1 Il dentify and assesdanitsise atiesnlesit oof mather ifalnanc
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fraud or error, design and perform audit pr o
evidence that is sufficient and appropriate ntg
a materi al mi sstatement resulting from fraud
involve collusion, forgery, intentional omiss

To obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the [Entityd Jsnternal control.

Evaluate the approprpateness abfedcaadntihmg r e
estimates and related disclosures made by man

Conclude on the appropriateness of management
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the [Entity6 ]sability to continue as a going concern. If we
conclude that a materi al uncertainty exists,o
the related disclosures in the financial statements or, if such disclosures are inadequate, to modify

38

39

40

41

42

43

44

45

46

47

48

Matters reflected in the specified format and content af the aud
accordingly.

When disclaiming an opinion, the statement which indicates that the financial statements have been audited is amended to state
that the auditor was engaged to audit the financial statements.

Identify the entity whose financial statements have been audited; identify each financial statement and its date and period, and
refer to the notes and significant accounting policies or use another appropriate description in accordance with the applicable
financial reporting framework.

See also 9.4.2 below. When the financial statements are prepared in accordance with a compliance framework, the opinion and
description of the auditor’s responsibilities refer irespettead to whe
in accordance with the applicable financial reporting framework.

Identify the jurisdiction of origin of the financial reporting framework if it is not International Financial Reporting Standards or
International Public Sector Accounting Standards as issued by the International Public Sector Accounting Standards Board.

When the auditor disclaims an opinion on the financial statements,

When the auditor expresses a qualified or adverse opinion, the statement about whether the audit evidence obtained is sufficient

and appropriate to provide a basis for the auditor’' s oopriate.i on i s am
When the auditor disclaims an opinion on the financial statements, thisstat e ment i s not included in the aud
Or other terms that are appropriate in the context of the legal framework of the particular jurisdiction.

Where management’'s responsibility is to prvepav,he tfhiimamaiyal esatdat & man

is responsible for the preparation of financial statements that give a true and fair view in accordance with [applicable financial
reporting framework], and f or such "

The description of the auditor’s responsibilities may also be included within an appendix, or where law, regulation or national
auditing standards expressly permit, as a description on a website of an appropriate authority when the description addresses,
and is not inconsistent with, this ISA for LCE. In such cases, a reference to the location of appendix or description shall be
included within the a u d i tepart.’ When the auditor disclaims an opinion on the financial statements, the description of the
auditor’s responsibilities oparbhgyaphi9nh83. udes the matters required by

When Part 10 applies, further describe the auditor’s responsibili:t

) The audit or 'esaretepapandperiodmithe graup auditto obtain sufficient appropriate audit evidence regarding
the financial information of the entities or business units within the group as a basis for forming an opinion on the group
financial statements;

(ii) The auditor is responsible for the direction, supervision and review of the audit work performed for purposes of the group
audit; and

(i) The auditor remains solely responsible for the auditor’s opinio
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our opinion. Our conclusions are based on the
report. However, future events or conditions may cause the [Entity] to cease to continue as a going
concern.

i [ Evaluate the overall presentation, structur €
di sclosur es, and whether the financi al stat drg
in a manner that achd eves fair presentation.]

We communicate with [management, and where appropriate, those charged with governance] regarding, among
other matters, the planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

[Signature in the name of the audit firm, the personal name of the auditor, or both, as appropriate for the
particular jurisdiction]

[Auditor Address: name the location in the jurisdiction where the auditor practices]

[Date: No earlier than the date on which the auditor has obtained sufficient appropriate audit evidence on which
to base the auditordéds opinion on the financi al q
disclosures that comprise the financial statements have been prepared; and (ii) Those with the recognized
authority have asserted that they have taken responsibility for those financial statements.]

9.4.2. When the financial statements are prepared in accordance with a fair presentation framework, the auditor

shall refer to “the preparation and fair presentati

of financial statements that give atrueandfai r vi ew,” as appropriate in

description of responsibilities for the financi al
943.The auditor shall not refer to the work of an audi

unmodified opinion unless required by law or regulation to do so. If such reference is required by law
or regulation, the auditor shal/l incedloesnattreglucd tie t h e
auditor’'s responsibility for the auditor’s opinion.

9.5. Modifications to the Opinion

Tables A to C below set out the requirements for which a modified opinion is to be used in different
situations, and the form and content of a modified opinion.

951. The auditor shalll mo d i f yrtatcctrding o pablasiAeGbelowwhdnh e audi

(@) The auditor concludes that, based on the audit evidence obtained, the financial statements as
a whole are not free from material misstatement; or

(b) The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the
financial statements as a whole are free from material misstatement.

9.5.2. When the auditor modifies the audit opinion, the auditor shall:

@ Amend the heading “Basis for Opini on” Advaerse “ Basi s

Opinion, or “Basis for Di Babldsa&iCpeed of Opi ni on”

(b)  Within the basis for opinion section, include a description of the matter giving rise to the
modification.

4 Relevant when the financial statements are prepared in accordance with a fair presentation framework.
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Table A bel ow

S p e c ipfoiessisnal judgment aboait the natliie bf the nbater giving

rise to the modification, and the pervasiveness of its effects or possible effects on the financial
statements, affects the type of opinion to be expressed.

TABLE A

Nature of Matter Giving Rise to

the Modification

the Financial Statements

Audi tRrofégssonal Judgment about the
Pervasiveness of the Effects or Possible Effects on

Material but Not
Pervasive

Material and Pervasive

Financial statements are materially

misstated

Qualified opinion

Adverse opinion

Inability to obtain sufficient
appropriate audit evidence

Qualified opinion

Disclaimer of opinion

Table B below specifies the modification to be made to the opinion for each type of opinion in Table A.

TABLEB

Form of opinion

Fair Presentation Framework

Compliance Framework

9.5.3. Qualified opinion
Audi t or -Keadihefpro
opinion:
“Qualified Opi
Audi t or -Keadihefpro
Basis for Opinion:

“Basis for

Qu a

“We wer e
financial statements of...”

“In
[effects or possible effects]* of
the matter(s) described in the
Basis for Qualified Opinion
section, the accompanying
financial statements [present
fairly, in all material respects /

[give a true and fair view of] [ ...]

in accordance with [the

te auditahg e

0 u r exoeptifontheo n

“We wer e teauditag
the financial statements of...”

.except for the [effects or
possible effects] of the
matter(s) described in the
Basis for Qualified Opinion
section, the accompanying
financial statements have
been prepared, in all material
respects, in accordance with
[the applicable financial

applicable financial reporting reporting fran
framewor k] "
9.5.4. Adverse opinion “ ...t he accompany”“ ..t he acco

Audi t or —HHeadihgfpro
opinion: “Adve

Audi t o ori-ldeadiheg fpr
Basis for Opinion:

“Basis for Adv

statements do not [present fairly

/give a true and fair view of] [ ...

in  accordance  with
applicable financial
framewor k]?”

[the
reporting

financial statements have not
been prepared, in all material
respects, in accordance with
[the applicable financial
reporting fran

Matters reflected in square brackets (e.g., [ ]) are to be tailored accordingly
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9.5.5. Disclaimer of opinion

Audi t or -lKHeadihgfpro
opinion:

“Discl ai mer of

“We do not express an opinion on the accompanying financial
statements.

Because of the significance of the matter(s) described in the
Basis for Disclaimer of Opinion section, we have not been able
to obtain sufficient appropriate audit evidence to provide a basis

Audi t or -ideadhefprolf or an audit opinion on the f
Basis for Opinion:

“Basis for Dis

Opinion”

Table Cbelowsetsouts peci fi c circumstances when the

auditor 6s

modi fi ed.

audi
types of opinions expressed in those circumstances based on the nature of the matter giving rise to
the modification (see Table A). Table C is not an exhaustive list of all circumstances when the
opinion is to be

TABLEC

Specific Circumstances When the
Opinion is

Audi tor 6s

Para Ref | Qualified | Adverse Disclaimer

Opening Balances

9.5.6. The auditor is unable to obtain
appropriate  audit
regarding the opening balances.

sufficient

evidence | 4.5.4.

Z
z

9.5.7. The auditor concludes, based on the
audit evidence obtained, that the opening
balances contain a misstatement that
affects

financial statements, and the effect of the
misstatement is not appropriately accounted
for or not adequately presented or disclosed.

materially

455,

Z
Z

9.5.8. The auditor concludes, based on the
audit evidence obtained, that the current
accounting
consistently applied in relation to opening
balances in accordance with the applicable
financial reporting framework or a change in
accounting policies is not appropriately
accounted for or adequately presented or
disclosed, in accordance with the financial

period’s

reporting framework.

4.5.6.

Z
Z

959. The predecessor au

regarding the pri or

4.5.3.

2
Z
Z

peri of
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TABLE C

Specific Circumstances When the
Audi torés Opinion is

Para Ref

Qualified

Adverse

Disclaimer

statements included a modification that
remains relevant and material to the current
peri od’s financial st

Non-Compliance with Laws and Regulations

9.5.10. Sufficient information  about
suspected non-compliance cannot be
obtained.

7.4.26.

Z

9.5.11. The auditor concludes that the
identified or suspected non-compliance has
a material effect on the financial statements,
and has not been adequately reflected in the
financial statements.

7.4.27

Z

Z

9.5.12. The auditor is precluded by
management or those charged with
governance from obtaining sufficient
appropriate audit evidence to evaluate
whether non-compliance that may be
material to the financial statements has, or is
likely to have, occurred.

7.4.27.

Z

9.5.13. The auditor is unable to determine
whether non-compliance has occurred
because of limitations imposed by the
circumstances rather than by management
or those charged with governance.

7.4.27.

Z

Z

External Confirmations

9.5.14. The auditor concludes that
management’'s refusal
send a confirmation request is unreasonable,
or the auditor is unable to obtain relevant and
reliable audit evidence from alternative audit
procedures.

7.3.24.

Z

Z

Inventory

9.5.15. The auditor cannot perform alternative
audit procedures to obtain sufficient

7.4.21.

Z

Z
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TABLE C

Specific Circumstances When the
Audi torés Opinion is

Para Ref

Qualified

Adverse

Disclaimer

appropriate audit evidence regarding the
existence and condition of inventory.

Litigation and Claims

9.5.16. Management refuses to give the
auditor permission to communicate or meet
with the entity’ s orghe
entity’'s external I
respond appropriately to the letter of inquiry, or
is prohibited from responding; and the auditor
is unable to obtain sufficient appropriate audit
evidence by performing alternative audit
procedures.

1
€

7.4.25

Z

Z

Going Concern

9.5.17. The financial statements have been
prepared using the going concern basis of
accounting but ,professionat
judgment , management
concern basis of accounting in the preparation
of the financial statements is inappropriate.

7.4.1.
8.5.7.

Z

9.5.18. Adequate disclosures are not made
about a material uncertainty in the financial
statements.

9.5.19. In this circumstance, the basis for
qualified (or adverse) opinion section shall
state that “a mater.i
may cast significant

to continue as a going concern and that the
financial statements do not adequately
di sclose this

matter.

7.4.4
8.5.8

Z

Z

9.5.20. When evaluati
assessment of the
as a going concern, the period is less than
twelve months from the date of the financial
statements, and management does not
make or extend its assessment, leading to

ng

e n |

7.4.2.

Z
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TABLE C
Specific Circumstances When the Para Ref | Qualified | Adverse Disclaimer
Audi tords Opinion is
the auditor being unable to obtain sufficient
appropriate audit evidence.
Subsequent Events
9.5.21. Facts become known to the auditor
after t he dat e of t
before the date the financial statements are
issued, and management does not amend | 8.4.6. N N N
the financial statements in circumstances
where the auditor believes they need to be
amended.
Written Representations
9.52Thauditor concl ud
representationstaeadai 8.6.5. N N
not reliable.
9. 5.Mahagement does n
mor e of t he r eql 8.6.6. N N
representations.
9.5.2%he auditorthen
sufficient doubt ab
ma n a
gement .such th,8.6.7. N
representat i o8ns6.reaual -
not r el[iMolvled from
9.5.1.TT.]
9. 5.Wheemanagement doe
t he wrrietptreensent ati on| 86.7. N
paragraphas() 3B)..6.1
Corresponding Figures
9.5.26. Corresponding figures are
presented, t he auditor’'s r
eriod, as previously issued, included a
peri previously issu inclu 9.76 N N N

qualified opinion, a disclaimer of opinion, or
an adverse opinion and the matter which

gave rise to the modification is unresolved.

Agenda Item 2-C
Page 102 of 140




Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

TABLE C
Specific Circumstances When the Para Ref | Qualified | Adverse Disclaimer
Audi torés Opinion is

The Basis for Modification paragraph shall
eithe r : (a) refer to b
figures and the corresponding figures in the
description of the matter giving rise to the
modification when the effects or possible
effects of the matte
figures are material,; or (b) in other cases,
explain that the audit opinion has been
modified because of the effects or possible
effects of the unresolved matter on the
comparability of the
and the corresponding figures.

Other Iltems

9.5.27. The auditor is unable to obtain

. . L 8.5.6.
sufficient appropriate audit evidence.

Z
Z

9.5.28. The financial statements prepared in
accordance with the requirements of a fair
presentation framework do not achieve fair
presentation.

9.3.2.

Z

9.5.29. The financial statements are prepared
in accordance with a compliance framework
and, in extremely rare circumstances, the
auditor concludes, based on the audit
evidence obtained, that such financial
statements are misleading.

9.3.3

Z
Z
Z

Ot her Matttienrgs thPorelMo di fi cations

9530.1 f the auditor makes reference to the work of an au

reference isrelevantt o an wunderstanding of a modification to
indicateintheaud i t or °' s report that such reference does not
opinion.
9.5.31. If there is a material misstatement of the financial statements that relates to:
(@) Specific amounts in the financial statements (including quantitative disclosures), the auditor
shall include in the Basis for Opinion section a description and quantification of the financial

effects of the misstatement, unless impracticable. If it is not practicable to quantify the financial
effects, the auditor shall so state in this section.
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(b) Qualitative disclosures, the auditor shall include in the Basis for Opinion section an explanation
of how the disclosures are misstated.

(c) The non-disclosure in the financial statements of information required to be disclosed, the
auditor shall:

0] Discuss the non-disclosure with those charged with governance;
(i)  Describe in the Basis for Opinion section the nature of the omitted information; and

(i) Unless prohibited by law or regulation, include the omitted disclosures, provided it is
practicable to do so and the auditor has obtained sufficient appropriate audit evidence
about the omitted information.

9.5.32. If the modification results from an inability to obtain sufficient appropriate audit evidence, the auditor
shall include in the Basis for Opinion section the reasons for that inability.

9.5.33. When the auditor disclaims an opinion on the financial statements due to an inability to obtain
sufficient appropriate audit evidence, the auditor shall amendthe Audi t or’' s Responsi bili
Audit of the Financial Statements section of the report under paragraph 9.4.1 to include only the
following:

@ A statement t hat the auditor’ s rtehsep oennstiibtiyi’ist yf iinrs
statements in accordance with the I SA for LCE and

(b) A statement that because of the matter(s) described in the Basis for Disclaimer of Opinion
section, the auditor was not able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion on the financial statements; and

(c) A statement that the auditor is independent of the entity in accordance with the relevant ethical
requirements relating to the audit, and has fulfiledth e audi t or’ s ot her et hical
accordance with these requirements.

9.5.34. If the auditor has expressed an adverse opinion or disclaimed an opinion on the financial
statements, the auditor shall describe in the Basis for Opinion section the reasons for any other
matters of which the auditor is aware that would have required a modification to the opinion, and the
effects thereof.

96. Ot her Paragraphs in the Auditords Report

Emphasis of Matter paragraphs and Other Matterp ar agr aphs i n the auditorés r
the auditor considers it necessary to:

1 Draw usersodé attention to a matter or matters pres
that are of such i mportance ulmadtershewnwdang Dandame
statem&Emphasi s ;oforMatt er)

1 Draw usersdé attention to any matter or matters ot
financi al statement s t hat ar e rel evant t o user s
repsonsibilities or OttherawMahittt@emrds report

EmphasWVat Bédr agr aphs

96.1.1 f the auditor considers it necessary to draw users’
financi al statements that,k gmem, istohsech anpaltanteahat itsis pr of e s ¢
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fundamentalt o t he user s’ understanding of the financi al
required to modify the opinion as a result of that matter, the auditor shall include an Emphasis of
Matterpar agraph in the auditor’'s report indicating tha

of the matter emphasized.
Examples of where Emphasis of Matter paragraphs may be needed include:

1 When a financi al reporting egulnmetwioonk woruelsde rhbeb eudn &
but for the fact that it is prescribed by | aw or

1 When facts become known to the auditor after the

PS

provides a new or amended audit.or6s report (i.e.,

The inclusion of an Emphasis of Matter paragraph in
opinion. An Emphasis of Matter paragraph is not a substitute for:

1 A modified opinion when required by the circumst a

1 Di sclosures in the financi al statements that t h
requires management to make, or that are other wi:
or

1 Reporting when a materi al uncecdradinttiyorexitsh at r md
significant doubt on an entitydés ability to conti

Ot her RMatagraphs

9.6.2.

The content of an Other Matter paragraph reflects clearly that such other matter is not required to be
presented and disclosed in the financial statements. An Other Matter paragraph does not include
information that the auditor is prohibited from providing by law, regulation or other professional
standards, for example, ethical standards for the confidentiality of information. An Other Matter
paragraph also does not include information that is required to be provided by management.

If the auditor considers it necessary to communicate a matter other than those that are presented or

di sclosed in the financial statements that, in the
users’' understanding 'of rtetseg oanwsd ibti,| itthe sauwdi ttche audi
include an Other Matter paragraph in the auditor’'s
regulation.

Content of Other Paragraphs in the Audit Report

9. 6WIBen theimaoadutes an Emphasis of Matat emmat eQtihaelr uMactetretr

reedto going concern in the auditor’'s report, the a
according to Table D bel ow:

TABL B

Paragrap Locati| Headi rsh Content shal/l i ncl |
Section includ

9.6. £mphA separ/Appropri|l/A clear reference to the n
of Mattesectionheading |where relevant disclosures
paragrap includesfcan be found in the financ
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TABL B
Paragrap Locati| Headi msh Content shall incl./
Section includ
auditor|“"Emphasi|A reference only to informn
report Matter?” the financial statements.
An i ndihadat itchree taudi tor’s o
respect of the matter emph
9.%0t her|A separ/Appropri|As appropriate in the circ
Matter sectionheading
paragraplauditor|{includes
report Matter?”
9. 6M&t er |A separ|“Materia Draw attention to the note
Uncertai|sectionUncertai|ldiscloses the manatterrs arle lua,
ze!ateg audlt?rze!eadtoc State that these events or
orng ojrepor orng 0uncertainty exists that mg
paragrap entity’'s ability to contin
auditor’s opinion i sthneotman
9.6.7. When facts become known to the auditor after the financial statements have been issued and if

management amends the financial statements, the auditor shall include in the new or amended

audi

tor

S

report

an

E mprOthes Madterp & r Mgt aph

gaawgn

to the reason for the amendment and referring to the earlier report provided by the auditor.

9.7.
9.7.1.

Comparative Informationi Corresponding Figures and Comparative Financial Statements

The auditor shall determine whether the financial statements include the comparative information

required by the applicable financial reporting framework and whether such information is
appropriately classified. In doing so, the auditor shall evaluate whether:

(@)

(b)

9.7.2.

The amounts and disclosures in the prior period agree with comparative information or have
been restated; and

The accounting policies reflected in the comparative information are consistent with those
applied in the current period or, where changes occurred, have been properly accounted for
and adequately presented or disclosed.

If the auditor becomes aware of a possible material misstatement in the comparative information

while performing the current period audit, the auditor shall perform such additional audit procedures
as are necessary in the circumstances to obtain sufficient appropriate audit evidence to determine
whether a material misstatement exists. If the prior period financial statements are amended, the
auditor shall determine that the comparative information agrees with the amended financial
statements.

9.3 . |
i s

f the
not

fi

nanci
prohibited

statements
by Il aw or

al
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corresponding figures and decides to do so, the auditor shall state in an Other Matter paragraph in
the auditor’s report:

(a)That the financial statements of the prior period

(b)The type eofpropsnednby the predecessor auditor and
reas,oherefore; and

(c)The date of that report

9.4 . I f the financial statements of the pné@aoe peeseoedt wdr
ascomparative finanicmabhddittt@emenbsexpressing an opil
financi al statements, the auditor shal/l state in an
(a)That the financial statements of theaupiitor;period

(b)The type of opinion expressed by the predecessor
reasons therefore; and

(c)The date of that report,

unl ess the predecessor auditor’'s reportsuerd twhd hprtiher
financi al statements.

9.7.5. If the prior period financial statements were not audited, the auditor shall state in an Other Matter
paragraph in the auditor’'s report that the correspon
unaudited. Such a statement does not, however, relieve the auditor of the requirement to obtain sufficient
appropriate audit evidence that the opening balances do not contain misstatements that materially affect
the current period’s financial statements.

Corresponding Figures

9.76.When corresponding figures ar e patrefereomthe ammdesportdihge audi t ¢
figures except in accordance with paragraph 9.7.5 or in the following circumstances:

(a)lf the auditor ' geriadeap pravibuslyissued, incudeg a qualified opinion, a
disclaimer of opinion, or an adverse opinion and the matter which gave rise to the modification is
unresol ved, the auditor shall modi fy the auditor
statements.®!

( b)) If the auditor obtains audit evidence that a material misstatement exists in the prior period
financial statements on which an unmodified opinion has been previously issued, and t he
corresponding figures have mprto pbreieant ep rdoipsecrlloys urreess

been made, the auditor shall express a qualified
report on the current period financi al Sstatement ¢
figures included therein.

Comparative Financial Statements

9.77.When comparative financial statements are presented,
for which financial statements are presented and on which an audit opinion is expressed.

% For the effect on the audito2 s report see Part 9, paragraph 9. 5.
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When reportingonpr i or period financi al statements in
the auditor’
previously expressed, the auditor shall disclose the substantive reasons for the different opinion in
an Other Matter paragraph.

Other Information

Ot her i nfor mat i o-financial mformation éother thanlthe inancial statements and
the auditords report thereon) included in an

The auditor shall determine, through discussion with management, which document(s) comprises the

s opinion on such prior period fi

conned

nanci a

entityd

annual report, and the entity’s planned manner

The auditor shall read the other information, and:

(@) Consider whether there is a material inconsistency between the other information and the
financial statements; and

(b) Consider whether there is a material inconsistency between the other information and the
auditor’s knowledge obtained in the audit.

As the basis for the considerations in paragraph 9.8.2.(a), the auditor shall, to evaluate their consistency,
compare selected amounts or other items in the other information (that are intended to be the same as,
to summarize, or to provide greater detail about, the amounts or other items in the financial statements)
with such amounts or other items in the financial statements.

In evaluating the consistency of selected amounts or other items, the auditor is not required to
compare all amounts or other items in the other information that are intended to be the same as, or
summarize, or to provide greater details about, the amounts or other items within the financial
statements, with such amounts or other items in the financial statements.

While reading the other information, the auditor shall also remain alert for indications that the remainder
of the other information, which is unrelated t
in the audit, appears to be materially misstated.

If the auditor identifies that a material inconsistency appears to exist (or becomes aware that the
other information appears to be materially misstated), the auditor shall discuss the matter with
management and, if necessary, perform other procedures to conclude whether:

o

t

(a)A material misstatement of the other informat.i

(b)A material misstatement of the financial statement

(c)The auditor’s understanding of the entity and

If the auditor concludes, based on the audit evidence obtained, that a material misstatement of the
other information exists, the auditor shall request management to correct the other information. If
management:

(&) Agrees to make the correction, the auditor shall determine that the correction has been made;
or

(b) Refuses to make the correction, the auditor shall communicate the matter with those charged
with governance and request that the correction be made. If the correction is still not made, the
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auditor shall consider the implications for the a
or withdraw from the engagement where this is possible.

9.®W. | f the audi tor atbhhaomtelle rsomeadadbr mhe date of the auc
auditor shall include an Ot her I nformation section i

TABLE

Paragr a Locati|Heading Content shall i nclu

Section includ

9.80t helA separ|“ Ot her @ A statement that managemg

I nformajsectionl nfor mat ot her informati on;

Section|laudi tor{other

JM An identification of the
report |appropri

obtained byprtihe awditther d
report;

(0 A statement that the audi
the other information an(
does not express an audil
assurance conclusion theil

d A descripuidonoof stihesaon|
reading, considering and
information as required |

(& When other information hi{
date of the auditor’'s re|

0] A statement that the 34

report; or

i) I'f the auditor has cor
uncorrected materi al n
information, a stat ems
uncorrected materi al n

informati on.

[Tabl MoEed from under paragraph 9.8.10]

9.®8UNnIl ess required by |l aw or regul ati on, when the au
statements, the auditor’s report shal/l not include ¢

9.8.10. The auditor shall document the procedures performed in relation to other information and the final
version of the other information.

Table E [Moved to under paragraph 9.8.7.]
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10. Audits of Group Financial Statements

Content of this Part

Part 10 sets out the special considerations that applytoagroupaudit. Thr oughout t hi s
should be read as the “group auditor”

Scope of this Part

All parts of the ISA for LCE apply to a group audit. The requirements and guidance in this Part refer to,
orexpandon,t he appl i c a arts ofthe ISAfor bGEH ®r ap group audit

10.Qbjective

10.1.1. The objective of the auditor is to identify and assess the risks of material misstatement of the group
financial statements, whether due to fraud or error, and plan and perform further audit procedures to
appropriately respond to those assessed risks.

10.Rl.anning Activities

10.2.1. I n applying Part 5, the auditor shallandst abl
direction of Itnhedodrnogups oagudihte. audi tor shall deter mi
@ The components at which audit work wild./l be

() The resources needed to perform the group audi

Component s

The determination of peompomeatdi at woehkchsta matter
Matters that may influence the auditorods deter mi

il The nature of events or conditions that ma y

assertion | epefimwmdndiha®l gstoaut ements that ar e

exampl e, newly formed or acquired entities
which significant changes have taken pl ace.

perfor

e

o}
nat.i

i The di saggregation of signsfiaaoabunt abakanoéstand

the group financial statements across component s,

l'iabilities and transactions at t he |l ocat i
statement s.

i Whet heremtufdpgrnopri ate audi't evidence is expecte
classes of transactions, account bal ances and

from audit work planned on the financi al i nformat

il The uraet and extent of mi sstatements or contr ol

prior period audits.

i The nature and extent of the commonality of
how, the group centrali ziesl arcap orittiireg. r e

|l evant

d e

contr
to

Based on the understanding of the groupds organi zaf

auditor may determine that the financi al i nformat.i
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nsidered together fopepluopmiseg abG&pt apramgtanda. gr
y have three | egal entities wi t h similar busi ne
ographical | ocation, under the same management, an
cludiogmahieonngystem. I n these circumstances, the
gal entities as one component .

sour ces

rt 3 requires the engagement partner to deter mine
rform the engagende mtr araedeasasvai | abl e to the engager
e auditords determination of the resources needec
of essional judgment and may include the understanct

The group

Thecomponents within the group at ,twhe clho caautdii an woofr K
components and any related jurisdictional; factor
and

Whet her to perform work centrallegof at components

2. I f, after the acceptance or continuance of t he
ncludes that sufficient appropriate audit evidenc
all consider the possitble effects on the group auc

teriality

1. I n applying Part 5, when c¢cl asses of transact.i
nancial statements are di saggregated across compor
dit procedur esl,| tdheet eaund inteorc ogmpanent performance
gregation ri sk, such amount shal/l be | ower than gt

e component performance materiality amount may be
mponent pertfeorrinaalnictey naamount f or an individual comp
rtion of the group performance materiality and,
rformance materiality amounts may exceed group pert

e | SA feosr nLoOQE rdeoqui re component performance materi
transactions, account bal ance or di scl osure for
rformed. However, i f, in the specifmorei paumstaha
asses of transactions, account balances or discl o:
an materiality for the group financi al statement
fluence the economiea deacit hieobasos wset het gkoup fi
requires a determination of the materiality | eve
transactions, account bal ances or discl o®ures. I
nsider whether a component performance material it
r those particular classes of transactions, accour

e determinati on of component peetbamacaé¢ mal ewui atli
vol ves the exercise of pr od lecisti mro a ims iyj doedrgsmee rtti .n g F
mponent performance materiality include the foll o\
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i The extent of disaggregati oncompohentf sén@acgal asf!

of disaggregation across components increases, a
ordinarily would be appropriate to address aggr e
component to the grtoapt mafy &iffaeagdr ¢ et iexn (e. g. ,
represents a | arge portion of the group, there

components) .

i Expectations about the nature, frequency, and mag
finanoiranlati ohf, for example the nature and extent
component in prior audits.

To address aggregation ri sk, paragraph 10. 3. 1. requ
| ower than group performamstamaéseriadbweéyer | ncemmenen

materiality may be set at an amount <closer to group
aggregation risk, such as when the financi al i nf or me
portionr odp tfhienagnci al statements.

Understanding the Group and Its Environment, the Apj
Framework and the Groupbs System of I nternal Control
4. 1. In applying Part 6, the auditor shall obtain a

(&8 The gsooganzational structure and business model, including:

0] The locations in which the group has its operations or activities and the extent to which
they are similar across the group.

(i)  The extent to which the group’s business model integrates the use of IT.

(b) The applicable financial reporting framework and the consistency of accounting policies and
practices across the group.

(¢ The group’'s system of internal control, including
0] The consolidation process used by the group and consolidation adjustments;
(i)  The nature and extent of commonality of controls;
(i)  How the group centralizes activities relevant to financial reporting; and

(iv) How group management communicates significant matters that support the preparation
of the group financial statements to management of entities or business units.

.I5denti fying and Assessing the Risks of Material Mis:¢
10.

5.n1 .applying Part 6, based on the understanding obt

identify and assess the risks of material mi sstatern
with respect to the consolidation process.

I n applying Part 6, the auditor is required to ident
t he nfciimd statements due to fraud, and to design an
nature, timing and extent are responsive to the asse¢e
at the assertion | evel. | nf orantadri ioanl umieds ttaot ei ndeenntt i o
financial statements due to fraud may include the f
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i Whet her there are particul ar components that ar
mi sstatement due to fraud.

i Whet her any fraud riesk macage smemtr binals caxiost i n
process.

1 How those charged with governance of the group mo
identifying and responding to the ri sks of frai
management hadg oeatiathklgiasheed hese ri sks.

i Responses of those charged with governance of th
auditordéds inquiry about whether they have knowl ed
affecting a component or the group.

10.Mespdbinng to the Assessed Risks of Material Mi sstaten
10.6. 1. In applying Part 7, the auditor shall deter mi i

procedaurdest he nature, timing and extent of the work
Fuler audi t procedures may be designed and perfor mi
obtained from performing further audit procedures on
account bal ances or disclosur etshéd naddses saegdg rreigsak £ onfi
mi sstatement, for example, if the accounting record:
are maintained centrally.
The auditor may determine that the financi al i nforr
sngl e popul ation for the purpose of performing fur
transactions are considered to be homogeneous becau
related risks of materi al mi sst ad ®imegmédé d aared tdee rsatmel
consi stdnmtucwaycases, group performance materiality
performing these procedures.

I n other circumstances, procedures to respond to th

finiamlc statements that are related to the financi al

effectively peompomed.tl al e vwdlgpogn t he assessed risks

mi sstat ement , the auditor may determine the follow

component :

1 Design and perform further audi t procedures on
component ;

i Design anflupéehtormudit procedures on one oOr mor e
bal ances or disclosures; or

i Perform specific further audit procedures.

Consolidation Process

10.6.2. The auditor shal/l design and perform further a
materi al mi sstatement of the group financi al stat e me
shall include:

(a)Eval uating wheest haenrd abluls i enretsist iuni ts have been incl
statements as required by the applicable financi a
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(b)Evaluating the appropriateness, completeness and
reclassifications;

(c)Evaluating whether management’'s judgments made ir
indicators of possible management bias; and
(d)Responding to assessed risks of material misstaten

process.

The cdmasoloin process may require adjustments and rec|

group financi al statements that do not pass through

to the same controls to whichctot hlehde f bndasciealal uat oo

appropriateness, compl eteness and accuracy of the ac

i Eval uating whether significant adjustments appr o]
underl ying them;

il Deter mvme mlge r those entities or business units w
included in the group financial statements were a

il Determining whether significant adjust ments have
aut hor igzed pbynanagement and, when applicable, by ¢

1 Determining whet her significant adjust ment s ar e
document ed,; and

il Evaluating the reconcil-gpbupnt aadsatt mbsmnatamar etl

i ntgmraaup account bal ances.

Specific Communication Requirements

Communication with Those Charged with Governance of the Group

10.17.The auditor shall communicate the following matt et

10.

10.

(a)An overview of the work to be performed at the <co

(b)Fraud or suspected fraud involving group manageme
who have significant roles in bheogheup’ sshenstéam
resulted in a materi al mi sstatement of the group

Bpecific Documentation Requirements

I n addition to the gener alPRaddwi2meht appbyg tbgougbmeh
engagemesnpteci fi cdmaumemns edorleéevant to this Part are

8hé&é. auditor shall include in the audit documentati o

@ The basis for the auditor’s determination of CC

performing the group audit.
() The basis foantibe déteomponent performance mater.

(c0 Key el ements of the understanding of the group’s

Agenda Item 2-C
Page 114 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

APPENDIX 1
Gl ossary of Ter ms
This glossary |lists the terms that drhee deffimedi oos tbke
consistent application and interpretation of this stand
be establ i shedséesor whentehrerpuirnpp | aw or regulation or othe

definitions carry the same meanings throughout this sta
other termsl $Aufmdr i bhCHE hteo a scsonssti sitnencto mmmotne rgpmmrdet ati on al
other terms are id®ephtified by an asterisk *“

Account i ng —A snonetana aneount for which the measurement, in accordance with the
requirements of the applicable financial reporting framework, is subject to estimation uncertainty.

Accounting records—The records of initial accounting entries and supporting records, such as checks
and records of electronic fund transfers; invoices; contracts; the general and subsidiary ledgers, journal
entries and other adjustments to the financial statements that are not reflected in formal journal entries; and
records such as work sheets and spreadsheets supporting cost allocations, computations, reconciliations
and disclosures.

Aggr egat i—dme probalslity that the aggregate of uncorrected and undetected misstatements
exceeds materiality for the financial statement as a whole.

Analytical procedures—Evaluations of financial information through analysis of plausible relationships
among both financial and non-financial data. Analytical procedures also encompass such investigation as
is necessary of identified fluctuations or relationships that are inconsistent with other relevant information
or that differ from expected values by a significant amount.

Annual report—A document, or combination of documents, prepared typically on an annual basis by
management or those charged with governance in accordance with law, regulation or custom, the purpose

of which is to provide owners (or similar stakeholders
ent i ty’ brestits and financial position as set out in the financial statements. An annual report

contains or accompanies the financi al statements and t
i nformation about the ent it yandriskdand entedginties, a statementblys f ut ur
the entity’'s governing body, and reports covering gove

Anomaly—A misstatement or deviation that is demonstrably not representative of misstatements or deviations
in a population.

Applicable financial reporting framework—The financial reporting framework adopted by management and,
where appropriate, those charged with governance in the preparation of the financial statements that is
acceptable in view of the nature of the entity and the objective of the financial statements, or that is required by
law or regulation.

The term “fair presentation framework?” is used to ref
compliance with the requirements of the framework and:

@ Acknowl edgesr eixnpplliicciittllyy ot hat, to achieve fair prese
may be necessary for management to provide disclosul
framewor k; or
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() Acknowl edges explicitly mérmdgaédnmentayt ded enpeacrets sfarroym f e
the framework to achieve fair presentation of the fi

to be necessary only in extremely rare circumstances:
The teompl“iance framewor k” fiimcaivasle dr etpoorrt e fngr ftramawor k
compliance with the requirements of the framework, but

(b) above.

Appropriateness (of audit evidence)—The measure of the quality of audit evidence; that is, its relevance
and its reliability in providing support for the concl

Ar més | engt h—A transactom conduated on such terms and conditions as between a willing
buyer and a willing seller who are unrelated and are acting independently of each other and pursuing their
own best interests.

*Assessd Anal yze identified risks of material misstatement
convention, is used only in relation to risk. (also see Evaluate)

Assertions—Representations, explicit or otherwise, with respect to the recognition, measurement,
presentation and disclosure of information in the financial statements which are inherent in management
representing that the financial statements are prepared in accordance with the applicable financial reporting
framework. Assertions are used by the auditor to consider the different types of potential misstatements
that may occur when identifying, assessing and responding to the risks of material misstatement.

Assurance—(see Reasonable assurance)

Audit documentation—The record of audit procedures performed, relevant audit evidence obtained, and

conclusions the auditor reached (terms such as “worKki
used).
Audit evidence—l nf or mati on wused by the auditor in arriving a

opinion is based. Audit evidence includes both information contained in the accounting records underlying
the financial statements and other information. (See Sufficiency of audit evidence and Appropriateness of
audit evidence.)

Audit file—One or more folders or other storage media, in physical or electronic form, containing the
records that comprise the audit documentation for a specific engagement.

Audit firm—(see Firm)
Audit opinion—(see Modified opinion and Unmodified opinion)

Audit risk—The risk that the auditor expresses an inappropriate audit opinion when the financial
statements are materially misstated. Audit risk is a function of the risks of material misstatement and
detection risk.

Audit sampling (sampling)—The application of audit procedures to less than 100% of items within a
population of audit relevance such that all sampling units have a chance of selection in order to provide the
auditor with a reasonable basis on which to draw conclusions about the entire population.

Auditor—* Audi tor” is used to refer to the person or persaon
partner or other members of the engagement team, or, as applicable, the firm. Where the ISA for LCE
expressly intends that a requirement or responsibility be fulfilled by the engagement partner, the term
“engagement partner rather than “auditor?” is used.
referring to their public sector equivalents where relevant.
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Audi tor 6sArmexipreditvi dual or organization possessing expe
auditing, whose work in that field is used by the audit
audi t evidence. An auditor’'s expexpemiay(\b}eoszedimhsatrapfafn,tra
including temporary staff, of the audi teoxrpesr tf.i rm or a n
Audi tords point estimAheamobuatdi boréangangé amount s, r e
the auditor in evadtiumt i @egt maattgement ' s p

Audi tor 6s( sreeengqaudi tor’s point estimate)

Business risk—A risk resulting from significant conditions, events, circumstances, actions or inactions that
could adversely affect an entity’ s a lstrategies,yor froomtheac hi ev e
setting of inappropriate objectives and strategies.

Comparative finan€bobmpasattemennformati on where amounts

the prior period are includedatemeobmpafi slbbea out hebhhepée
are referred to in the auditor’s opinion. The | evel 0
statements is comparable with that of the financial st

Comparative information—The amounts and disclosures included in the financial statements in respect
of one or more prior periods in accordance with the applicable financial reporting framework.

Compliance framework—(see Applicable financial reporting framework and General purpose framework)

Component—An entity, business unit, function or business activity, or some combination thereof,
determined by the auditor for purposes of planning and performing audit procedures in a group audit.

Component auditor—An auditor who performs audit work related to a component for purposes of the
group audit. A component auditor is a part of the engagement team for a group audit.

Component management—Management responsible for a component.

Component performance materiality—An amount set by the auditor to reduce aggregation risk to an
appropriately low level for purposes of planning and performing audit procedures in relation to a component.

* Control activities—Those policies and procedures that help ensure that management directives are
carried out. Control activities are a component of internal control.

* Control environment—Includes the governance and management functions and the attitudes,
awareness and actions of those charged with governance and management concerningth e ent i ty’' s i nt e
control and its importance in the entity. The control environment is a component of internal control.

Control risk—(see Risk of material misstatement)

* Controls at the service organization—Controls over the achievement of a control objective that is
covered by the service auditor’s assurance report.

* Corporate governance—(see Governance)

Correspondi AGQompa@muatisve information where amounts and
period are included as &anpentedr &dli npact abfsthteement en
read only in relation to the amounts and other disclo
“current period figures”). The |l evel of detsaurlespries ent
dictated primarily by its relevance to the current per

2 “Partner” and *“f i refartingf theinplbtic sécter equiwatedts vehare relevant
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Controls—Policies or procedures that an entity establishes to achieve the control objectives of
management or those charged with governance. In this context:

@ Policies are statements of what should, or should no
statements may be documented, explicitly stated in
deci sions.

() Procedures are actiiomss. to i mplement polic

Date of approval of the financial statementsd The date on which all the statements that comprise the
financial statements, including the related notes, have been prepared and those with the recognized
authority have asserted that they have taken responsibility for those financial statements.

Date of t he auThe date thé auditor dgtes thetreport on the financial statements.

Date of the financial statements—The date of the end of the latest period covered by the financial
statements.

Date the financial statements are issued—T he date that the auditor’s repo
statements are made available to third parties.

Deficiency in internal control—This exists when:

@ A control is designed, i mpl etmeat eidt orsopealbltedt onps
and correct, misstatements in the financial statemer

() A control necessary to prevent, or detect and correc
timely basis is missing.

Detection risk—The risk that the procedures performed by the auditor to reduce audit risk to an acceptably
low level will not detect a misstatement that exists and that could be material, either individually or when
aggregated with other misstatements.

Emphasis of Matter paragraphd A par agraph included in the auditor’s
appropriately presented or disclosed in the financi al
i mportance that it understandingdoftmedimanciallstatementsu s er s’

* Engagement letter—Written terms of an engagement in the form of a letter.

Engagement partnerss—The partner or other individual, appointed by the firm, who is responsible for the
audit engagement and its performance, and f or the auditor’'s report that
who, where required, has the appropriate authority from a professional, legal or regulatory body.

Engagement quality review—An objective evaluation of the significant judgments made by the
engagement team and the conclusions reached thereon, performed by the engagement quality reviewer
and completed on or before the date of the engagement report.

Engagement quality reviewer—A partner, other individual in the firm, or an external individual, appointed
by the firm to perform the engagement quality review.

Engagement team—All partners and staff performing the audit engagement, and any other individuals who
perform audit procedures on the engag etamkinternal awitors! udi ng
who provide direct assistance on an engagement.

% “Engagement partner,” “partner,” and “firm” is to be read as refei
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* Error—An unintentional misstatement in financial statements, including the omission of an amount or a
disclosure.

Estimation uncertainty—Suscepti bil ity tpo eaxn siimmen eintmelasaawk eanfent .

* Evaluated Identify and analyze the relevant issues, including performing further procedures as

necessary, to come to a specific conclusion on a

matter

toarange of matters,i ncl udi ng evidence, the results of procedures

response to a risk. (also see Assess)

Exception—A response that indicates a difference between information requested to be confirmed, or
contained i n t handimfomaiioh grdvided byehe confidming party.

Experienced auditor—An individual (whether internal or external to the firm) who has practical audit
experience, and a reasonable understanding of:

(@ Audit processes;
() The | SA for LCE andr egpuwlladtcarby er d ewiarl e menrdt s ;

(¢ The business environment in which the entity

oper at e

(d Auditing and financi al reporting issues relevant

Expert—(seeAudi t or @amdMaxpgriment)bs expert
Expertise—Skills, knowledge and experience in a particular field.

External confirmation—Audit evidence obtained as a direct written response to the auditor from a third
party (the confirming party), in paper form, or by electronic or other medium.

External information sourced An external individual or organization that provides information that has
been used by the entity in preparing the financial statements, or that has been obtained by the auditor as
audit evidence, when such information is suitable for use by a broad range of users. When information has
been provided by an individual or organization
organi zati on, or auditor’
source with respect to that particular information.

Fair presentation framework—(see Applicable financial reporting framework and General purpose
framework)

Financial statements—A structured representation of historical financial information, including disclosures,

intended to communicate an entity’s economic resources

therein for a period of time, in accordance with
ordinarily refers to a complete set of financial statements as determined by the requirements of the applicable
financial reporting framework, but can also refer to a single financial statement. Disclosures comprise
explanatory or descriptive information, set out as required, expressly permitted or otherwise allowed by the
applicable financial reporting framework, on the face of a financial statement, or in the notes, or incorporated
therein by cross-reference.

Firm—A sole practitioner, partnership or corporation or other entity of professional accountants, or public
sector equivalent.

Fraud—An intentional act by one or more individuals among management, those charged with governance,
employees, or third parties, involving the use of deception to obtain an unjust or illegal advantage.
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Fraud risk factors—Events or conditions that indicate an incentive or pressure to commit fraud or provide
an opportunity to commit fraud.

* Fraudulent financial reporting—Involves intentional misstatements, including omissions of amounts or
disclosures in financial statements, to deceive financial statement users.

* Further procedures—Procedures performed in response to assessed risks of material misstatement,
including tests of controls (if any), tests of details and analytical procedures.

General information technology (IT) controls—Cont r ol s over the entity’'s | T pr
continued proper operation of the IT environment, including the continued effective functioning of
information processing controls and the integrity of information (i.e., the completeness, accuracy and
validity of information) in the ent.i tlTyehvgonmentf or mati on s

General purpose financial statements—Financial statements prepared in accordance with a general
purpose framework.

General purpose framework—A financial reporting framework designed to meet the common financial
information needs of a wide range of users. The financial reporting framework may be a fair presentation
framework or a compliance framework.

The term fifatropresamewor k” is used to refer to a fin
compliance with the requirements of the framework and:

@ Acknowledges explicitly or implicitly that, to achi
may bessarcye for management to provide disclosures be
framework; or

() Acknowledges explicitly that it may be necessary fo
the framework to achi eve fsatiart epmmeenstesn.t aStuicohn doefp atrhteu rfei
to be necessary only in extremely rare circumstance:

The term compliance frameworKk?” is used to refer to
compliance with the requirements of the framework, but does not contain the acknowledgements in (a) or
(b) above.

* Governance—Describes the role of person(s) or organization(s) with responsibility for overseeing the
strategic direction of the entity and obligations related to the accountability of the entity.

Group—-A reporting entity for which group financial statements are prepared.
Group auditd The audit of group financial statements.

Group auditor—The group engagement partner and members of the engagement team other than
component auditors. The group auditor is responsible for:

(a) Establishing the overall group audit strategy and group audit plan;
(b) Directing and supervising component auditors and reviewing their work;

(c) Evaluating the conclusions drawn from the audit evidence obtained as the basis for forming an
opinion on the group financial statements.

Group financial statements—Financial statements that include the financial information of more than one
entity or business unit through a consolidation process. For purposes of the ISA for LCE, a consolidation
process includes:
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(@ Consolidation, proportionate consolidation, or an e«

() The presentation in combined financial statements of
units that have no parcant rbailt @arr ec ammenr momampement ;

(c¢/ The aggregation of the financi al i nformation of en
di visions.

Group managementd Management responsible for the preparation of the group financial statements.

Group performance materiality— Performance materiality in relation to the group financial statements as
a whole, as determined by the auditor.

Historical financial information—Information expressed in financial terms in relation to a particular entity,
derivedpr i marily from that entity’'s accounting system, abo
or about economic conditions or circumstances at points in time in the past.

* Independence®*—Comprises:

(@ Independence of mind—the state of mind that permits the expression of a conclusion without being
affected by influences that compromise professional judgment, thereby allowing an individual to act
with integrity, and exercise objectivity and professional skepticism.

(b) Independence in appearance—the avoidance of facts and circumstances that are so significant that
a reasonable and informed third party would be likely to conclude that a f i r mn audit oo r a
assurance team member’ mtegrity, objectivity or professional skepticism had been compromised.

Information processing controls—Controls relating to the processing of information in IT applications or
manual i nformation processes i n t haddress tisksttoytHe sntegrigmf or mat i
of information (i.e., the completeness, accuracy and validity of transactions and other information).

Inherent risk—(see Risk of material misstatement)

Initial audit engagement—An engagement in which either:

(@ Theéeinancial statements for the prior period were not
() Theinancial statements for the prior period were audi

* Inquiry—Inquiry consists of seeking information of knowledgeable persons, both financial and non-
financial, within the entity or outside the entity.

* Inspection (as an audit procedure)—Examining records or documents, whether internal or external, in
paper form, electronic form, or other media, or a physical examination of an asset.

Internal audit function—A function of an entity that performs assurance and consulting activities designed
to evaluate and i mprove the effectiveness of the entit)
processes.

* Internal auditorsd Those individuals who carry out the activities of the internal audit function. Internal
auditors may belong to an internal audit department or similar function.

* Internal control—The process designed, implemented and maintained by those charged with
governance, management and other personnel to provide reasonable assurance about the achievement of

% As defiinmetder nati onal Et hics StandardnBboaodalf oCodecobntEamtis’'s for
(Il'ncluding Internati on)al( “lItnhdee pleEhSIB2A cGo dSet"ayn.dar ds
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an entity’'s objectives with regard to reliability of
operations, and compliance with applilcsdblirefleaves tan d nrye |
of one or more of the components of internal control.

International Financial Reporting Standardsd The International Financial Reporting Standards issued
by the International Accounting Standards Board.

*Investidgatuée re into matters arising from other procedu
IT environment—The IT applications and supporting IT infrastructure, as well as the IT processes and

personnel involved in those processes, that an entity uses to support business operations and achieve

business strategies. For the purposes of the ISA for LCE:

@ An I T application is a program or a set of programs
and reporting of transactions or i anrfeohromuastei so na n dl Tr eap
writers.

() The 1T infrastructure comprises the network, oper at
hardware and software.

(c¢ The I T processes are the entity’s processes to man
programschlhangdhahmhges Ttenvironment and manage | T oper
Key audi t—Trheotsteernsatters that, in the auditor’s professi

in the audit of the financi al statemesnelseotf ed hfer cmrmatn
communicated with those charged with governance.

Listed entity—An entity whose shares, stock or debt are quoted or listed on a recognized stock exchange,
or are marketed under the regulations of a recognized stock exchange or other equivalent body.

Management—The person(s) with executive responsibility for
some entities in some jurisdictions, management includes some or all of those charged with governance,
for example, executive members of a governance board, or an owner-manager.

Management bias—A lack of neutrality by management in the preparation of information.

Ma n ag e me nt 6-niedwigual ortorganization possessing expertise in a field other than accounting
or auditing, whose work in that field is used by the entity to assist the entity in preparing the financial
statements.

A

Management 6s p oe—Thetamonry selected iy mmanagement for recognition or disclosure in the
financial statements as an accounting estimate.

* Misappropriation of assetsd | nvol ves the theft of an entity’s ass:¢
employees in relatively small and immaterial amounts. However, it can also involve management who are
usually more capable of disguising or concealing misappropriations in ways that are difficult to detect.

Misstatement—A difference between the reported amount, classification, presentation, or disclosure of a
financial statement item and the amount, classification, presentation, or disclosure that is required for the
item to be in accordance with the applicable financial reporting framework. Misstatements can arise from
error or fraud.

Where the auditor expresses an opinion on whether the
mat eri al respect sf,aioar vgiewe amitsrsueataements also include
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classifications, presentation, or disclosures that, i n
statements to be presented f airluy, ainnd alali rmavtieerw.a l res,
Wher e t he financi al i nformati on i s prepared in acco
mi sstatements also include those adjustments of amount ¢
in phactitioner’'s judgment, are necessary for the fin
materi al respects, or to give a true and fair view.

Mi sstatement of theAotmhestanémematbbdbnthe other infor ma
i nfmati on is incorrectly stated or otherwise misleading

necessary for a proper understanding of a matter discl

Modified opinion—A qualified opinion, an adverse opinion or a disclaimer of opinion on the financial
statements.

Network—A larger structure:

@ That is aimed at cooperation, and

() That is clearly @asihmead nagt opr osfhiatr ecsr cooarston owner shi p,
common gquality managemernets, poclointhnioens bours i mrescse dsut r at eg
common brand name, or a significant part of professi

Network firm—A f i rm or entity that belongs to the firm's net

Non-compliance (in the context of laws and regulations)—Acts of omission or commission by the entity,
either intentional or unintentional, which are contrary to the prevailing laws or regulations. Such acts include
transactions entered into by, or in the name of, the entity, or on its behalf, by those charged with
governance, management or employees. Non-compliance does not include personal misconduct (unrelated
to the business activities of the entity) by those charged with governance, management or employees of
the entity.

Non-response—A failure of the confirming party to respond, or fully respond, to a positive confirmation
request, or a confirmation request returned undelivered.

* Observation—Consists of looking at a process or procedure being performed by others, for example, the
auditor’s observathohngefbynvbhatemyi ty’' s personnel, or
activities.

Opening balances—Those account balances that exist at the beginning of the period. Opening balances
are based upon the closing balances of the prior period and reflect the effects of transactions and events
of prior periods and accounting policies applied in the prior period. Opening balances also include matters
requiring disclosure that existed at the beginning of the period, such as contingencies and commitments.

Other information—Financial or non-financial information (other than financial statements and the
auditor’'s report thereon) included in an entity’s annu

Ot her Matter—Appragugapiph included in the auditor’s repc
those presented or disclosed in the financial statement
understanding of the audit, the auditor’'s responsibildi

Outcome of an accelheiagt eataimoaunett awhyi ch results from t
the underlying transaction(s), event(s) or condition(s
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Partner—Any individual with authority to bind the firm with respect to the performance of a professional
services engagement.

Performance materiality—The amount or amounts set by the auditor at less than materiality for the financial
statements as a whole to reduce to an appropriately low level the probability that the aggregate of uncorrected
and undetected misstatements exceeds materiality for the financial statements as a whole. If applicable,
performance materiality also refers to the amount or amounts set by the auditor at less than the materiality level
or levels for particular classes of transactions, account balances or disclosures.

Personnel—Partners and staff of the firm.

Pervasive—A term used, in the context of misstatements, to describe the effects on the financial
statements of misstatements or the possible effects on the financial statements of misstatements, if any,
that are undetected due to an inability to obtain sufficient appropriate audit evidence. Pervasive effects on
the financi al statements are those that, in the audito

@ Are not confined to specific elements, accounts or i
) I'f so confined, represent or could represent a subst
(¢ I'n relation to disclosures, ag eoff uthidea nfeinrt ar c it ol ustea t:

Popul &fThenentire set of data from which a sample is se
draw conclusions

Positive <conf i rmAatrieognu ersd q utehsatt the confirming party r
i ncdaiti ng whether the confirming party agrees or disagre
the requested information.

*Pract id&A opreorf essi onal accountant in public practice.
Preconditi ons—Tfhoer uasne abuydintanagemphabbé& f&fhnanci al report
the preparation of the financi al statements and the ai

those charged with gowrerwhinch arm &tdei tpriesmicsenduct ed.

Predecessor auditor—The auditor from a different audit firm, who audited the financial statements of an entity
in the prior period and who has been replaced by the current auditor.

Premise, relating to the responsibilities of management and, where appropriate, those charged with
governance, on which an audit is conducted—That management and, where appropriate, those charged
with governance have acknowledged and understand that they have the following responsibilities that are
fundamental to the conduct of an audit in accordance with ISAs. That is, responsibility:

@ For the preparation of the financi al statements in
framewor k, including where relevant their fair pres:ée

(b) For such internal control as management and, where appropriate, those charged with governance
determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error; and

(¢ To provide the auditor with:

(i)  Access to all information of which management and, where appropriate, those charged with
governance are aware that is relevant to the preparation of the financial statements such as
records, documentation and other matters;
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(i)  Additional information that the auditor may request from management and, where appropriate,
those charged with governance for the purpose of the audit; and

(i)  Unrestricted access to persons within the entity from whom the auditor determines it necessary
to obtain audit evidence.

In the case of a fair presentation framework, (a) above may be restatedfaras “for
presentation of the financi al statements in accordance
preparation of financial statements that give a true and fair view in accordance with the financial reporting
framewor k. "

The “premise, relating to the responsibilities of ma n a
governance, on which an audit is conducted” may al so be

* Professional accountant®—An individual who is a member of an IFAC member body.

*Professional account ah4A ipmopebbkionplraacicoentant, i rroe
classification (for example, audit, tax or consulting)
is also used to refer to a firm of professional accoun
Pr of emnsasli oj udgmentapplication of relevant training, kno:
context provided by auditing, accounting and ethical S

courses of action that are apprapiitategiamgemeeatci rcumst

Professional skepticism—An attitude that includes a questioning mind, being alert to conditions which
may indicate possible misstatement due to error or fraud, and a critical assessment of evidence.

Professional standards—International Standard on Auditing (ISA) for Audits of Financial Statements of
Less Complex Entities (ISA for LCE) and relevant ethical requirements.

* Public sector—National governments, regional (for example, state, provincial, territorial) governments,
local (for example, city, town) governments and related governmental entities (for example, agencies,
boards, commissions and enterprises).

Reasonable assurance (in the context of audit engagements)d A high, but not absolute, level of
assurance.

* Recalculationd Consists of checking the mathematical accuracy of documents or records.
Related party—A party that is either:
@ A related party as defined in the applicable financi

() Where the applicable financi al reporting framewor k
requirements:

(i) A person or other entity that has control or significant influence, directly or indirectly through
one or more intermediaries, over the reporting entity;

(i)  Another entity over which the reporting entity has control or significant influence, directly or
indirectly through one or more intermediaries; or

(i)  Another entity that is under common control with the reporting entity through having:

% As defined Cadéhe | ESBA
5% As defined in the IESBA Code
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a. Common controlling ownership;
b. Owners who are close family members; or
C. Common key management.

However, entities that are under common control by a state (that is, a national, regional or local government)
are not considered related unless they engage in significant transactions or share resources to a significant
extent with one another.

Rel evant asAsneratsiscerrst i on about a c¢class of transactions,
when it has an identified risk of mat erainala smieg g ti @tne mes
relevant assertion is made before consideration of any

Relevant ethical requirements—Principles of professional ethics and ethical requirements that are
applicable to professional accountants when undertaking the audit engagement. Relevant ethical
requirements ordinarily comprise the provisions of the International Ethics Standards Board for
Ac c o u n tlaternat®rial Code of Ethics for Professional Accountants (including International
Independence Standards) (IESBA Code) related to audits of financial statements, together with national
requirements that are more restrictive.

* Reperformanced The auditor’s independent execution of proce:
performed as partoft he entity’s internal control s.

Risks arising from the use of IT—Susceptibility of information processing controls to ineffective design
or operation, or risks to the integrity of information (i.e., the completeness, accuracy and validity of

transactonsand ot her information) in the entity’s informatio
of controls in the entity’s I T processes (see | T envir
Ri sk of materi adThmi gsts&t @arheartt t he financi al sitart etme nt s
audit. This consists of two components, described as f
@ I nherenftherisksceptibility of an assertion about a ¢

di sclosure to a misstatementdtubhhtycoul dhbe mggeegate

mi sstatements, before consideration of any related ¢

() Controd4Thei gk sk that a misstatement t hat could occ

transaction, account bal ance o1 atli seliadere i and vi das
aggregated with other misstatements, wil/| not be pr
basis by the entity’s internal <control

Samplingd (see Audit sampling)

Sampling risk—T he r i sk t ha tonctudioa based dri & samplesmay be different from the
conclusion if the entire population were subjected to the same audit procedure. Sampling risk can lead to
two types of erroneous conclusions:

@ I n the case of a test of fcfomdtrioves ,t Hdhmtt oyt a otl tsa lalr ¥
of a test of details, that a materi al mi sstatement
primarily concerned with this type of erroneous conc
i more |likely to lead to an inappropriate audit opini

() I'n the case of a test of controls, that controls ar.
of a test of details, that a materi alt ympe sdfatermemne @
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conclusion affects audit efficiency as it would wusu
conclusions were incorrect.

Sampling unit—The individual items constituting a population.

Service auditord An auditor who, at the request of the service organization, provides an assurance report
on the controls of a service organization.

Service orgAntiipiard gnorgani zati on-plaocn ysegmgamt zaft i @and hit h

services to usearelent@intticeagsipth@adc e as et o prepare its finan:i
*Signi fithacreel ative i mportance of a matter, taken in c
by the practitioner in the contemitghtn iwhdlcuhd ei,t fiosr beexi
reasonabl e prospect of iits changing or influencing th
report; or, as another example, where the context is a
chargedowet hance, whether the matter would be regarded
duties. Significance can be considered in the context ¢
magni tude, the nature and ehfletheomexphessaldj eaoat emast e

recipients.

Significant <c¢class of transactionf, chassupnf babhasaet bor
bal ance or disclosure for which there is one or more r

Significany idrefiirctiemfdaldecfonctireonlcy or combination of def
that, in the auditor’'s professional judgment, is of suf
with governance.

Significant risk—An identified risk of material misstatement:

@ For which the assessment of inherent risk is close
due tei ghiefitheceombhi nation of the | ikelihood of a
magnitude pbtenti al mi sstatement should that misstat

() That is to be treated as a significant risk in accort

Speci al purpose finwRhcamti aslt aszteaeeamaent s preparnad in a

purpose framewor k.

Speci al purpos@& framewomnk reporting framework designed
needs of specific wusers. The financi al reporting fram
compliance framewor k.

Statcat samliampgproach to sampling that has the foll owi
(a)Random selection of the sample items; and

(b)The use of probability theory to evaluate sample re:
A sampling appnoachavbathdoasteristicss{adi andcéb)samp

Strati HTbat ipomcess of divi di-magpual aptapounlsat ieoanc hi notfo wshuibc t
sampling units which have similar characteristics (oft

Subsequent events—Events occurring between the date of the financial statements and the date of the
auditor’'s r etphoatt ,beacnodmef akcntosaeht eo t he datdet of the auditoc
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Substantive procedure—An audit procedure designed to detect material misstatements at the assertion
level. Substantive procedures comprise:

(@ Tests of details (of c¢classes of transactions,
() Substantive analytical procedures.

Sufficiency (of audit evidence)—The measure of the quantity of audit evidence. The quantity of the audit

accour

evidence needed is affected by the auditor’s assessmen

the quality of such audit evidence.

System of internal controld The system designed, implemented and maintained by those charged with
governance, management and other personnel, to provide reasonable assurance about the achievement

of an entity’'s objectives with regard to rencyichbility

operations, and compliance with applicable laws and regulations.
* Test—The application of procedures to some or all items in a population.

Tests of controls—An audit procedure designed to evaluate the operating effectiveness of controls in
preventing, or detecting and correcting, material misstatements at the assertion level.

Those charged with governance—The person(s) or organization(s) (for example, a corporate trustee)
with responsibility for overseeing the strategic direction of the entity and obligations related to the
accountability of the entity. This includes overseeing the financial reporting process. For some entities in
some jurisdictions, those charged with governance may include management personnel, for example,
executive members of a governance board of a private or public sector entity, or an owner-manager.

Tolerable misstatementd A monetary amount set by the auditor in respect of which the auditor seeks to
obtain an appropriate level of assurance that the monetary amount set by the auditor is not exceeded by
the actual misstatement in the population.

Tolerable rate of deviationd A rate of deviation from prescribed internal control procedures set by the
auditor in respect of which the auditor seeks to obtain an appropriate level of assurance that the rate of
deviation set by the auditor is not exceeded by the actual rate of deviation in the population.

Uncorrected misstatements—Misstatements that the auditor has accumulated during the audit and that
have not been corrected.

Unmodified opinion—The opinion expressed by the auditor when the auditor concludes that the financial
statements are prepared, in all material respects, in accordance with the applicable financial reporting
framework.

User entityd An entity that uses a service organization and whose financial statements are being audited.

Walk-through test (or Walk-through)d Involves tracing a few transactions through the financial reporting
system.

Written representation—A written statement by management provided to the auditor to confirm certain
matters or to support other audit evidence. Written representations in this context do not include financial
statements, the assertions therein, or supporting books and records.
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APPENDIX 2

lllustrative Engagement Letter

The following is an illustrative engagement letter for an audit of general purpose financial statements prepared
in accordance with [applicable financial reporting framework]. This letter is not authoritative but is intended
only to be a guide that may be used in conjunction with the considerations outlined in the ISA for LCE. It will
need to be varied according to individual requirements and circumstances. It is drafted to refer to the audit of
financial statements for a single reporting period and would require adaptation if intended or expected to apply
to recurring audits (see paragraph 4.4.2).

*k%
To the appropriate representative of management or those charged with governance of ABC Company:5’

[The objective and scope of the audit]

You®8 have requested that we audit the financial statements of ABC Company, which comprise the statement
of financial position as at December 31, 20X1, and the statement of comprehensive income, statement of
changes in equity and statement of cash flows for the year then ended, and notes to the financial statements,
including a summary of significant accounting policies. We are pleased to confirm our acceptance and our
understanding of this audit engagement by means of this letter.

The objectives of our audit are to obtain reasonable assurance about whether the financial statements as a

whol e are free from materi al mi sstatement , whet her due

that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with the International Standard on Auditing for Audits of Financial Statements
of Less Complex Entities (ISA for LCE) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

[The responsibilities of the auditor]

We will conduct our audit in accordance with the ISA for LCE. The ISA for LCE requires that we comply
with ethical requirements. As part of an audit in accordance with the ISA for LCE, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:

i Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

i Understand internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the enti t y ' s internal control. However,

57 The addressees and references in the letter would be those that are appropriate in the circumstances of the engagement, including
the relevant jurisdiction

% Throughout this letter, references to “you,” “we,Uddi“tusr™
used or amended as appropriate in the circumstances
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concerning any significant deficiencies in internal control relevant to the audit of the financial
statements that we have identified during the audit.

i Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

i Conclude on the appropriateness of management’' s wuse
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the C
I f we conclude that a materi al uncertainty exists,
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’'s report. H o w e ene may cafise thauGormparey toeaade $0 cantinuec o n d i t i
as a going concern.

1 Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
inamannerthatac hi eves fair presentation.

Because of the inherent limitations of an audit, together with the inherent limitations of internal control, there is
an unavoidable risk that some material misstatements may not be detected, even though the audit is properly
planned and performed in accordance with the ISA for LCE.

[The responsibilities of management and identification of the applicable financial reporting framework]*®

Our audit wi || be conducted on tdeapmarsopr itahtag, [tnhaonsaey ec

gover ffaccken]owl edge and understand that they have respons

@ For the phrepgafairoipaofestemda aftiimaanci al statements i n ac
financial repdfrting framework];

(b)  For such internal control as [management] determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error; and

(c) To provide us with:

0] Access to all information of which [management] is aware that is relevant to the preparation of
the financial statements such as records, documentation and other matters;

(i)  Additional information that we may request from [management] for the purpose of the audit;
and

(i)  Unrestricted access to persons within the entity from whom we determine it necessary to obtain
audit evidence.

As part of our audit process,, wendwiwhle rree gaupepsrto pfrri canh e[, m
with govermaneaea] confirmation concerning representation
We | ook forward to full cooperation from your staff du

% For purposes of this illustrative engagement letter it is assumed that the auditor has not determined that the law or regulation

prescribes those responsibilities in appropriate terms; the descriptions in paragraph 4.2.1(b) of this standard are therefore used)

80 Use terminology as appropriate in the circumstances

&8 Or, if appropriate, “For the preparation of financi alefimmricialt ements t
reporting framework]?”
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[Ot her relevalnt information
[ nsert other information, such as fee arrangements, bi
[ Reporting]

nsert appropriate reference to the eigudmg,itfapplicdbler m and

the reporting on other information.]
The form and content of our report may need to be amen

Pl ease sign and return the attached copy of this |letter
with, the arrangemefnfisaforalbust avwemeéenbos ithel uding our |
XYZ & Co.

Acknowledged and agreed on behalf of ABC Company by

(signed)

Name and Title

Date
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APPENDIX 3

Identifying and Assessing the Risks of Material Misstatement (Part 6)

Information from Planning Activities including Di sion with Engagement Team (Part 5)

v
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Information from client acceptance and continuance and other engagements for the entity

—

| Inquiries of management and others within the entity

Entity's control environment

Entity's process to prepare its financial
statements (inc. accounting estimates)
SBervices provided by a service
organization
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[ Evaluation of appropriateness of using 1SA for LCE ]

Part 6.5

Audit Responses (Part 7)

Agenda Iltem 2-C
Page 132 of 140



Audits of Less Complex Entities — Proposed Revisions to ISA for LCE (Clean)
IAASB Main Agenda (September 2023)

APPENDIX 4
Fraud Risk Factors

The fraud risk factors set out below are examples of factors that may be faced by auditors during an audit
of less complex entities. Examples are separately presented for the two types of fraud—fraudulent financial
reporting and misappropriation of assets.

The risk factors are further classified based on the three conditions generally present when material
misstatements due to fraud occur: (@) incentives/pressures, (b) opportunities, and (c)
attitudes/rationalizations. Although the risk factors cover a broad range of situations, they are only examples
and, accordingly, the auditor may identify additional or different risk factors. Not all of these examples are
relevant in all circumstances, and some may be of greater or lesser significance in entities of different sizes
or with different ownership characteristics or circumstances. Also, the order of the examples risk factors
provided is not intended to reflect their relative importance or frequency of occurrence.

Risk Factors Relating to Misstatements Arising from Fraudulent Financial Reporting

The following are examples of ri sk factors relating t
reporting.

Incentives/Pressures

Financial stability or profitabielnittiy yi soptelrrae atnegn ecd nhdyi t
(or as indicated by):

| Significant declines in customer demand or increasi
economy.

1 Hi gh degree of competition or market saturation, acc
i Operagg |l osses causing the threat of bankruptcy or fo
i Recurring negative cash flows from operations or an

Pressure exists for management to meet theorequirement

i Pressure to renew, or obtain additional, financing,
requirements and therefore to overstate performance
and H{temgn viability.

1 Pressure to under otradtee nteoverrwdace tax l|liabilities.

Opportunities

Opportunities to engage in fraudulent financi al report

i Rel|l af ®&rdtryan s arcdti oinle t he ordinary course of business o

audited by another firm.

i Thdomi nation of management by a sing-manpgedobusi ngmma
wi t hout compensating control s.

i The sysntencmodltidelf i ci ent as a result of the foll owin

o} Limited segregat-f oaudfcdotiebsofteagtj fraud hotl i
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o] | nadegqgiumvt el vement of management in operations or
managemententoopr det ecti nmiascsctoautng menmgtod che rotrinfayt i coant r
that are not operating as intended.

0 Accounting and information systems t hat ar e not
significant defdanterncli.es in internal

Attitudes/Rationalizations

1 Poor communi cati on, i mpl ementati on, support, or en
standards by management, or the communication of 1ina

i The omwmaerager makes omo bdeitsweiemc per sonal and business t

i Di spute between shareholders in a closely held entit)

i Recurring attempts by management or owners to justify
of materiality or to help the company survive.

1 The relationship between management and the current
unreasonable demands on the auditor, restrictions on
management behavior.

Risk Factors Arising from Misstatements Arising from Misappropriation of Assets

Some of the risk factors related to misstatements ari si:H
when misstatements arising from misappropr i atni olne sosf as '
complex entities. For example, deficiencies in internal
fraudulent financi al reporting or misappropriation of
related to miisssitnagt fmmeomnt smiasappropriation of assets.

Incentives/Pressures

i Personal financi al obligations may create pressure
cash or other assets susceptible to theft to misappt

i Adverseé ati onships between the entity and employees
susceptible to theft may motivate those employees t

i Known or anticipated future employee |l ayoffs.

i Recent or anti ce pplteyWe €« haoogeesngsati on or benefit plan:
i Promotions, compensation, or other rewards inconsi st
Opportunities

Certain characteristics or circumstances may increase
i Large amoumtns hafndc aash processed.

i I nventory items that are small in size, of high valu
1 Fixed assets which are small in size, marketable, or
I nadequate internal contr alscewdri badddtys ohayniisra@rpg ape itah
example, misappropriation of assets may occur because t
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1 I nadequate segregation of duties or independent <chec
i I nadequate system of aut hori zart ieoxna napnlde ,a pipnr opvuarlc hoafs itr
i Il nadequate record keeping or physical safeguards ove
1 Lack of mandatory vacations for employees performing
1 I nadequate management understanding of information t

Attitudes/Rationalizations

1 Di sregard for the need for monitoring or reducing ri

i Di sregard for internal control by overriding existin
on known miscmp,priompacliwdiing petty theft.

1 Behavior indicating displeasure or dissatisfaction w
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APPENDIX 5

Assertions

In identifying and assessing the risks of material misstatement, the auditor of less complex entities (LCES)
may use the categories of assertions as described below or may express them differently provided all
aspects described below have been covered. The auditor may choose to combine the assertions about
classes of transactions and events, and related disclosures, with the assertions about account balances,
and related disclosures.

An auditor of an LCE may use the following assertions in considering the different types of potential
misstatements that may occur. The assertions may fall into the following categories:

Assertions about classes of transactions and events, and related disclosures, for the period under audit:

1

Occurrence—transactions and events that have been recorded or disclosed have occurred, and such
transactions and events pertain to the entity.

Completeness—all transactions and events that should have been recorded have been recorded,
and all related disclosures that should have been included in the financial statements have been
included.

Accuracy—amounts and other data relating to recorded transactions and events have been recorded
appropriately, and related disclosures have been appropriately measured and described.

Cutoff—transactions and events have been recorded in the correct accounting period.
Classification—transactions and events have been recorded in the proper accounts.

Presentation—transactions and events are appropriately aggregated or disaggregated and clearly
described, and related disclosures are relevant and understandable in the context of the
requirements of the applicable financial reporting framework.

Assertions about account balances, and related disclosures, at the period end:

f
1

Existence—assets, liabilities and equity interests exist.

Rights and obligations—the entity holds or controls the rights to assets, and liabilities are the
obligations of the entity.

Completeness—all assets, liabilities and equity interests that should have been recorded have been
recorded, and all related disclosures that should have been included in the financial statements have
been included.

Accuracy, valuation and allocation—assets, liabilities and equity interests have been included in the
financial statements at appropriate amounts and any resulting valuation or allocation adjustments
have been appropriately recorded, and related disclosures have been appropriately measured and
described.

Classification—assets, liabilities and equity interests have been recorded in the proper accounts.

Presentation—assets, liabilities and equity interests are appropriately aggregated or disaggregated
and clearly described, and related disclosures are relevant and understandable in the context of the
requirements of the applicable financial reporting framework.
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The assertions described above, adapted as appropriate, may also be used by the auditor in considering
the different types of misstatements that may occur in disclosures not directly related to recorded classes
of transactions, events or account balances.
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APPENDIX 6

Examples of Factors Influencing Sample Size for Tests of Controls and Test of

Details

The following are factors that the auditor may consider when determining the sample size for tests of
controls. These factors, which need to be considered together, assume the auditor does not modify the
nature or timing of tests of controls or otherwise modify the approach to substantive procedures in response

to assessed risks.

Factor Influencing Sample Size for Tests of Controls

Effect on
sample size

An increase in the extent to which the Increase

to test the operating of effectiveness of controls

An increase in the tolerable rate of deviation Decrease

An increase in the expected rate of deviation of the population to be tested Increase

An increase in the auditor’s desired | e\ lIncrease

is not exceeded by the actual rate of deviation in the population

An increase in the number of sampling units in the population Negligible
effect

The following are factors that the auditor may consider when determining the sample size for tests of details.
These factors, which need to be considered together, assume the auditor does not modify the approach to
tests of controls or otherwise modify the nature or timing of substantive procedures in response to the

assessed risks.

Factor Influencing Sample Size for Tests of Details

Effect on
sample size

An increase in the audit or 'abmisststanerds s me nt | Increase
An increase in the use of other substantive procedures directed at the same assertion Decrease
An increase in the auditor’s desired | e} Increase
exceeded by actual misstatement in the population

An increase in tolerable misstatement Decrease
An increase in the amount of misstatement the auditor expects to find in the population | Increase
Stratification of the population when appropriate Decrease
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APPENDIX 7

lllustrative Representation Letter

The following illustrative letter includes written representations that are required by Part 8.6 of the ISA for
LCE. Itis assumed in this illustration that the requirement to obtain a written representation relating to going
concern is not relevant; and that there are no exceptions to the requested written representations. If there
were exceptions, the representations would need to be modified to reflect the exceptions.

(Entity Letterhead)
(To Auditor)
(Date)

This representation letter is provided in connection with your audit of the financial statements of ABC
Company for the year ended December 31, 20XX for the purpose of expressing an opinion as to whether
the financial statements are presented fairly, in all material respects, (or give a true and fair view) in
accordance with [applicable financial reporting framework].

We confirm that:

Financial Statements

i We have fulfilled our responsibilities, as set out in the terms of the audit engagement dated [insert
date], for the preparation of the financial statements in accordance with [applicable financial reporting
framework]; in particular the financial statements are fairly presented (or give a true and fair view) in
accordance therewith.

i The methods, the data, and the significant assumptions used in making accounting estimates, and
their related disclosures are appropriate to achieve recognition, measurement or disclosure that is
reasonable in the context of the applicable financial reporting framework.

i Related party relationships and transactions have been appropriately accounted for and disclosed in
accordance with the requirements of [applicable financial reporting framework].

i All events subsequent to the date of the financial statements and for which [applicable financial
reporting framework] require adjustment or disclosure have been adjusted or disclosed.

i The effects of uncorrected misstatements are immaterial, both individually and in the aggregate, to
the financial statements as a whole. A list of the uncorrected misstatements is attached to the
representation letter.

1 Any actual or possible litigation and claims whose effects should be considered when preparing the
financial statements are accounted for and disclosed in accordance with the applicable financial
reporting framework.

i [Any other matters that the auditor may consider appropriate.]

Information Provided
i We have provided you with:

o Access to all information of which we are aware that is relevant to the preparation of the
financial statements, such as records, documentation and other matters;
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0 Additional information that you have requested from us for the purpose of the audit; and

o Unrestricted access to persons within the entity from whom you determined it necessary to
obtain audit evidence.

i All transactions have been recorded in the accounting records and are reflected in the financial
statements.

i We have disclosed to you the results of our assessment of the risk that the financial statements may
be materially misstated as a result of fraud.

i We have disclosed to you all information in relation to fraud or suspected fraud that we are aware of
and that affects the entity and involves:

o Management;
o Employees who have significant roles in internal control; or
0 Others where the fraud could have a material effect on the financial statements.

i We have disclosed to you all information in relation to allegations of fraud, or suspected fraud,
affect ing the entity’s financial statements communicat
regulators or others.

1 We have disclosed to you all known instances of non-compliance or suspected non-compliance with
law or regulation whose effects should be considered when preparing financial statements.

i We have disclosed to you all known actual or possible litigation and claims whose effects should be
considered when preparing the financial statements.

i We have disclosed to you datedpartied andtali the/ relatetl pattyhn e ent i
relationships and transactions of which we are aware.

i [Any other matters that the auditor may consider necessary.]

Management Management
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