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BRAFF-GUIBDANCEIIN-APPLYINGSPECIAL CONSIDERATIONS IN
PERFORMING ASSURANCE ENGAGEMENTS ON-FHE-STANDARD

FO EXTENDED EXTERNAL REPORTING (EER)—PHASES-1-AND-2

Chapter 1: Introduction

Background

Purpese-ofthis-GuidaneeScope and Authority of this Document

7. [e] [ 7] Thise pu#pes&ef—%&gwdane&document provides gractlcal %prewde;praeﬂeal

gwdance intended to be applled by practitioners in performing assurance engagements en-the
application-ofthe-standard-in accordance with ISAE 3000 (Revised) (hereafter ‘the Standard’)

on extended external reporting (hereafter ‘EER’) by entities of all sizes about a broad range .

5. [4] [5] The_scope of the tAASB-issued-a-diseussion-paperguidance in this document is limited
to_specific areas where the IAASB identified! in—2016—identifying—ten—areas—wherethat a
practitioner may find guidance useful to address challenges they commonly encounter in
applying 1SAE-3000(Revised)(sometimes—alternativelyreferred-to—as—“thethe Standard_in
assurance engagements on EER (hereafter ‘EER"—in—this—doeument)}—te assurance
engagements’)-over—EER.—_Those challenges arise in the context of certain circumstances
commonly encountered in relation to EER assurance engagements, discussed belowhr

7A Although the guidance may be helpful in performing other types of assurance engagements, it
has not been developed with such engagements in mind. The Standard deals with assurance
engagements, as described in the International Framework for Assurance Engagements, other
than audits or reviews of financial statements. Examples of assurance engagements on
different types of underlying subject matters, and whether this guidance does or does not deal
with them, are included in Table 1 in Appendix 2.

9. [8] [9] The Standard can be used in both direct and attestation engagements?, however, like
the Standard, this guidance is written in the context of attestation engagements. Like the
Standard, itk may be applied to direct engagements, adapted and supplemented as necessary
in the engagement circumstances.

1

Supporting Credibility and Trust in Emerging Forms of External Reporting: Ten Key Challenges for Assurance
Engagements

2. Refer to ISAE 3000 (Revised) paragraph 12(a)(ii) for definitions of attestation and direct engagements.
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8.

[7] [8] As—it—isThis document contains non-authoritative—this guidance. Accordingly, the
guidance -does not introduce any further requirements beyond those in the Standard. Similarly,

none-of the-contents-of-this-guidance-removes-or-changesthe guidance does not override or

change any of the requirements or application material in the Standard.

Purpose and Intended Audience of this Document

5A.

The aim of the IAASB in issuing this document is to enable more consistent and appropriate

application of the Standard in EER assurance engagements, and thereby to strengthen the
influence of such engagements on the quality of EER reporting and to promote greater trust in
the resulting assurance reports by their intended users.

[5] [6] The-guidanee’s intended audience_of the guidance is primarily-practitioners carrying out

EER assurance engagements. A-although it-the guidance may also be-useful-forpreparers-of
EER-reportsassist other parties to such an engagement in understanding aspects of the

performance of EER engagements, such as preparers and users of EER or regulators, it has
not been developed with the needs of such parties in mind. =

The Nature of EER and the Meaning of ‘EER Information’ and ‘EER Report’

1.

1A

[1] ‘Extended-externalreporting(EER)-EER encapsulates many different types of reporting that
provide informationfeeus abouten the financial and non-financial consequences of an entity’s
activities. Such reperting-information (referred to in this document as ‘EER information’) may
foeus-enbe about the consequences for the entity’s own resources and relationships, or en-the
wider eensequences-for-the-well-being of the economy, environment or society, or both, or er
the service performance of a public sector or not-for profit entity.

EER reperting-information therefore goes beyond the_financial information typically included in
financial statements which fecus—en-the—consequences—ef-the—entity'sis about an entity's

economic_resources or obligations, or changes therein, as a consequence of the entity’'s
activities—for-its—finaneial-reseurees;transactions and other events and conditions (‘financial
information’ as may be as—presented in statements of financial position and—or financial
performance and related disclosures.

[2] EER informationreperting may be incerperatedin-the-mainstreampresented as a section(s)

of mainstream periodic reports issued by a company or organization, sueh-e.g. as-an annual
report or integrated report, or a regulatory filing, such as the US SEC Form 10-K or the UK
strategic report. Alternatively;,#HEER information —-may_also be ineluded—presented as ir-a
separate report(s) —or statement(s) -issued by an entity, such as a sustainability report, a
corporate social responsibility statement, a public sector performance report or value for money
report, or a greenhouse gas statement. -In this document, reference to an ‘EER report’ means
EER information presented as one or more such section(s), report(s) or statement(s). In some
cases, an EER report may comprise EER information made accessible by users on demand,
through various communication channels, which may be made accessible by them in real time.

Circumstances Commonly Encountered in Relation to EER Assurance Engagements

2—[3] EER reports may-are often voluntarily prepared and issued by entities, but increasingly may

be required by law or regulation (such as the EU requirement for a large company to include a

non-financial statement in its annual report). —er-alternatively-may-be-produced-by—entities
veldnrtariy—They may be prepared using criteria in EER frameworks, standards are-or guidance
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43.

43A.

established by law or regulation, by international or national standard setters, or by other bodies
(referred to in-this-deecument-as “EER-frameworks_criteria™), criteria developed by the entity
(referred to as entrty developed criteria’), or a combination of both. - EER—ean—be—less—s@ruetured

—1[13] An EER report is—subject-matter—information-that-maymay address diverse-eevera

variety-of underlying subject matter(s), or aspects thereof, of the type(s) discussed in paragraph
1, which may be complex and may have diverse characteristics that range from objective to
subjective, historical to future-oriented, or a combination. There may also be diversity in the
criteria used to prepare the EER report given the wide range of available EER frameworks, and
because preparers often use entity developed criteria in addition to, or instead of, framework
criteria. As a result, there may be greater opportunity for management bias in the selection or
development of criteria.

The nature of primary representations of different aspects of the EER underlying subject matter

43B.

presented in the subject matter information may also be diverse. Some of these representations
may be measured and presented in quantified terms and others may be evaluated and
presented in qualitative (narrative or descriptive) terms. In either case, these primary
representations may be accompanied by related disclosures.

EER subject matter |nformat|on may also be presented in Ihe;EER—repeanayurepresem

ivediverse

forms |nc|ud|ng i
rn—the—ferm—ef—er—a—eembmaﬂen—ef—wrr&mgtext charts graphs dlagrams |mages mbedded

vrdeos

4A.

and format and in the characteristics of the underlying subject matter(s), and the EER subject

matter information may be presented more often in qualitative terms than in quantified terms.
Fhe-EER reporting-can-also-be-more-qualitativerthesubject matter information ean-comprise
more—deseription—{narrative—information)—alengsimay include finaneial-andboth non-financial
(including non-monetary) information and financial information, and both may include
information presented in qualitative or quantified terms. aumbers:

T+Fhe entity’s process_to prepare the EER report and other components of the entity’s system

of internal control relevant to the preparation of the EER report may often be less than fully
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developed a y d
often-beless-developed, particularly when an entity first starts to prepare EER.

Using the Guidance in this Document

9A. The guidance in this document is structured in chapters that can be related to specific stages
and other aspects of an assurance engagement performed in accordance with the Standard.
Diagram 1 below can be used to navigate this document in the context of performing an EER
assurance engagement. Ordering of the chapters in this document follows the flow of stages
and other aspects of the performance of an engagement, as represented in the diagram.

9B. Each chapter is structured to answer the ‘What', ‘Why’ and ‘How' of the guidance in this
document. Each chapter is introduced by a description of the matters addressed by the
guidance in that chapter (the ‘What’) under the sub-heading Matters Addressed by the
Guidance in this Chapter. That description is followed by an explanation of the circumstances
in which the guidance in that chapter may be of assistance to practitioners (the ‘Why’), under
the sub-heading Circumstances in which the Guidance in this Chapter May be of Assistance to
Practitioners. The explanation highlights relevant challenges in performing an EER assurance
engagement from those identified above under the sub-heading Circumstances Commonly
Encountered in Relation to EER Assurance Engagements.

9C. The remainder of each chapter (the ‘How') generally provides a thought process for addressing
the challenges highlighted in the ‘Why'. The thought process identifies considerations that may
assist the practitioner. The considerations are cross referenced, where relevant, to
requirements and application material in the Standard, to specific guidance and examples in
the same or other chapters, to examples in Supplement B, and to contextual information in
Supplement A.

9D. Each Appendix and Supplement describes the matters that it addresses and how they may
assist a practitioner using the guidance in this document. However, this document can be used
by a practitioner without reference to the Appendices and Supplements.

9E. Diagram 1 below provides an overview of all the aspects of the performance of an EER
assurance engagement under the Standard (see green bands, rows and column headings).
The diagram associates each of the requirements of the Standard (see green bands) and each
chapter of this document (see brown boxes), with those aspects of the performance of an EER
assurance engagement to which they relate. The diagram also indicates (see green arrows)
the requirements of the Standard addressed by each chapter, and chapters that include
quidance related to guidance in an earlier chapter. Those aspects of the performance of an
EER assurance engagement and those requirements of the Standard that are not addressed
in this document are shown in grey text.
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Terminology, l-ard-icons_and Cross-references

10. This guidance uses the terminology used in Standard when the concepts being discussed are

addressed in the Standard. When necessary other terms are identified and explained in the

guidance and summarized in a list of terms set out in Appendix 1.

11. Throughout the guidance and examples, including the examples in Supplement B, icons are

used to identify where the exercise of professional skepticism or professional judgment are

illustrated.

11A. The legend below explains the icons and format of cross-references used in this document.

( Legend

Icons — illustrate exercise of: Format of Cross-references (A.A.a.aa))
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Chapter 2 [previously 4] Applying Appropriate SkilsCompetence and
Capabilities

Introduction

87.

88.

89.

[52] To accept or continue an assurance engagement the engagement partner is required to be
satisfied that engagement team collectively have the appropriate competence and capabilities
to:

a) Perform the engagement in accordance with the relevant standards and applicable legal
and regulatory requirements; and

b) Enable an assurance report that is appropriate in the circumstances to be issued.®

[53] The focus is on the ability to meet the requirements of the assurance standard/s, and to
issue an appropriate assurance report that will enhance the degree of confidence of the intended
users in the subject matter information. The competence needed to perform an assurance
engagement includes both assurance competence and sufficient competence in the underlying
subject matter of the engagement and in its measurement or evaluation.

[54] As discussed in Chapter 1, EER may be diverse, both in format and in the matters being
reported on. The reporting can also be qualitative, comprising narrative description alongside
financial and non-financial numbers. The frameworks and criteria used to measure or evaluate
the subject matter/s may be in the early stages of development, and the governance, processes
and internal control systems related to the preparation of EER may often be less developed than
in a financial reporting context, particularly when an entity first starts to prepare its EER
reporting. All these factors may increase the need for a high level of assurance competence as
well as extensive subject matter expertise, for example, scientific or engineering skills, to be
able to perform the engagement, depending on the particular engagement circumstances.

Assignment of the Team

90.

91.

[55] In a financial statement audit engagement, the audit partner and engagement team have
core competence in both auditing skills and techniques (assurance competence) and in financial
accounting (subject matter competence). However, in an EER engagement, while the assurance
practitioner may have some subject matter expertise, the subject matter competence that may
be needed on a complex engagement may go beyond that ordinarily possessed by most
assurance practitioners.

[56] To be able to perform the assurance work over specialized subject matters or subject matter
areas, the practitioner may need to use the work of a practitioner’s expert. Such an expert has
specialized skills and knowledge that enable an informed and knowledgeable view on the
subject matter, but they may not have the extensive competence in assurance skills and
techniques that are needed to perform an assurance engagement in accordance with the
Standard or to be able to make the judgments in relation to contentious or difficult assurance
matters. While a practitioner’s expert is not required to have assurance competence, they may
need sufficient understanding of the Standard to enable them to relate the work assigned to
them to the objectives of the engagement.
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92. [57] Assurance skills and techniques include those planning, evidence gathering, evidence
evaluation, communication and reporting skills and techniques demonstrated by an assurance
practitioner that are distinct from expertise in the underlying subject matter of any particular
assurance engagement or its measurement or evaluation; they include the application of
professional skepticism and professional judgment, obtaining and evaluating evidence,
understanding information systems and the role and limitations of internal control, and linking
the consideration of materiality and engagement risks to the nature, timing and extent of
procedures in an iterative systematic engagement process. Accordingly, they involve far more
than the application of subject matter expertise.

93. [58] On broader or more complex EER engagements the practitioner may judge it necessary for
the work to be performed by a multi-disciplinary team that includes both appropriate assurance
competence and one or more practitioner’s experts. The assurance practitioners, other than the
engagement partner, who perform the engagement, may have a combination of different levels
of assurance competence and different levels of subject matter competence. However, all
assurance practitioners are likely to need some level of competence in both to be able to
understand and apply the perspectives of a wider range of users and to be able to exercise the
professional skepticism and professional judgment needed during planning and performing an
assurance engagement.

94. [59] Both assurance practitioners and subject matter experts may, additionally, have specialized
competence in a particular area, for example, an assurance practitioner may be a specialist in
assuring IT systems and controls, in assuring sustainability information, or in assurance
sampling techniques and methodologies; a subject matter expert, such as a biochemist, may be
a specialist in environmental waste measurement and management, or a lawyer may be a
specialist in environmental or human rights legislation (i.e. a specialized branch of law).

95. [60] The extent to which the work of experts and/or specialists is used, and how it is used, are
a matter of judgment for the practitioner, taking account of factors such as:

a) The nature and complexity of the underlying subject matter and its measurement or
evaluation;

b) The extent to which the underlying subject matter lends itself to precise measurement or
whether there is a high degree of measurement uncertainty that may need significant
knowledge and judgment in relation to the subject matter;

c) The engagement partner's and engagement team’s competence and previous experience
in relation to the subject matter; and

d) The level of assurance to be provided.

96. [61] In a more complex engagement, the practitioner may find it helpful to draw up a skills matrix
setting out the assurance and subject matter competencies needed to perform the engagement
and those of key engagement team members and other individuals whose work is to be used in
performing the engagement. A matrix could also help identify where subject matter competence
in a specialized area may be needed by the practitioner and whether that competence is
available to the practitioner from within their own firm or network (practitioner’s internal expert)
or may need to be obtained from outside the firm or network (external expert).
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s s
a-complex-engagementand- lessfairly
un respeetively—_Appendix 3, example 3 illustrates some of the
considerations that may apply in a more complex engagement.

EXAMPLE
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b) assess the expert’s work and integrate it with the work of the engagement team as a whole;
and

c) take responsibility for the conclusions reached.

101. [67] The engagement partner is also responsible for the overall quality of the engagement,
including for:

a) appropriate direction, supervision and the review of the work of less experienced team
members by more experienced team members;

b) maintenance of engagement documentation that provides evidence that the engagement
was performed in accordance with relevant ISAEs and legal and regulatory requirements
(see chapter 10 for guidance on documentation); and

c) for appropriate consultation by the engagement team on difficult and contentious matters.

Direction, supervision and review

102. [68] The engagement partner considers the composition of the engagement team throughout
the engagement and takes account of their assurance and subject matter competence when
making decisions about the direction, supervision and review of their work. The lower the level
of assurance competence of a team member is, the higher will be the need for direction,
supervision and review of their work. Similarly, the lower the extent of their subject matter
competence when they are performing assurance procedures, the lower may be their skills in
exercising professional skepticism and professional judgment in relation to the evidence
gathered, including the evidence obtained from using the work of an expert.

103. [69] The extent and nature of direction, supervision and review needed are a matter of judgment,
taking account of factors such as:

a) The assurance and subject matter competence of the individual team member;

b) The significance of the work performed by the individual in the context of the engagement
as a whole;

c) The risks of material misstatement in the matter to which the work of the assurance
practitioner or practitioner’s expert relates;

d) Whether the practitioner’s expert is internal or external to the practitioner’s firm; and

e) Whether or not the firm has a well-developed methodology for practitioners to follow when
performing a particular type of EER engagement.
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104. [70] The diagram below illustrates the levels of assurance skills that may be available in the

engagement team and the level of both the subject matter competence and the direction,
supervision and review that may be appropriate in the engagement circumstances. For example,
where there is greater subject matter complexity, or the work of the individual is more significant
to the engagement as a whole, greater direction, supervision, review and integration of that work

is likely to be needed than if the subject matter is less complex or the work of the individual
relates to a less significant part of the engagement.

Engagement partner and engagement team competence
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Other Quality Control Considerations

105. [71] The premise on which the Standard is based includes that the engagement’s assurance

practitioners are members of a firm that is subject to quality control requirements at least as
demanding as ISQC 1. Those requirements include that the firm establishes and maintains a
system of quality control that includes documented policies and procedures addressing the
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matters set out in paragraph A61 of the Standard and that are communicated to the firm’s
personnel.

106. [72] Assurance practitioners are often professional accountants, but the Standard acknowledges
that a competent practitioner other than a professional accountant may choose to represent
compliance with the Standard. Representing compliance includes representing that they comply
with the requirements of the Standard that address their own competence and the competence
of others who are to perform the engagement, and that they are able to evidence that they are
a member of a firm that is subject to quality control requirements at least as demanding as ISQC
1.

107. [73] Where the entity has a subsidiary, division, branch or operational site at a remote location
or in a different jurisdiction, the practitioner may use the work of another practitioner to perform
assurance procedures at that component. However, the engagement partner remains
responsible for the overall assurance conclusion and for the quality control of the engagement.
The Standard contains a number of requirements with respect to using the work of another
practitioner in a multi-team or multi-location engagement.

108. [74] If the other practitioner is a member of the same network of firms, and that network is subject
to common systems and processes to comply with ISQC 1, then a lower degree of direction,
oversight and review may be necessary than when the component’s subject matter information
is subject to assurance by a practitioner outside of the practitioner's own network, or by a
practitioner who is not a member of a firm that applies ISQC 1.
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Chapter 3 [previously 5]: Exercising Professional Skepticism and Professional
Judgment

Introduction

109.

110.

[75] The Standard requires the engagement to be planned and performed with professional
skepticism, recognizing that circumstances may exist that cause the subject matter information
to be materially misstated. It also requires the exercise of professional judgment in planning and
performing the assurance engagement, and the application of assurance skills and techniques
(which include the exercise of professional skepticism and professional judgment) as part of an
iterative, systematic engagement process.

[76] Sufficient knowledge of the circumstances of the engagement, as well as assurance
competence and understanding of relevant standards, laws and regulations, are important to
being able to exercise professional skepticism and professional judgment in making the
informed decisions that are required throughout an EER engagement. Paragraphs A76 to A85
of the Standard set out why maintaining an attitude of professional skepticism and applying
professional judgment are necessary, and in which circumstances they may be particularly
important.

Engagement circumstances include the terms of the engagement, including whether it
is a reasonable assurance engagement or a limited assurance engagement, the
characteristics of the subject matter, the criteria to be used, the needs of the intended
users, relevant characteristics of the responsible party and its environment, and other
matters, for example events, transactions, conditions and practices, that may have a
significant effect on the engagement.

The importance of professional skepticism and professional judgment in an EER engagement

111.

112.

[77] In an EER engagement, the need for sound professional judgment and the exercise of
professional skepticsm may be heightened. EER engagements can be complex, with underlying
subject matters that may be subject to greater subjectivity, management bias, estimation and
evaluation uncertainties than when applying financial reporting frameworks (see Chapter 1).

[78] These and other factors, may make it challenging to:
a) Understand the needs of intended users;
b) Understand the interrelationships of different aspects of the subject matter information;
c) Determine whether assumptions and methods used by the preparer are appropriate;

d) Recognize unusual circumstances or omissions of information when they occur
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113.

e) Evaluate the sufficiency and appropriateness of evidence obtained; and

f) Determine the appropriate course of action in light of the facts and circumstances of the
particular engagement.

[79] Other factors such as:
a) the preparer’s lack of familiarity with the reporting frameworks;
b) the lack of maturity of frameworks, governance and controls; and

c) the possibility that the underlying subject matter may not be central to the entity’s strategy
or management priorities

may also increase the need for the practitioner to exercise professional skepticism and
professional judgment.

Acquiring and applying professional skepticism and professional judgment

Professional skepticism

114.

115.

116.

[80] Professional skepticsim is founded on an attitude of mind that, is neither unduly cynical nor
accepting of representations or answers to inquiries at face value, even if they sound plausible.
In an assurance engagement, it is manifested in the actions the practitioner takes in
understanding and evaluating matters based on the evidence. These actions are primarily about
asking the right questions and making a judgment, based on the evidence obtained, as to when
it may be necessary to probe further and when it is appropriate to move on.

[81] The importance of professional skepticism to the interests of intended users is underscored
by the increasing complexity of business and of EER reporting, rapid changes needed by
businesses to adapt to changing circumstances, increased regulation, increased demand for
transparency of information, the call for greater responsibility by business for its actions, and the
use of increased judgment, estimation and assumptions by preparers of the EER information.

[82] The exercise of professional skepticism may be impeded by a number of factors, both
external factors, not within the direct control of the practitioner, and internal factors. Heightened
awareness of the presence and intensity of these factors can help practitioners to avoid or
mitigate their impact by taking appropriate action.
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External impediments
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119.

120.

[86] External pressures such as fee or time pressures may also impede the exercise of
professional skepticism, as may an organizational culture or tone at the top that does not tolerate
challenge. In such circumstances, practitioners may be reluctant to question when things do not
seem right. However, it is important to bear in mind that the objective of an assurance
engagement is to enhance the degree of confidence of the intended users in the subject matter
information; it is therefore the users’ needs that are kept in mind throughout the engagement.
Clear and early communication with the preparer about expectations regarding, for example,
the timing of deliverables and the availability of evidence and access to personnel may help to
mitigate these impediments.

[87] Internal impediments may arise as a result of factors at firm level, engagement level or
personal level. For example, a firm may not encourage differing views, place importance on
training and ongoing professional education or develop assurance methodologies for the
performance of its engagements. At engagement level, there may be resource constraints that
prevent the appropriate competence from being included on the engagement team or that put
team members under undue time pressures. Personal traits such as individuals’ response to
time pressure, stress or conflict, cultural background, intellectual curiosity, confidence to
question or personal bias can act as impediments to the proper exercise of professional
judgment.

Professional judgment

121.

122.

[88] The ability to exercise professional judgment is closely linked with competence in a
particular subject matter. It is developed through extensive training and experience in that
subject matter. Practical experience and ‘on the job’ coaching are particularly important in
developing the ability to exercise professional judgment, including through the example set by
engagement partners, and through more experienced engagement team members providing
appropriate direction, supervision and review to less experienced members of the team.

. The application of relevant training, knowledge and experience, within the context
provided by assurance and ethical standards, in making informed decisions about the
courses of action that are appropriate in the circumstances of the engagement.

. The distinguishing feature of the professional judgment expected of a practitioner is
that it is exercised by a practitioner whose training, knowledge and experience have
assisted in developing the necessary competencies to achieve reasonable judgments.

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

. Professional judgment is not to be used as the justification for decisions that are not
otherwise supported by the facts and circumstances of the engagement or sufficient
appropriate evidence.

[89] While subject matter experts also exercise judgment in relation to their area of subject
matter expertise, the Standard contemplates professional judgment as part of the assurance
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skills and techniques of a practitioner, acquired through extensive training, knowledge and
practical experience. Professional judgment is necessary regarding decisions about, amongst
other matters: materiality and engagement risk; the nature, timing and extent of procedures that
will enable sufficient appropriate evidence to be obtained to comply with the requirements of the
relevant ISAESs; evaluating the evidence obtained and drawing appropriate conclusions based
on that evidence; and the actions to take in exercising professional skepticism.

123. [90] Throughout the rest of this guidance, the exercise of professional judgment and professional
skepticism are illustrated by way of examples related to specific decision points in the lifecycle
of an EER engagement and are set out in the relevant chapters where those decision points are
discussed. Within those chapters, the examples are identified by use of the symbol PJ or PS
[as indicated in Chapter 1]. These include: [link to areas to which the examples relate, for
example: scoping, competence, evidence-gathering and evaluation, reporting]

124. [91] Further discussion on professional judgment and professional skepticism can be found in
the [Supplement].

Documenting professional judgment

125. [92] Paragraph 79 (c) of the Standard also requires the practitioner to prepare documentation
sufficient to enable an experienced practitioner, having no previous connection to the
engagement, to understand the significant professional judgments made in reaching
conclusions on significant matters arising during the engagement. Documentation in an
assurance engagement includes a record of the practitioner's reasoning on all significant
matters that require the exercise of professional judgment, and related conclusions. When
difficult questions of principle or professional judgment exist, documentation that includes the
relevant facts that were known by the practitioner at the time the conclusion was reached may
assist in demonstrating the practitioner’s knowledge.
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Chapter 4 [previously 3]: Agreeirg-the-Scope-andDetermining Preconditions
and Agreeing Scopebetermining-Preconditions

Matters Addressed by the Guidance in this Chapter

12A.

This Chapter provides guidance on applying the acceptance and continuance requirements of

S.21-30 in the context of a potential EER assurance engagement. It focuses on determining
whether the preconditions are present and agreeing the scope of the engagement,
understanding the work effort that may be appropriate in applying the acceptance and
continuance requirements, and remaining alert to, and managing, potential threats to the
practitioner’s independence that may arise in performing the potential engagement.

Circumstances in which the Guidance in this Chapter May be of Assistance to Practitioners

12B.

The underlying subject matter may be complex and diverse, and the characteristics of the

12C.

underlying subject matter and subject matter information may be more gqualitative than
quantitative and more future-oriented than historical. The entity’s process to prepare the EER
report or other components of the entity’s system of control relevant to preparation of the EER
report may not be fully developed. These and other factors, including that the engagement may
be voluntary, and cost considerations may be a key engagement consideration for the preparer,
may result in the proposed scope of the engagement being limited. The criteria may also include
a significant element of entity developed criteria.

When all or some of these factors are present, especially in an initial engagement, the

practitioner may anticipate an extensive work effort to meet the acceptance and continuance
requirements, and the potential existence of impediments to acceptance. There may also be
an expectation that the practitioner would first conduct a separate non-assurance engagement
to advise the preparer on its readiness for an EER assurance engagement. Such an
engagement could give rise to potential threats to the practitioner’'s independence in later
performing the proposed assurance engagement.

Determining Whether the Preconditions for Assurance_are Present

68.

69.

[43] [378] The practitioner is enly-permitted to accept or continue an assurance engagement
only when, amongst other matters, the basis on which the engagement is to be performed has
been agreed. In part, this is established through identifying that the preconditions for an
engagement are present, based on a preliminary knowledge of the engagement circumstances
and discussion with the preparer.

[44] [38] For a recurring engagement, the same preconditions are required_as for an initial
engagement, however the continuance process may be more straightforward as the practitioner
will already have good knowledge of the entity and the engagement-cireumstances-with-which
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72. [41] The preconditions are set out in paragraph—24—of-the—StandardS.24, and all the
preconditions are required to be met. - i i

characteristics-of suitable-eriteria;tThe practitioner will need a sufficient preliminary knowledge
of the engagement circumstances to be able to make a reasoned determination about whether
the eriteria-exhibit-the-characteristic-of completenesspreconditions are present.

72A. The diagram below sets out the practitioner's consideration of the preconditions within the
context of the particular engagement circumstances. It also illustrates the interrelationships
between the various preconditions (which are shown in the red circles), and linkages to other
acceptance considerations by the practitioner (shown in green boxes). The grey diamond
illustrates the three-way cohesiveness of the underlying subject matter, the criteria and the
resulting subject matter information, which are considered together when determining the
scope of the assurance engagement, and are discussed further below in G.47-48. Cross
references in grey pentagons in the diagram below are to the practitioner considerations in
G.74.
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Diagram 2 — Acceptance Considerations Including Preconditions
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74. [47] [42] The following considerations for the practitioner include questions (based on the
preconditions for an assurance engagement) that are designed to illustrate how the practitioner
may make some of the judgments involved in the acceptance or continuance decision.

A. Does the practitioner have sufficient preliminary knowledge of the engagement
circumstances to be able to determine whether the preconditions are present (G.72,

G.78A)?

B. Does the engagement have a rational purpose (S.24.b.vi, S.A56, G.76)?

(a) Has the preparer identified the purpose of the engagement and the intended users
and their information needs?

(b) Have the intended users been involved in determining the criteria?

(c) Are the identified purpose, intended users and their information needs, and the
proposed scope of the engagement (boundary of the subject matter information and
level of assurance) consistent with each other and with the practitioner’'s knowledge
of the engagement circumstances?

(d) If the appropriate parties are not the same, could the characteristics of their
relationships undermine the purpose of the engagement?

(e) Would the practitioner be inappropriately associated with the underlying subject
matter or the EER report?
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C.

Are the roles and responsibilities of the appropriate parties suitable, and has the preparer

appropriately fulfilled its responsibility to have a reasonable basis for the subject matter

information (S.24.a, S.A37-A39, G.76)

(a) Is the underlying subject matter appropriate and are the criteria suitable?

(b) What are the characteristics of the relationships between the parties?

(c) Does the preparer’s process to prepare the subject matter information provide a
reasonable basis for that information, and is the process appropriately supported by
other relevant aspects of the entity’s system of internal control (G.Ch 6)?

(d) Has the preparer acknowledged its responsibility for the underlying subject matter?

(e) Have the practitioner and preparer reached a common understanding of their roles
and responsibilities and of the engagement terms (S.22.c.ii)?

Is the underlying subject matter appropriate (S.24.b.i, S.A40-A44, G.75A-75C)

(a) Given the characteristics of the underlying subject matter, is it identifiable, and is it
capable of consistent measurement or evaluation, at an appropriate level of
aggregation or disaggregation?

(b) Can the resulting subject matter information be subjected to procedures to obtain
sufficient appropriate evidence?

Are the applicable criteria suitable for the engagement circumstances (S.24.b.ii, S.A45-

A50, G.Ch 5)?

(a) Are any framework criteria_suitable on their own (i.e., do they exhibit the five
characteristics of suitable criteria) or is there a need for entity developed criteria?

(b) Does the preparer have an appropriate process in place for selecting or developing
and reviewing the criteria (G.Ch 7)?

Will the framework or entity developed criteria be made available to the intended users

(S.24.b.iii and S.A51-A52)?

Has the proposed boundary of the subject matter information been determined

appropriately, and if the subject matter information is less than the EER report, has it been
selected in an unbiased manner?
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H. Does the practitioner expect to be able to obtain the evidence needed to support the

limited or reasonable assurance conclusion, as applicable (S.24.b.iv, S.A53-A55,

1ISQC1.26.c)?

(a) Would the preparer's process to prepare the subject matter information provide a
reasonable basis for that information whether the proposed level of assurance is
limited or reasonable assurance?

(b) Has the preparer accepted responsibility for the underlying subject matter?

(c) _Has the preparer imposed a limitation on the practitioner’s work (S.26, S. A155.c) and

will the practitioner have adequate access to the preparer’s records and people?

Is the integrity of the preparer in question?

—

(d

=

Is the assurance conclusion to be contained in a written report (S.24.b.v)?

Are expectations for engagement quality management appropriate?

(a) Is the practitioner a member of a firm that is subject to ISQC 1 or other professional
requirements, or requirements in law or regulation that are at least as demanding as
ISQC 1 (S.31.a, S.A60-A66)?

(b) The members of the engagement team are subject to the IESBA Code or other
professional requirements, or requirements in law or regulation, that are at least as
demanding (S.22.a, S.A30-A34, ISQC1.26.b)?

(c) Do those who are to perform the engagement collectively have the appropriate
competence and capabilities to do so (S.22.b, S.32, ISQC1.26.a, G.Ch 2)?

Will the understanding of the engagement terms be set out in writing in an engagement

contract (S.27, S.A57-A58)?

Considering whether t+he engagement has a rational purpose

76.

[49] [45] The purpose of an assurance engagement is established in the definition of an
assurance engagement in paragraph-12(a)S.12.a-of the-Standard. The meaning of the term
‘rational’ is not explicitly addressed in the Standard. However, an assurance engagement may
be considered to have arational purpose if the practitioner’s conclusion is designed “to enhance
the degree of confidence of the intended users ... about the subject matter information”. It may
be expected that it is designed to do this in a way that is logical, coherent and appropriate in
the engagement circumstances. In this context, the application material in paragraph A56-ef
the-StandardS.A56 sets out certain considerations that may be relevant in determining whether
the purpose of a proposed assurance engagement is rational.
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In determining whether a proposed EER assurance engagement has a rational purpose, it
may be appropriate for the practitioner to consider matters such as:

Who the intended users are, including taking into account whether the applicable criteria
were designed for a general or special purpose, and whether the EER report or the
assurance report will be used or distributed more broadly than to the identified intended
users.

Assuming the subject matter information is expected to address the significant information
needs of the intended users, whether any aspects of the subject matter information are
expected to be excluded from the assurance engagement and the reason for their
exclusion.

Who selected the criteria, including whether and the extent to which the intended users
or other parties were involved in selecting or designing the criteria and the degree of
judgment and scope for bias where parties other than the intended users were involved
in doing so.

Whether the level of assurance that the practitioner plans to obtain (and therefore what
would constitute sufficient appropriate evidence) is expected to reduce engagement risk
to a level which is at least meaningful in the circumstances of the engagement, having
regard to the extent of the consequence to the intended users of an inappropriate
conclusion by the practitioner.

Where the engagement is a limited assurance engagement, whether the level of
assurance the practitioner plans to obtain is sufficient to be meaningful to the intended
users — in some circumstances, the intended users’ need for assurance may even be so
great that a reasonable assurance engagement is needed to obtain a meaningful level of
assurance.

Whether the scope of the practitioner’s work is expected to be limited significantly, such
that the practitioner’'s conclusion may not sufficiently enhance the degree of confidence
of the intended users in the EER report.

Whether, when the engaging party, responsible party and the measurer or evaluator are
not all the same party, the characteristics of the relationships between these parties could
undermine the purpose of the engagement.

Whether the practitioner believes that the preparer intends to associate the practitioner’s
name with the underlying subject matter or the EER report in an inappropriate manner.

Considering whether the underlying matter is appropriate

75A.  The application material in S.A40-A45 sets out guidance on what it means for the underlying

subject matter to be appropriate. Considerations include whether the underlying subject

matter is identifiable, and capable of consistent measurement or evaluation against the

applicable criteria.

75. [48] [44] Identifiable underlying subject matter means that the different aspects of the subject

matter are well-defined and distinct from other things (see example below). All assurance

engagements have an underlying subject matter, which is related to the purpose and intended
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75B.

users of the EER report, and to which the criteria are applied to result in the subject matter
information. As discussed in G.47-48, there needs to be a coherent relationship between the
underlying subject matter, the criteria and the subject matter information when determining
the scope of the assurance engagement.

The greenhouse gas emissions of an entity might be identifiable underlying subject matter
because there are widely accepted definitions of greenhouse gas emissions (such that they
are distinct from other things, for example other emissions to air). Additionally, methods exist
to measure or estimate those greenhouse gas emissions that are attributable to the entity’s
activities.

However, the impact of the entity’s activities on global temperature change more broadly
might not be identifiable underlying subject matter. This is because it is difficult to attribute
global temperature changes to greenhouse gas emissions of specific entities and to separate
the impact of greenhouse gas emissions from other factors causing such temperature

changes (for example deforestation).

Different underlying subject matters have different characteristics, as described in paragraph

75D.

S.A42. Such characteristics affect the precision with which the underlying subject matter can
be measured or evaluated against the criteria, and the persuasiveness of available evidence.

The level of aggregation or disaggregation of the underlying subject matter may affect the

75C.

practitioner’s consideration of matters such as the entity’s process to identify material
aspects of the underlying subject matter to be included in the EER report (G.Ch 7), the
suitability of criteria (G.Ch 5), and what might affect the decisions of the identified intended
users (materiality considerations, which are discussed further in G.Ch 10). For further
discussion on the appropriateness of the underlying subject matter and how aspects of the
underlying subject matter may be addressed at different levels of aggregation or
disaggregation, refer to SuA [x].

The criteria may be applied to the underlying subject matter as a whole to result in the subject

matter information, but, as described in S.A44, in some cases, the assurance engagement
may relate to only one part of a broader underlying subject matter i.e. the criteria may be
applied to particular aspects of the underlying subject matter.

Considering whether the criteria are suitable

70.

[45] [39] In order for the criteria to be suitable in a limited assurance engagement, the

82A.

practitioner must also be able to determine that they would be suitable in a reasonable
assurance engagement.

Considering whether the criteria are suitable involves considering whether they exhibit the five

51

characteristics set out in S.A45. S.A46-A50 set out further considerations for the practitioner,
including that the way in which criteria are developed may affect the work that the practitioner
carries out to assess their suitability.

[21] As set out in S.A48, criteria can be selected or developed in a variety of ways. Suitable
measurement or evaluation criteria often are not available in established EER reporting
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frameworks. Such frameworks often are less prescriptive about the scope of the underlying
subject matter to be addressed in an EER report, or how to measure or evaluate and disclose
the underlying subject matter, as compared to financial reporting frameworks. In_such
circumstances, the

preparer will need to develop the criteria further in order that they exhibit the characteristics of suitable

82B.

criteria.

One area where the development of such criteria may be needed is when the framework does

not include criteria to identify the reporting topics for inclusion in an entity’'s EER report. In such
circumstances, the entity will have to go through a process of selecting criteria from other
frameworks, or develop its own. In these circumstances, it may be helpful for the practitioner to
consider the preparer’s process for identifying reporting topics to include in its EER in order to
obtain a sufficient preliminary knowledge of the engagement circumstances A more detailed
consideration of the preparer’'s process may be undertaken when the practitioner obtains an
understanding of the engagement circumstances as required by S.45-47L/R, and as discussed
further in G.Ch 7_Considering the Entity’s Process to Identify Reporting Topics.

Considering the entity’s process to prepare the subject matter information

126.

[58] To accept an assurance engagement, the practitioner is required to determine that the

128.

preparer has a reasonable basis for the subject matter information in the EER report as part of
the precondition that the roles and responsibilities of the preparer are suitable. The practitioner
is_also required to determine that they expect to be able to obtain sufficient appropriate
evidence. Practitioners may encounter entities at varying stages of development of their system
of internal control, and whether these preconditions are present may depend on the extent to
which the entity’s system of internal control is, in the practitioner’s professional judgment, able
to support those preconditions, taking into account the nature, extent and complexity of the
underlying subject matter and criteria.

[60] Considering the entity’s system of internal control may assist the practitioner in

determining_whether the preconditions for an assurance engagement are present.
Understanding the work effort doing so is addressed below under Work Effort in Determining
Whether the Preconditions are Present. Guidance on the more detailed understanding of the
entity’s processes and systems of internal control obtained at the planning stage of the
engagement is included in G.Ch 6 Considering the System of Internal Control.

Agreeing the Scope of the Engagement

43C.

Agreeing the scope of the engagement means agreeing the boundary of the subject matter

information for the EER assurance engagement and the level of assurance to be obtained in
performing the engagement.
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Considering the proposed boundary of the subject matter information

44,

44A.

44B.

[14] The Standard can be applied to engagements of diverse scopes, provided that the
preconditions in S.24, and the other acceptance requirements are met. The preparer may
propose a boundary of the subject matter information which may be Fhe-scope-of-an-assurance

engagement—can—be—an entire EER report or only part(s) of an EER report_in_different
circumstances.

In the initial stages of EER reporting, —Fhe—Standard—ecan—be—applied—to—a—variety—of

angagemen nrovided-—th he preconditions—in—b araph 4o ha ndard a_mae

entitiesthe practitioner may not be able to determine that the preparer has a reasonable basis
for all of the information included in the EER report, so the boundary of the subject matter
information may be only erhr-those parts_of the EER report for which the preparer does have a
reasonable basis. In other circumstances, the p-—xxxreparer may propose a recurring EER
assurance engagement in which the boundary of the subject matter information is subject to
variation from period to period (G.57-58 below). For example, the preparer may propose a
boundary that increases from period to period or one that varies in a ‘rolling program’_of

assurance (G.59-63 below). ;-and-a-coherentrelationship-xooak

If considering a particularly narrow scope for the EER assurance engagement, for example

covering only a few specific measures or indicators in isolation, rather than the entire EER
report, careful consideration may be needed to determine whether the preconditions are

present.

Considering a boundary of the subject matter information that includes only part(s) of an EER report

47.

[17] Where the subject matter information is less than all of the information included in the EER

report, the engagement criteria and underlying subject matter will not be the same as the criteria
and underlying subject matter that gave rise to all the information in the EER report. They will
be narrower in scope as they relate to a narrower boundary, but there still needs to be a
coherent relationship between the subject matter information, criteria, and underlying subject
matter, such that applying the criteria to the underlying subject matter gives rise to the narrower
scope of subject matter information.

48.

[18] Selecting only those parts of the information included in the EER report that are easier to
assure or that present the entity in a favorable light {semetimes-referred-to-as-cherry-picking?)
would not be appropriate unless the selected subject matter information, criteria and underlying
subject matter have an appropriately coherent relationship and the preconditions for
acceptance of the proposed assurance engagement are present, including that the
engagement has a rational purpose. The engagement may be more likely to have a rational
purpose if the parts of the EER report within the scope of the assurance engagement are those
that are most important in assisting decision-making by the intended users. An_example of
underlying subject matter, criteria and subject matter information that have not been applied in
a cohesive manner is set out in SuB.[x] An example of a narrow scope engagement which may
have a rational purpose is set out below.
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A water utility company reports annually on a number of KPIs, including customer
satisfaction, value for money, time lost through interruptions of water supply, leakages, the
quality of its drinking water, and the quality of bathing waters where the company discharges
wastewater to the sea. The company is required to report to its requlator, and to obtain
reasonable assurance that the quality of drinking water supplied, and of wastewater
discharged meets the criteria established in the requlatory framework.

In the past year the company has had numerous complaints about the quality of its drinking
water, and the treatment of its wastewater and the number of samples taken is currently
subject to investigation by the requlator.

While the company reports, in its EER report, on a number of different underlying subject
matters, it has proposed_that the scope of the assurance engagement be limited to the
drinking water and wastewater KPIs only. The reason given is that, in the shorter term, the
entity wants to focus on improving its processes, systems and controls for those aspects of
the EER report that are subject to requlatory scrutiny, that require assurance, and that are
likely to be of greater interest to the intended users. In such a case the narrower scope of
the engagement may have a rational purpose.
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Considering a proposed boundary of the subject matter information that increases over time

. .

57. [27] Entities producing EER reports typically implement gradual changes to their governance
and controls to support their EER reporting as it becomes more established and formal. Where
an entity’s governance and controls over EER are in the process of developing, the preparer
may not have a reasonable basis for reporting on all aspects of the underlying subject matters
or for all the information included in the EER report. Nevertheless, the preparer may wish to
obtain assurance on those areas for which the preconditions could be met and to disclose in
the EER report that they are working on developing the governance, processes and systems
to extend the scope of assurance in other areas in due course. Consideration of the reasons
for the preparer wishing to include only certain part(s) of the information included in the EER
report within the scope of assurance is needed to determine whether the reasons for the
narrower scope to be assured are irappropriate er~and the proposed engagement hastacks a
rational purpose.

58. [28] Where the entity’s governance and controls over EER are in the process of developing, it
may be expected that more part(s) of the information included in the EER report would fall
within an evolving scope of the subject matter information for successive EER assurance
engagements as the entity’s EER governance, reporting processes and systems evolve. Where
theentity 3,“. i eaSoh ofaHaHow ope-enRgagemnen Ha itis-r-the

e : it-does not make any attempt to include
further information in the EER report within the scope of the assurance engagement in later
periods, that may (unless user information needs have changed) call into question the entity's
reasons for reporting the subject matter information and whether the assurance engagement
has a rational purpose.
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Where-the-breadth-of secope-isConsidering a proposed boundary of the subject matter information that
varies in a ‘rolling program’ ef-assurance

59.

60.

61.

62.

63.

[29] The entity may wish to establish a program efto systematically vary boundary of the subject
matter informationing the-breadth-ef-seepe-year on year, which may involve including all or
most aspects of the subject matter information in the scope over a repeating cycle (‘rolling
program’), for example, due to cost considerations.

[30] An assurance engagement, on a rolling basis, over selected parts of the EER report that
vary from period to period is different from the performance of assurance procedures on a
selective, rotational basis on subject matter information that is subject to assurance each
period. The former relates to determining the scope of the assurance engagement and
assessing the preconditions for assurance, and is discussed further below. The latter is about
the design of selective procedures to obtain rirg-evidence about_the subject matter information
after the acceptance decision has been made. -

[31] Whenre the preparer wishes to obtain assurance, with the scope determined on a rolling
basis, the practitioner needs to understand the reasons for the preparer proposing a rolling
program of assurance, and whether those reasons are appropriate when considered with the
intended users in mind.

[32] Whenre such a program is considered to result in successive assurance engagements that
each has a rational purpose, the criteria for presentation and disclosure may be particularly
important to allow the intended users to understand the approach the preparer has taken and
the boundaries of the information in the EER report that has been assured.

[33] Whenre an evolving or rolling program of assurance engagements is adopted by a preparer
and accepted by a practitioner, users may expect it to be followed consistently as designed.
However, the nature, extent and timing of the consideration the practitioner gives to the ‘other
information’ may change from period to period as, effectively, the information included in the
EER report related to those aspects not within the scope of assurance in a particular period
become ‘other information’. The practitioner also needs to be alert to changed engagement
circumstances that may mean a rolling scope a of assurance would no longer be appropriate.
For an example of when a rolling program may be appropriate, refer to SuB.[x]. An example of
when a rolling program may not be appropriate is set out below.

A multinational beverage company has high water usage. Its production process produces
wastewater that is potentially harmful to sensitive ecosystems, but is closely monitored to
make sure that the levels do not exceed those considered to be safe by the environment
agencies in each location.

In this example, including water usage and wastewater for assurance on a rolling basis
may not have a rational purpose as such an assurance engagement may not meet the
intended users’ needs. Users are likely to be interested in what the company is doing on
an ongoing basis to reduce its water consumption, particularly in water scarce areas, and
their decisions may well be influenced by even small levels of harmful effluent that exceed

EXAMPLE
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those considered to be safe. Breaching those levels may result in significant penalties or
fines to the company. It is lunlikely that a rolling basis of assurance, where some sites were
excluded from assurance in a particular year(s), would_not reflect a rational purpose in this
situation.

Fhe-depth-of-seepe-Considering the proposed level of assurance to obtained

64.

65.

[34] The second-dimension—of-scope-is-the—depth-of-theproposed level of assurance to be
obtained_—Fhis-is-irfluenced-by-the—agreed-level-of-assurance—(limited or reasonable)_may

influence the practitioner’s consideration of the acceptable, or an acceptably low, level of
engagement risk and the ;and-isrelated-te-the-nature, timing and extent of procedures the
practitioner performs as part of their evidence-gathering procedures.

[35] What is an acceptable, or an acceptably low, level of engagement risk may vary according
to the circumstances of the engagement including the information needs of the intended users
as a group, the criteria, and the underlying subject matter. Determining the nature, timing and
extent of procedures to be performed in the context of the level of assurance to be obtained
may require considerable skill in the exercise of professional judgment and professional
skepticism, and is discussed further in Chapter 121 Assuring-NarrativeObtaining Assurance on
Qualitative Information and Chapter 12 Assurinrg—Obtaining Assurance on Future-Oriented
Information. However, the decision as to what is likely to be meaningful in terms of the
appropriate level of assurance is considered when considering whether the preconditions are
present.

Work Eeffort in Ddetermining the-presence-ofprecenditions\Whether the Preconditions are

Present

77.

77A.

[46] The practitioner establishes whether the preconditions for an assurance engagement are
present based on a preliminary knowledge of the engagement circumstances and discussion
with the appropriate party(ies).

Engagement circumstances include, amongst other matters, the characteristics of the subject
matter, the criteria to be used, the needs of the intended users, relevant characteristics of the
responsible party and its environment, and other matters such as transactions, conditions and
practices, that may have a significant effect on the engagement. Accordingly, the extent of
preliminary knowledge needed to arrive at a reasoned determination about the preconditions
may depend on these rumereus-and other factors, such as the experience of the practitioner-.
A practitioner with previous experience of the subject matter and of the framework and criteria
being applied may be expected to make judgments more readily than a practitioner without
such experience.
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77B.

78.

78A.

The greater the complexity of the subject matter or the more subject it is to management bias,
the greater may be the need for the practitioner to understand the systems, processes and
controls in place that provide a reasonable basis for the subject matter information before being
able to determine whether the preconditions are present. By—centrast—on—an—uncomplex

[47] In a complex engagement,_or one in which the preparer has further developed the
framework criteria or has developed its own criteria, -the practitioner may wish to consider
bringing forward some of the procedures that ordinarily would be performed as part of planning,
for example, performing a walk through to understand the processes for recording the
information, or may choose to carry out a ‘readiness assessment’ (see-paragraph>xG.79B.b).

¥-On small, less complex engagements, a discussion with the preparer to obtain sufficient
preliminary knowledge may be appropriate. In either case, the practitioner's preliminary
knowledge of the engagement circumstances needed to arrive at a reasoned determination
determination about the preconditions and_-in-deinrg-se-to exercise the professional skepticism
and professional judgment required by the Standard, may include a sufficient understanding of
the entity’s business, its operating environment, who the intended users of the EER report are
and what would affect their decision-making, as well as sufficient knowledge of the underlying
subject matter and, where relevant, its connectedness with other subject matters the entity
reports on.

Assurance-Readiness-Engagements-and—Maturity Assessments”Initial engagements

79A.  When the proposed engagement is an initial engagement, it is likely that the work effort to
determine whether the preconditions are present may be greater than in the case of a
continuing engagement, especially when the entity’s process to prepare the EER report is in
the early stages and still evolving, or when the proposed engagement is complex.

79B. There are several possible approaches the practitioner may choose to take in such

circumstances:

(a) As discussed in G.78 above, the practitioner may perform more extensive pre-acceptance
procedures, for example, it may be possible to bring forward some of the procedures that
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79.

80.

81.

are ordinarily performed as part of planning or to consider knowledge obtained from other
engagements the practitioner performs for the entity; or

(b) As discussed in G.79-80 below, the practitioner may carry out an assurance readiness
engagement to determine whether the preconditions are present, and to identify actions for
management to consider if the preconditions are not present); or

N

The practitioner may carry out a maturity assessment of the entity’s process to prepare the
EER report to advise the entity on actions to develop the process and related controls
towards. Such an engagement would not be an assurance engagement (see G.81).

(c

[50] [48] In some circumstances, for example in larger or more complex engagements, the
practitioner may choose to determine whether the preconditions are present as part of an
‘assurance readiness’ process before committing to an assurance engagement. This may be a
separate (non-assurance) engagement that would not be performed under the Standard. If it is
found by the practitioner that the preconditions for assurance are present, the entity can then
choose to proceed with requesting an assurance engagement. The nature of procedures the
practitioner performs _may not be different from those performed under an assurance
engagement, but may be less extensive, and result in recommendations to management, rather
than an assurance report.

[51] [49] As well as assisting the practitioner in managing a preparer's expectations, this
approach may also be beneficial to the entity. T—because—the practiioner—may
communicatepractitioner's communications _about their findings, conclusions and
recommendations about the entity’s readiness for an assurance engagement ement-te-those

hatged—with—governance—or—managemen opropriate h—commun oRs—may

encourage those charged with governance or management, as appropriate, to take steps to
improve the process to prepare EER reports.

[52] [50] -
the practitioner may undertake a variety of engagements to perform *
(non-assurance or advisory engagements) that-a-practitionermay-undertake-that would not be
performed_as an assurance engagement under the Standard. For example, a practitioner may
undertake a ‘maturity assessment’ to evaluate the maturity of the entity’s system of internal
control related to the process to prepare the EER report, or other matters. This may include
considering the design and implementation or effectiveness of the system as a whole, or
aspects of it, such as the relevance of performance measures the entity is developing and
considering whether they are sufficiently well-established to provide intended users with the
appropriate information they need to assist their decision-making.

Alternatively
maturity assessments’

Ethical considerations

82.

[53] [51] Although these assurance readinesse engagements and maturity assessments
discussed in G.79-81 can provide insights that may assist the entity in further developing its
EER processes, there may be a self-review threat to the practitioner’'s independence if, for
example, the practitioner is advising on the further development of the entity’s EER processes
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and then plans to undertake a subsequent EER assurance engagement, or where the
practitioner is providing an audit or other assurance engagement.

82C.  For example, a self-review threat would arise if the practitioner were to assist the entity in
designing its EER reporting systems or in setting the criteria, and then needed to obtain
assurance about the suitability of those criteria,; or about the effectiveness of design of the
reporting systems, as part of a separate assurance engagement.

82D. However, making recommendations or observations about issues-matters that management
may need to consider, or possible actions they may need to consider, further-select_from or
develop further may not give rise to a self-review threat. Similarly, if the entity has developed its
criteria but has not documented them, the practitioner assisting_the preparer in documenting the
criteria based on discussions with the preparer may not give rise to a self-review threat. The key
is that management must have sufficient capability to make, and do make, the decisions
themselves.

Response where the Preconditions are not Present

143. [75] Where the practitioner establishes that the preconditions for an assurance engagement are
not present, they may discuss this with the potential engaging party (management or those
charged with governance). If changes cannot be made to meet the preconditions, the
practitioner is not permitted to accept the engagement as an assurance engagement?.

144.  [76] If it is not possible to accept the assurance engagement, the practitioner may engage with
the entity to undertake an assurance readiness assessment (see-paragraphsG.-79-80 above).
This may give the practitioner the opportunity to report their findings and conclusions on the
system of internal control in a management letter to assist those charged with governance and
senior management. The preparer may be encouraged to take steps to improve the controls
and level of oversight such that an assurance engagement is possible in future.

145.  [77] In circumstances where the preparer has not met its responsibilities and the practitioner
cannot decline the engagement due to its acceptance being required by law or regulation, the
practitioner may need to consider whether it is necessary to express a qualified conclusion or
disclaim a conclusion. An engagement conducted under such circumstances does not comply
with the Standard. Accordingly, the practitioner shall not include any reference within the
assurance report to the engagement having been conducted in accordance with the Standard
or any other ISAE(s)®.

A practitioner may be required by law to undertake an assurance engagement in relation to

w
%‘ service performance information of a public sector entity, and may therefore not be able to
% decline the engagement.

4 ISAE 3000 (Revised) paragraph 25

5 ISAE 3000 (Revised) paragraph 25
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o5 ISAE3000-(Revised) paragraph-A56
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and Availability

In_planning and performing the engagement, the practitioner is required to determine whether the
criteria are suitable for the engagement circumstances, including that they exhibit the characteristics
identified in paragraph 24(b)(ii) of the Standard, and discussed further in paragraphs x to x below.

meet-the-preconditions—for-assuranceare suitable for the engagement circumstances
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the-otherall the
than if the scope of the engagement

1

were the EER report as a whole.-

. £4hTh whi

e 7 ISAE 3000 (Revised) paragraph A10
o % ISAE 3000 (Revised) paragraph-A45
o ISAE 3000 (Revised) paragraph 41
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Acquire preliminary
knowledge of
engagement

circumstances

Determine whether
the criteria expected
to be applied are
suitable for the
engagement
circumstances...

...including whether
the criteria exhibit
the five required
characteristics

Confirm criteria will
not result in subject
matter information
or an assurance
report which is
misleading

The Standard paragraph A45(a)

e 10 |SAE 3000 (Revised) paragraph A50
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|
[Draft a short example here to show what might be relevant/not relevant if reporting on

employee information for shareholders/employees/unions as all will have different ideas of

what is relevant

than if the entity has developed them without such a process or such input

EXAMPLE
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w
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x
w

both whether the criteria are suitable, -theand the
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The Standard paragraph A45(b)

The Standard paragraph A45(c)

EXAMPLE

It may be necessary for details of theAs the

would form part of the criteria, it would need ¢
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The Standard paragraph A45(d)

EXAMPLE

The Standard paragraph A45(e)
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EXAMPLE
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and may also
need to be further developed by the entity, even though the established citeria have been issued

following transparaent due process.—Bifferent-EER-frameworks-specify-the-criteria-to-varying

Mhere-the e A-an R mMewo ele detailed—fore mple-where
o a a a Work-a cetaled, fo ample-w

Changes to Criteria Over Time

EXAMPLE

1

See ISAE 3000 (Revised) paragraph A49 for details of the definition of established criteria.
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168.

158.

159.

160.

and whether the change is sufficiently disclosed and explained in the EER report. The more
mature the type of reporting or the EER framework being used is, the less likely it is that changes
made by an entity to measurement methods and related disclosures from commonly accepted
practice adopted by other similar entities will be appropriate,unless there has been a change in
the entity’s circumstances. |t may be desirable for the preparer to obtain an intended-users-to
acknowledgement from the intended users that the entity-developed criteria are suitable for their
purposes.

[100] In many cases it may be useful to intended users if the criteria are consistent from one
reporting period to the next to aid comparability. Where criteria change, disclosure of the change
with an explanation of the reasons for the change may be expected for the criteria to be relevant
in the year of the change. Information about the impact of the change, for example re-stating
comparative information (where possible and cost-effective), may also be expected for the
criteria to be relevant in the year of the change. However, in other circumstances, a temporary
reduction in comparability may be appropriate to improve relevance in the longer term

[90] The descriptions in the Standard of each of the required characteristics for criteria'?, along
with some factors the practitioner may find helpful to consider in determining whether the criteria
are suitable, are set out in paragraphs 93 to 113 below.

[91] The engagement circumstances may include use of an EER framework that implicitly or
explicitly requires different or more specific characteristics of the applicable criteria than the five
characteristics of suitable criteria required by ISAE-3000-(Revised)the Standard. For example,
characteristics such as comparability and conciseness (see paragraphs 100 and 104) may be
seen as more specific aspects of understandability and relevance respectively.

[92] Where an EER framework includes such additional or more specific characteristics of
criteria, it is still necessary for the applicable criteria to exhibit each of the five required
characteristics of suitable criteria. Many of the commonly used EER frameworks use different
terms to describe similar concepts to the five characteristics required by {SAE—3000
{Revised)the Standard. Additionally, some ‘qualitative characteristics” may be implicit in the
reporting requirements rather than being explicitly identified in an EER framework.

Consequences where Criteria are not Suitable or Available

191.

[123]

—If it is discovered after the engagement has been accepted
that some or all of the applicable criteria are unsuitable, the practitioner is required to follow the
requirements of 1SAE-3080+Revised)-paragraphs 42 and 42 _of the Standard. 1 circumstances
where the practitioner is mandated to accept the engagement under law or regulation but the
criteria are not suitable or available, the practitioner would follow the same requirements in
paragraphs 42 and 43 of the Standard to express a qualified or adverse conclusion, or disclaimer
of conclusion, as appropriate in the circumstances.

12

ISAE 3000 (Revised) paragraph A45
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As there are numerous

ways in which high-level principles may be able to be adhered to, the intended user is unlikely
to be able to assessconsider whether their needs have been met or to be able to base decisions
on the reported information without access to the criteria. The user needs to be able to
understand both what has been measured or evaluated (the underlying subject matter), and
how it has been measured or evaluated (the criteria).

EXAMPLE
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Chapter 6: Considering the System of Internal Control

e 13 |SAE 3000 (Revised) paragraphs 46L, 46R, 47L and 47R
e 1% Based on ED-ISA 315 (Revised) paragraph 16(l)
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131.

132.

133.

134.

Control environment
Governance and
oversight of the

reporting process

Process to monitor
the system of internal
control

Risk assessment
process

[63] The level of sophistication of the reporting (information) system and communication and the
control activities components may vary according to the size and complexity of the entity, and
the nature and complexity of the underlying subject matter and criteria. Similarly, the level of
formality of the risk assessment process and the process to monitor the system of internal
control may also vary for differently sized entities.

[64] The Standard application material notes that “in some cases, a formal process with
extensive internal controls may be needed to provide the [preparer] with a reasonable basis that
the subject matter information is free from material misstatement’>. Equally, in other
circumstances, extensive internal controls may not be needed.

[65] Some examples of aspects of the components of an entity’s system of internal control that
a practitioner may consider in establishing whether the preconditions are present are given
below. The three components shown in the top three boxes above (the control environment, the
risk assessment process and the process to monitor the system of internal control) are
considered together under the heading ‘governance and oversight of the reporting process’.

[66] The examples are not meant to be an exhaustive list of aspects that may be appropriate for
an entity. As noted above, some entities may require extensive internal controls and processes
in order for the preparer to be able to take responsibility for the subject matter information being
free from material misstatement. The practitioner may need to consider the engagement
circumstances, including the size and complexity of the entity, when concluding whether the
level of development of the system of internal control is adequate. Further guidance is given in
paragraphs 72 to 74.

e 15

ISAE 3000 (Revised) paragraph A39
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EXAMPLE
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Process to ldentify Reporting

Topics

EXAMPLE
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EXAMPLE

e 16 |SAE 3000 (Revised) paragraphs 47L and 47R
e 7 |SAE 3000 (Revised) paragraphs 46L and 46R
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C report purpose  ——»

PREPARER

Create list of topics and
related elements that may
potentially assist intended

users’ decision-making

intended users —»
criteria —»

)

Consider factors — what would
assist intended users’
decision-making?

)

Select topics and related
elements that assist intended
users’ decision-making and
establish criteria to include
these in the report

Make criteria available in the
report — best practice is to
disclose details of the
‘materiality process’

Example user groups

NGOs / civil society organisations / special
interest groups

Members of the public

Researchers, academics

Competitors and other market participants
Vulnerable groups

Governments, regulators and legislators

Parliaments and legislators

National, regional and local government
Global organisations

Regulators

Investors and economic stakeholders

Existing and potential:

Investors
Suppliers
Customers
Employees
Lenders

Share markets
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PRACTITIONER

+— report purpose :) STEP la
- +— intended users STEP 1b
Reweyv }he cov!e‘x! of the \ <—— entity and its environment
preparer’s ‘materiality process
“—— system of internal control
l T criteria

Was the preparer’s ‘materiality
process’ effective in identifying
topics and related elements,
information about which assists
intended users’ decision-making?

Have all such topics and related
elements been included in the
EER report, and in such a way that
they are not obscured by
information that does not assist
intended users’ decision-making?

If no, discuss with the preparer
and consider implications for the
suitability of the criteria.

I

Are the criteria available to the
intended users?

May influence decision making or be affected
by the entity in these areas:

Change in the natural environment where they live
Change in lifestyle or quality of life as a result of the
entity's activities

Trading negotiable instruments (in an emissions
trading scheme)

Financial decisions (eg. investing) in other entities
Influences the activities of other entities & individuals,
including managing natural resources

Law and policy making

Monitoring compliance with laws and regulations
Providing national resources (public sector)
Accountability

Decision making on behalf of vulnerable groups

Buy or sell equity in the entity

Lend to the entity

Transact business with / use services of the entity
Matters relating to being employed by the entity
Stewardship

Shareholder voting decisions

The entity’s use of their data and personal information
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do this in multiple stages, filtering an initially longer list of possible topics and related elements
to end up with those that are considered to assist decision-making by intended users.

214. [146] Criteria about topics and related elements are likely to be relevant if the information
resulting from applying them contributes to decision-making by the intended users and achieves
the purpose of the EER report.

Considering Interest to the Intended Users

215. [147] To consider whether something would assist decision-making by intended users, one
approach is to consider whether it is of interest to the intended users.

216. [148] The information that would be of interest to intended users may be expected to be
reasonably (but not absolutely) aligned with what would assist their decision-making. This could
reflect the extent to which the intended users perceive something will impact their own interests
in the context of the purpose of the EER report.

217. [149] If considering whether something is of interest to intended users, examples of
circumstances that might increase its relevance include:

a)
b)

©)

d)

e)

f)

It is likely to cause investors to buy or sell equity in the entity
It is likely to change the entity’s share price or enterprise value

There has been media coverage relating to it, or disclosure of it would likely result in media
interest (local / national / global)

There have been a large number of complaints relating to it (for example from customers,
suppliers or other stakeholders)

It has been mentioned unprompted by several stakeholders

There is a high level of wider societal interest in it, or particularly high levels of public
sensitivity

A few examples in some circumstances might include human rights issues, corruption,
amounts of tax paid in jurisdictions of operation, and executive remuneration.

It is known to be an area of interest of stakeholders based on the preparer’s prior
experience and awareness

It relates to an area of interest in the industry that may be widely reported by peers and
competitors in the entity’s sector

It relates to (non-)compliance with laws, regulations, international agreements, or voluntary
agreements with strategic significance to the organization and its stakeholders

Considering ‘Impact’

218. [150] When it is not possible to evaluate sufficiently what would assist intended users’ decision-
making by identifying directly what would be of interest to them, an alternative or supplementary
approach is to consider the significance, in the context of the purpose of the EER report, of the
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EXAMPLE
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Chapter 8 (Previously 9): Performing-Precedures-and-Using Assertions

Matters Addressed by the Guidance in this Chapter

233.__ —[165] This Chapter provides guidance on how aAssertions are-a-teet-that-may be used by a
practitioner_as a tool to consider the different types of potential misstatements that may occur i
n the subject matter information, and to assist the practitioner in perferming-risk-assessment
procedures-and-te-assistin-designing assurance procedures to obtain evidence about whether
the subject matter information has been prepared in accordance with the criteria, or_whether it
is misstated. Hfused—theyare—awayforthe practitionerto—considerthedifferenttypes—o

Circumstances in which the Guidance in this Chapter May be of Assistance to Practitioners

233A. The underlying subject matter, and frameworks and criteria used to measure or evaluate it may
be diverse, and may be expressed differently from those used to prepare and report an entity’s
financial performance and position. Consequently, the question may arise as to whether the
assertions described in other standards apply to EER subject matter information or whether
there may be different assertions embodied in the EER information.

Hmited-assurance-engagements—Using Categories of Assertions

The meaning of assertions

241. [173] The term ‘assertions’ is used in this guidance consistent with the definitions of assertions
in certain IAASB standardsi®®, in the context of their use by the practitioner to consider the
different types of potential misstatements that may occur, and to design assurance procedures
accordingly. They are conceptually different from the ‘written representations’ that may be
obtained from the preparer in accordance with paragraphs-56-t0-60S.56-60-ofthe-Standard.
The term ‘assertions’ is also not used in this guidance in the sense that the preparer may ‘assert’
something by writing it in their EER report.

Considering types of potential misstatements in designing procedures

249. [181] the Standard requires the practitioner to form a conclusion about whether the subject
matter information is free from material misstatement*®, which may be expressed as whether
the subject matter information is prepared, in all material respects, in accordance with the
applicable criteria.

250.  [182] Although the practitioner is not required to use assertions under the Standard, when When
designing procedures, a practitioner may begin-by-censidering-the-categories-of-assertionsfind

it helpful to use assertions in both reasonable and limited assurance engagements. If so, the
practitioner may begin by considering the categories of: i

18 ISA 315 paragraph 4(a) and ISAE 3410 paragraph 14(b)
19 ISAE 3000 (Revised) paragraph 65
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eriteria_assertions used in other standards
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250A. The table below sets out the categories of assertions that are included in ISA 315 and in ISAE
3410, with those in ISA 315 relating to classes of transactions, other events and conditions
shown as ‘period’ and those relating to account balances shown a ‘point in time’. The categories
of assertions in ISAE 3410 all relate to emissions which occur in a ‘period’.

Table 2 — Categories of Assertions in IAASB Standards

ISA315(Period) |  ISAE3410 | ISA315 (Pointin Time)

Occurrence Occurrence Existence

Responsibility Rights and Obligations A
Cut-off Cut-off
Completeness Completeness Completeness ]
Accuracy Accuracy Accuracy, Valuation and

Allocation

Classification Classification Classification s
Presentation and Presentation and Presentation and
Disclosure Disclosure Disclosure

(including Consistency)

inelude:250B.  The categories of assertions in these Standards address subject matter
information may be applied to aspects of the underlying subject matter. For example, the ‘period
of time’ assertions in ISA 315 relate to classes of transactions, other events or conditions. Such
aspects may be at a level of disaggregation of the underlying subject matter, at which it is
required to be measured or evaluated in accordance with the applicable criteria

250C. The categories of assertions in the rows in region A of the Table are assertions of the type that
the subject matter information would be properly prepared if the subject matter information:

e Only relates to appropriate aspects of the underlying subject matter (respectively, for each
column, appropriate aspects are those that have occurred, or that have occurred and for
which the entity is responsible, or that exist and represent rights or obligations of the entity);

e Iscomplete, inthat it relates to all such appropriate aspects of the underlying subject matter
information; and

e Reflects appropriate ‘cut-off’, in that it has been presented as relating to the appropriate
periods of time in which the appropriate aspects of the underlying subject matter occurred
or at the point in time at which the appropriate aspects existed and represented rights or
obligations of the entity.

250D. The categories of assertions in the rows in region B of the Table are assertions of the type that
the subject matter information would be properly prepared if the subject matter information:

e Results from the proper measurement or evaluation of the appropriate aspects of the
underlying subject matter information, in that the outcome of the application of the
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measurement or evaluation criteria to such aspects is accurate, or where applicable gives
rise to a reasonable valuation or an appropriate allocation;

e Is appropriately classified as to the aspects of the underlying subject matter that it relates
to; and

e Includes the disclosures required by the criteria and is presented in accordance with the
requirements of the criteria.

250E. These are broad categories and, in general, it is likely that assertions that result from the
requirements of the criteria in most assurance engagements can be classified into one of these
categories or that one of these categories can be adapted to include them.

250F. It may assist the practitioner to consider the assertions at the level of disaggregation at which
aspects of the underlying subject matter are required to be measured or evaluated in
accordance with the criteria.

a)—Accurate caliabilin ol o

Types of potential misstatement

252. [184] The assertions allow the practitioner to consider the different types of potential
misstatements that may occur, as when an assertion is not present in subject matter
information, the information is misstated. Some examples of different types of possible
misstatement include:

a) Omission of information (failure of a ‘completeness’ assertion)
b) False claims in information (failure of an ‘existence’ or ‘occurrence’ assertion,-er-ef-a-mere
SR e e s e )
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253.

250A.

c) Misleading or unclear representation of information (failure of an ‘understandability’ or
‘presentation’ assertion)

d) Bias in information so that positive aspects of performance are focused on and negative
aspects are omitted (failure of a-‘reutrality—or ‘presentation’ assertion)

[185] If a practitioner identifies a misstatement, they are required to make a judgment as to
whether the misstatement is material, which will then determine the appropriate action. Refer
to G.Ch102 for more guidance.

There may be other ways in which the practitioner chooses to categorize required assertions,

251.

and this is a matter of choice for the practitioner as long as the types of misstatements that may
occur are considered. For example, a framework’s criteria may specify a required principle of
‘connectivity’. The practitioner may choose to categorise the assertions embodied in the subject
matter information in this way or may elect to consider this assertion in terms of presentation
and disclosure of the subject matter information.

[183] As in a financial statement audit, a single procedure or test may be designed to test

234A.

whether subject matter information exhibits more than one assertion. Decisions on the extent
and nature of procedures that the practitioner plans to perform may be informed both by the
nature of the assertions being tested and by the practitioner's assessment of the risks of
material misstatement of that assertion (in a reasonable assurance engagement).

If the practitioner does not use assertions, an alternative way of considering the potential types

of misstatements may occur would be by direct consideration of the criteria.
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Chapter 9 (previously 10): Obtaining Evidence

Other information

66.

67.

[36] Anything in an EER report not within the scope of the assurance engagement is classed as
‘other information’. Regardless of the engagement’'s scope, the practitioner is required by
paragraph 62 of the Standard to read all ‘other information’ in the EER report to identify material
inconsistencies between the subject matter information and the other information that is not in
that scope. If a material inconsistency or a material misstatement of fact in the ‘other information’
is identified, the practitioner is required to discuss this with the preparer and take further action
as appropriate.

[37] Whether the scope of the assurance engagement is a whole EER report, or part of an EER
report, that includes both narrative and quantitative representations and related disclosures the
narrative information is as much part of the subject matter information as the quantitative subject
matter information, and does not automatically constitute ‘other information’ (however,
circumstances where narrative information could be considered to be ‘other information’ are
discussed in paragraph [162]). The practitioner therefore needs to apply the same degree of
rigor when obtaining evidence related to the narrative subject matter information as would be
applied to any quantitative subject matter information. Each representation and its related
disclosures are considered together from the perspective of suitable criteria and work effort.

Other Information

86.

[57] Anything in an EER report not within the scope of the assurance engagement is classed as
‘other information’. Regardless of the engagement’'s scope, the practitioner is required by
paragraph 62 of the Standard to read all ‘other information’ in the EER report to identify material
inconsistencies between the subject matter information included in the scope of the engagement
and the other information that is not in that scope. If a material inconsistency or an unrelated
material misstatement of fact in the ‘other information’ is identified, the practitioner is required
to discuss this with the preparer and take further action as appropriate.

Introduction

254,

[93] Paragraphs 46 to 51 of the Standard set out the requirements for a practitioner to obtain an
understanding of the underlying subject matter and other engagement circumstances (see
Chapter 5 for what is meant by ‘engagement circumstances’), sufficient to:

a) Enable the practitioner to identify and assess the risks of material misstatement (in a
reasonable assurance engagement) or to identify areas where a material misstatement of
the subject matter information is likely to arise (in a limited assurance engagement; and

b) Thereby, provide a basis for designing and performing procedures to respond to those
risks or to address those areas and to obtain the level of assurance (limited or reasonable)
needed to support the practitioner’s conclusion.
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255. [94] Paragraphs 48 to 60 of the Standard set out the requirements for obtaining evidence,
differentiating between limited and reasonable assurance in some respects. Where the
Standard does not differentiate, the requirements are the same for both limited and reasonable
assurance. The table at the end of this chapter summarizes the key differences in the
requirements for limited and reasonable assurance when obtaining evidence.

Determining how much evidence is enough in limited and reasonable EER assurance
engagements

256. [95] However, rather than considering limited and reasonable assurance as two discrete types
of assurance, it may be useful to consider them as being differently positioned on a scale that
reflects the level of assurance to be obtained by the practitioner, in the specific circumstances
of the engagement. In both limited and reasonable assurance engagements:

a) The collective persuasiveness of the evidence obtained establishes the actual level of
assurance obtained (see the International Framework for Assurance Engagements,
paragraphs 63-64, and the Supplement to this guidance, for further guidance on the
persuasiveness of evidence);

b) The level of assurance obtained, and conveyed in the assurance report, is intended to
enhance the degree of confidence of intended users in the subject matter information; and

c) The enhanced degree of confidence of intended users is likely to vary with the level of
assurance obtained and conveyed in the assurance report, and therefore with the
persuasiveness of the evidence obtained.

257. [96] In both limited and reasonable assurance engagements, the practitioner also aims to obtain
evidence with enough collective persuasiveness to reduce engagement risk to a level that is
acceptably low, a level that is likely to enhance intended users’ confidence to a degree that is
sufficiently meaningful in the circumstances of the engagement. When limited assurance has
been obtained, the level of assurance is required to be at least meaningful (i.e. the assurance
obtained is likely to enhance intended users’ confidence about the subject matter information to
a degree that is clearly more than inconsequential). What is meaningful in a limited assurance
engagement can range from just above ‘clearly inconsequential’ to just below what would be
meaningful in a reasonable assurance.

258. [97] Decisions about ‘how much evidence is enough?’ therefore depend on the persuasiveness
of the evidence obtained in reducing audit risk to the level that is acceptable in the specific
circumstances of the engagement, including who the intended users are, what their needs are,
and the nature of the risks, or areas of greater likelihood, of the subject matter information being
materially misstated. Such decisions will require the exercise of professional skepticism and
professional judgment and other assurance skills and experience.

259. [98] As discussed in Chapter 1, an EER report may represent different aspects of the underlying
subject matter primarily in numerical or narrative form, in either case with related disclosures.
Information in the EER report may be in the form of, or a combination of, writing, charts, graphs,
diagrams, images or embedded videos. The information may be objective or subjective,
historical or future-oriented, or a combination of these. All of these factors can create challenges
for practitioners in obtaining the evidence needed to support the assurance conclusion.
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k)

m)

a)

b)

©)

matter information and that may increase the likelihood or magnitude of
misstatements?

In the context of the particular engagement and particular decision to be made,
how precise, detailed and extensive does the evidence need to be, for example,
is the subject matter information capable of precise measurement or evaluation
or is it subject to estimations and uncertainty?

Does the entity have an internal audit function and, if so, what work have they
performed in relation to the subject matter information, and what are their
findings? How does that affect the assessment of risk?

What are the available sources of evidence and how does the source affect the
persuasiveness of the evidence and the assurance procedures to be performed
— for example, is it in written or oral form, related to a point in time or for a
period, from outside the entity or internally generated, is it entered into the
entity’s books and records, does it relate to the operation of controls or is it
substantive in nature, and how reliable is it?

Is the evidence needed in relation to the reported information of the company
alone or for a multi-location organization or a supply chain (upstream,
downstream or both) and what impact will that have on the ability to obtain
sufficient appropriate evidence?

Do the procedures to obtain or evaluate the evidence need the application of
subject matter expertise or specialist knowledge?

If so, what sources of that expertise or specialist knowledge are available and
what will that mean to the direction, supervision and review of their work and
the interaction between the subject matter expert/s and the assurance
practitioners on the team?

Considerations when designing and performing procedures to obtain sufficient,
appropriate evidence include:

What is the purpose of the procedure — i.e. what will the procedure achieve or
tell me about the subject matter information?

How much evidence would need to be obtained and from which of the available
sources?

How relevant and reliable would the evidence need to be, and will the available
sources provide that degree of relevance and reliability? If not, are there
alternative or additional procedures that can be performed?

What would constitute a misstatement of the subject matter information and
how will any identified misstatements be recorded and evaluated?

What is the nature, timing and extent of the procedures and how might that
affect the resources needed on the engagement team, and planning and
communications with the preparer?
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|
f) What arrangements are there in place for documenting the work done and
evidence obtained, and when will the documentation be available to review?

p) Who on the team will direct, supervise, perform and review the procedures
performed, and when?
Considerations when evaluating the sufficiency and appropriateness of evidence
obtained include:
a) Was the planned evidence able to be obtained?

b) Has any new information come to attention that differs from that expected or
that contradicts other evidence obtained? If so, has the appropriateness of the
planned procedures been re-evaluated in light of the new information?

c) Has the evidence obtained from different sources been considered in an
unbiased manner?

d) Does the level of exceptions or misstatements identified differ from
expectation?

e) Is more evidence needed and how will that be obtained?

f) Have any difficult professional judgments been appropriately reviewed and has
appropriate consultation on difficult or contentious matters taken place, if
needed?

9) Has appropriate assurance and subject matter competence and specialist
expertise been applied?

h) Has the exercise of professional skepticsm and professional judgment been
appropriate in performing the procedures and evaluating the evidence,
including in understanding the work of subject matter experts, the assumptions
and methods they have used, the basis for their conclusions, and the
implications of their findings on the subject matter information and any other
aspects of the engagement?

) Has the effect of uncorrected misstatements on the subject matter information
been considered, both individually and in aggregate, and both quantitatively
and qualitatively? For guidance on the materiality of misstatements, see
Chapter 13 and, in the context of narrative and future-oriented information, also
Chapters 11 and 12, respectively.

) Has the persuasiveness of the evidence (its sufficiency, and its relevance, and
reliability) been considered?

k) Where evidence represents information that was not verifiable to a high degree
of precision, is the range from which the reported information was selected
appropriate?

) Have events subsequent to the reporting period been considered, as well as
their implications, if any, for the assurance engagement?
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the _2 below-in Appendix 3
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number of fatalities).

e 21 |SAE 3000 (Revised) paragraph A94
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“320a Clearly trivial” is not another expression for “not material.” Misstatements that are clearly trivial
will be of a wholly different (smaller) order of magnitude, or of a wholly different nature than
those that would be determined to be material, and will be misstatements that are clearly
inconsequential, whether taken individually or in aggregate and whether judged by any criteria
of size, nature or circumstances. When there is any uncertainty about whether one or more
items are clearly trivial, the misstatement is considered not to be clearly trivial.

e 2 |SAE 3000 (Revised) paragraph 51
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322. [225] It may be appropriate for the practitioner to consider whether the misstatements identified
affect any other parts of the EER report (both those parts within and outside of the assurance
engagement scope) and look for any contradictions or inconsistencies.

323. [226] The practitioner is required to form a conclusion about whether the subject matter
information is free from material misstatement?®, including whether the uncorrected
misstatements are material, individually or in the aggregate. Where the subject matter
information is materially misstated, the practitioner follows the requirements in the Standard
paragraphs 74 to 77.

Measurement or Evaluation Uncertainty

324. [227] When measurement or evaluation uncertainty means there is inherent variability in subject
matter information, this does not affect materiality considerations. Higher measurement or
evaluation uncertainty also may not necessarily lead to an increased risk of misstatement.

325. [228] Subject matter information with inherent variability may be sufficiently accurate if it is as
precise as it reasonably can be and information about the inherent uncertainty is also disclosed.
Supporting disclosures can give important context necessary to help the intended users
understand the uncertainty. Without this, the criteria might not be suitable, and the underlying
subject matter element may not be represented appropriately.

326. [229] When the uncertainty is not inherent, it may give rise to misstatements, perhaps because
the preparer has not used the information available to measure or evaluate the underlying
subject matter as precisely as would be possible.

e 2 |SAE 3000 (Revised) paragraph 65
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Chapter 11 (previously 14): Preparing the Assurance Report

Introduction

327.

328.

329.

330.

[149] In performing an assurance engagement, an objective of the practitioner is to express one
or more conclusion(s) regarding the outcome of the measurement or evaluation of one or more
aspects of the underlying subject matter(s), through a written report. The assurance report
conveys the assurance conclusions and describes the basis for that conclusion(s).

[150] The practitioner aims to obtain sufficient appropriate evidence in order to express a
conclusion(s) designed to enhance the confidence of intended users about the subject matter
information. The assurance report is the only means by which the practitioner communicates
the outcome of the assurance engagement to the intended users.

[151] Although the Standard specifies minimum elements that are required to be included in
assurance reports, it does not require a standardized format for assurance reports. Assurance
reports are tailored to the specific engagement circumstances, which involves the exercise of
professional judgment. To facilitate effective communication to the intended users, the
practitioner may choose a short-form or long-form style of report. A short-form report usually
only includes the basic elements that are required to be included in the report. A long-form report
may include a wide range of additional elements.

[152] Considerations that may assist the practitioner in exercising professional judgment to
prepare an assurance report that facilitates effective communication to the intended users and
the achievement of the practitioner's objective may include whether, in the specific
circumstances of the engagement, the report:

a) Contains all the information that is useful to intended users in reaching appropriate
conclusions about the nature and level of assurance the practitioner obtained (is relevant
and complete);

b) Contains only information that can be relied upon by the intended users to convey what it
purports to convey (is reliable);

[9) Conveys that information in an unbiased manner (is neutral); and

d) Clearly communicates to the intended users both the meaning and significance of the
information it seeks to convey (is understandable).

The Complexities of EER Reporting

331.

332.

[153] As discussed in Chapter 1, an EER report may in some cases cover underlying subject
matters that are diverse in nature and have diverse characteristics. Even when the underlying
subject matters are relatively homogeneous, the characteristics of the underlying subject matter,
the nature of the criteria and the presentation format of the subject matter information may give
rise to complexity or inherent measurement or evaluation uncertainties.

[154] Such matters could be impediments to understandability of the report, depending on the
specific circumstances of the engagement, if their implications are not clearly communicated to
the intended users. Such matters may include:
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a)

b)

©)

d)

e)

g)

h)

The scope of the underlying EER report and how it is presented. For example, it may be
in the form of a traditional standalone report or may be spread across various pages on a
website with hyperlinks between pages;

The identification and diversity of intended users and the decisions they expect to make
based on the EER report;

The diversity and characteristics of aspects of the underlying subject matter. For example,
whether they are:

i) Qualitative or quantitative

i) Subjective or objective

iii) Future-oriented or historical

and the complexities and uncertainties associated with their measurement or evaluation;

The criteria used, including where the criteria may be based on a framework but need
further development by the entity in order to be suitable, or whether the criteria were
selected from multiple frameworks;

Materiality considerations and whether those considerations are in the context of a whole
report or less than the whole report, and whether they are in respect of qualitative or
quantitative subject matter information;

The range of competencies that were needed to perform the engagement and how they
have been deployed on the engagement;

Whether the engagement is a reasonable or limited assurance engagement or includes
both limited and reasonable assurance for different aspects of the subject matter
information, resulting in multiple assurance conclusions;

The professional and ethical standards under which the engagement has been performed,
for example, whether the assurance engagement is performed under more than one
assurance standard or under ethical or quality control standards other than those issued
by the IAASB or IESBA.

Communicating Effectively in the Assurance Report

333. [155] An assurance conclusion expressed in a binary manner may not be able to communicate
the complexities identified above sufficiently without further contextual information to aid the
intended users’ understanding.

334. [156] A key consideration for the practitioner is whether the report will convey sufficiently clearly
to the intended users:

a)

b)

©)

d)

Who the assurance report is intended for, and for what purpose;

What information has been assured and what has not been, when the scope of the
assurance is not the EER report as a whole;

What nature and level of assurance has been obtained and what has not;

By reference to what criteria the assurance has been obtained;
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e) The level of assurance that has been obtained and what that means in terms of the
confidence that a user can have in the subject matter information.

335. [157] Paragraphs 68 and A158-A160 of the Standard allow for flexibility in how and what may
be included in the assurance report, provided the required elements in paragraph 69 of the
Standard are included, and it is clear that other information and explanations included as context
or information are not intended to detract from the practitioner's conclusion. This means that,
although the assurance conclusion is expressed in a binary way, the practitioner may include
other information in their report to explain the basis and provide appropriate context for the
assurance conclusion.

336. [158] Paragraphs yyy to xxx below address each of the basic elements of the assurance report
required by paragraph 69 of the Standard, and provide guidance and examples to help
practitioners make decisions about information that may be added to the report in respect of
each basic element to facilitate effective communication with the intended users.

337. [159] Setting the context for the assurance conclusion in a clear, informative way that:
a) Keeps a clear focus on the intended users; and

b) Neither omits information that would assist the user nor includes information that obscures
the messages

may assist in enhancing the intended users’ understanding of the assurance engagement and
the confidence they can justifiably have in the subject matter information. The guidance and
examples are not intended to provide the only approach but are included as illustration.

338. [160] It may be helpful for the practitioner to bear in mind the relevance, reliability, completeness,
neutrality and understandability (see paragraph 119) of the information to be included, when
preparing the assurance report. An assurance report is likely to be:

a) Relevant when it includes those matters that are likely to enhance users’ understanding of
the assurance conclusion, and confidence in the subject matter information, i.e., it does
not include information that detracts from the ability to understand the practitioner’s
conclusion about the subject matter information;

b) Reliable when it:

i) communicates transparently the information about the engagement that was
performed, the criteria, a summary of the work performed,
and other factors that are necessary for users’ understanding of the basis for the
assurance conclusion, and

i) does not mislead users either inadvertently (for example, by not applying sufficient
rigor or precision in the wording used in the assurance report to reflect the basis for
the conclusion) or intentionally (for example, by using positive observations and
explanation to weaken or avoid a modified conclusion);

c) Complete when it does not omit information relevant to users’ understanding of the
practitioner’s conclusion;
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. 24 |ISAE 3000 (Revised) paragraph A177
| = i

. 26 |ISAE 3410 paragraph A47
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An identification or description of the level of assurance, the subject matter information and, when
appropriate, the underlying subject matter (paragraph 69 (c))

344,

345.

[166] An identification or description of the level of assurance, the subject matter information
and, when appropriate, the underlying subject matter:

a) Indicates to users the level of assurance obtained in relation to the subject matter
information (the degree of confidence they can have in the subject matter information).

b) Identifies the subject matter information and, when appropriate, the underlying subject
matter, making it clear what has been assured, and linking the output of the engagement
to the scope of the engagement.

[167] It may not be clear to the intended users what the difference is between a limited and
reasonable assurance engagement. This may create an expectation gap between the
assurance actually obtained and what the user believes has been obtained. The users may
therefore take an inappropriate degree of comfort from the assurance report when making
decisions. The practitioner may consider it helpful to include in the assurance report an
indication of the differences between limited assurance and reasonable assurance to aid user
understanding. It may also be useful to explain that, in a reasonable assurance engagement,
procedures are described only briefly because, in a reasonable assurance engagement, in all
cases where an unmodified report is issued, sufficient appropriate evidence has been obtained
to enable the practitioner to express an opinion (a high level of assurance)?’; As limited
assurance covers a greater range in what is meaningful, procedures are therefore described
more fully.

27 |SAE 3410 paragraph A142
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engagement that the preparer is responsible not only for the identification of the criteria and the
measurement or evaluation of the underlying subject matter against the applicable criteria, but
also for making the criteria available to the intended users.

349. [171] If the criteria are not available publicly, for example where the entity has used its own
criteria to identify, record and report the subject matter information or has applied a process to
further develop the high level principles of a reporting framework, those entity-developed criteria
need to be made available to the intended users in one of the other ways set out in paragraph
A51 of the Standard.

350. [172] If the criteria will not be available, then the preconditions for assurance won’t have been
met and assurance cannot be provided. If the preparer does not include the criteria in the subject
matter information and they are not otherwise available from a readily accessible source, they
are included in a clear manner in the assurance report.

351. [173] Where the criteria are not included in the subject matter information or otherwise available,
the practitioner may need to include them in the assurance report to enable the intended users
to understand how the subject matter information has been prepared and to meet the
requirements of the Standard. However, criteria made available in this way would need to be
just as detailed as they would need to be had they been made publicly available or made
available within the preparer’s report. Including, in the assurance report, only a brief summary
of the criteria would not enable the intended users to understand the basis of preparation of the
subject matter information. However, it is the preparer’s responsibility for making the criteria
available to the intended users; including them in the assurance report is not ideal.

352. [174] Criteria need to be readily available to intended users; it should not be difficult for the
intended users to find the criteria that are needed to understand how the subject matter
information has been prepared. For example, a hyperlink from the preparer’s report to an entity’s
home web page may not be enough if the user then has to navigate from the home page to
another page where the criteria are set out.

353. [175] In order to enhance the intended users’ understanding of the assurance report, it may be
helpful for the practitioner not only to identify the criteria used, but also to indicate where they
may be found, and to identify them by name, date or version number. Changes may be made
by the preparer to the criteria over time and is important that the assurance report identities the
criteria that were used in performing the assurance engagement.

For example the assurance report may refer to the criteria as follows:

The Reporting Criteria used by ABC to prepare the subject matter information are set out in
“ABC’s Basis of Preparation of the Sustainability Information 2019” available at
www.ABC.com/ara2019/downloadbasisofpreparation

354. [176] Sometimes preparers may report the subject matter information using more than one
framework. In such a case, user understanding is likely to be enhanced if the criteria relating to
each framework are made available separately, rather than being summarized or combined.
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355.

[177] A preparer may not wish to disclose the criteria on the grounds that they are confidential
or commercially sensitive. Without the criteria being made available, the intended user would
not be able understand how the underlying subject matter had been measured or evaluated and
the requirements of the Standard would not have been met. In such a situation, the rational
purpose of the engagement may be called into question. If there is sensitive information that
only a few may be party to (for example in a contractual arrangement), then it may be expected
the assurance report would be made available only to those users who are party to the contract,
and would not be more widely available. In such case, the criteria could be made available to
the intended users. Where the preconditions will not be made available to the intended users or
are so summarized that they are not likely to be regarded as suitable, the preconditions for the
assurance engagement will not have been met.

Where appropriate, a description of any significant inherent limitations associated with the
measurement or evaluation of the underlying subject matter against the applicable criteria (paragraph
69 (e)).

356.

357.

358.

359.

[178] It may be useful to consider this requirement in conjunction with the requirement of
paragraph 69 (c)) as it may be clearer to refer to any inherent limitations when discussing the
characteristics of the underlying subject matter, rather than in a separate, isolated paragraph.

[179] While in some cases, inherent limitations can be expected to be well-understood by the
intended users of an assurance report, in other cases it may be appropriate to make explicit
reference to them in the assurance report?®.

[180] Some inherent limitation wordings may have become standard, for example those relating
to measurement methods applied to greenhouse gases, for which examples can be found in
ISAE 3410. However, it may be unclear to a user what impact the described limitations have on
the assurance conclusion, for example, whether the assurance conclusion ‘stands’ or whether
the inherent limitations weaken the practitioner’s conclusion and, if so, in what way and by how
much. To enhance user understanding, the practitioner may consider:

a) When inherent limitations can be expected to be well-understood, whether it is necessary
to include them as standard language in the assurance report;

b) Whether it may be helpful to explain not only that there are limitations, but also the impact
on the assurance procedures and the assurance conclusion;

c) Whether there are unusual subject matter specific limitations that may need to be
described in more detail to be understood by the intended users and how the description
of such limitations can be worded so that it avoids ‘boilerplate’ language and helps the
intended users to understand the implications in the specific context of the subject matter
information and assurance engagement.

[181] It will also be important that any description of inherent limitations is clearly separated from
the practitioner’s conclusion so that it such a description is not read by users as, in some way,
modifying the assurance conclusion.

28 |SAE 3000 (Revised) paragraph A165
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. 2% |SAE 3000 (Revised) paragraph A168
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. 30 |SAE 3000 (Revised) paragraph A170
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A statement that the practitioner complies with the independence and other ethical requirements of
the IESBA Code, or other professional requirements, or requirements imposed by law or regulation,
that are at least as demanding as Parts A and B of the IESBA Code related to assurance
engagements (paragraph 69 (j))

[Task Force giving further consideration to this paragraph]

An informative summary of the work performed as the basis for the practitioner’s conclusion (69 (k))

367.

368.

369.

[190] Such a summary enables the intended users of the assurance report to understand what
has been done in the context of the particular engagement as the basis for the practitioner’s
conclusion. For many assurance engagements, infinite variations in procedures are possible in
theory, making it difficult to communicate clearly and ambiguously. Paragraph A176 of the
Standard sets out factors to consider in determining the level of detail to be provided in the
summary of work.

[191] It is important that the summary be written in an objective way that allows intended users
to understand the work done as the basis for the practitioner’s conclusion. In most cases, this
will not involve detailing the entire work plan, but on the other hand it is important for it not to be
so summarized as to be ambiguous, nor written in a way that is overstated or embellished.3!
‘Boilerplate’ language is unlikely to aid the intended users’ understanding; describing the work
performed in sufficient detail for a user to understand both the nature and extent of the
procedures and what that means in terms of their ability to have confidence in the subject matter
information is likely to be more helpful. However, a description that is too detailed may detract
from the users’ understanding.

[192] The procedures for limited assurance may appear to a user to be more comprehensive
than the procedures described for a reasonable assurance engagement so, as discussed in 129
above, it may be helpful for the practitioner to explain why this is the case.

. 31 |ISAE 3000 (Revised) paragraph A173
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[Detail other procedures performed]

. 32 |SAE 3000 (Revised) paragraph 70
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. 33 |SAE 3410 paragraph A151
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Limited assurance conclusion

Based on the procedures we have performed and the evidence we have obtained, and subject to the
inherent limitations outlined elsewhere in this report, nothing has come to our attention that causes us
to believe that the selected sustainability information as set out the Subject Matter paragraph above for
the year ended 31 December 2018 are not prepared, in all material respects, in accordance with the

reporting criteria.

Reasonable assurance conclusion

In_our opinion and subject to the inherent limitations outlined elsewhere in this report, the selected
sustainability information set out in the Subject Matter paragraph above for the year ended 31
December 2018 are prepared, in all material respects, in accordance with the reporting criteria.

Multiple Assurance Standards

Professional standards applied and level of assurance

We performed a limited assurance engagement in accordance with International Standard on
Assurance Engagements 3000 (Revised) ‘Assurance Engagements other than Audits and Reviews of
Historical Financial Information’, and, in respect of the greenhouse gas emissions, in accordance with
International Standard on Assurance Engagements 3410 ‘Assurance engagements on greenhouse gas
statements’ issued by the International Auditing and Assurance Standards Board, and AA1000APS
(Type 1, moderate, which is the equivalent to limited assurance). A limited assurance
engagement is substantially less in scope than a reasonable assurance engagement in relation to both
the risk assessment procedures, including an understanding of internal control, and the procedures
performed in response to the assessed risks.

Multiple frameworks

Based on the procedures we have performed and the evidence we have obtained, nothing has come
to our attention that causes us to believe that the Selected Information for the year ended 31 August
2018 has not been prepared, in all material respects, in accordance with the Reporting Criteria.

This conclusion is to be read in the context of what we say in the remainder of our report.

Selected Information

The scope of our work was limited to assurance over the KPIs contained in the GRI report (the “Selected
Information”).

The Selected Information consists of the numerical KPIs presented alongside the Reporting Criteria in
Section 3.

Our assurance does not extend to information in respect of earlier periods or to any other information
included in the GRI report for the year ended 31 August 2018.
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Chapter 12 (Previously 11): Assuring-Narrative-lnformationObtaining

Assurance on Qualitative Information
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EXAMPLE

[DRAFT] NON-AUTHORITATIVE GUIDANCE PAGE 95 OF 110 OCTOBER 2019




Extended External Reporting (EER) Assurance
IAASB Teleconference (November 7, 2019)

SPECIAL CONSIDERATIONS IN PERFORMING ASSURANCE ENGAGEMENTS ON EXTENDED EXTERNAL REPORTING

EXAMPLE

e 3% |SAE 3000 (Revised) paragraph A50
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EXAMPLE
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EXAMPLE
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274.

275.

276.

277.

278.

available from procedures performed in respect of related quantitative information, but additional
work is likely to be needed.

[194] [113] Individual claims or indicators in the subject matter information can be individually
significant and can be tested separately, particularly where they are part of wider sections of
narrative information (not all of which might be as significant). In other circumstances a
paragraph of text comprising related information may need to be considered together.

[195] [114] Practical methods of doing this may include highlighting the text in different colors or
by drawing boxes around sentences or sections of significant narrative information in the
practitioner’'s documentation of the work done and evidence obtained. The practitioner can then
test each one, and ultimately the assurance working papers can be referenced to the related
parts of the text in the subject matter information. Refer to Example 3 Appendix 3.

[196] [115] Purely factual narrative subject matter information is more straightforward to test for
misstatement (by direct observation) than subjective narrative subject information. In the case
of factual narrative, the practitioner’'s primary focus may be on whether the subject matter
information is correct or incorrect (free from error assertion), although other assertions such as
completeness and neutrality may also be a consideration.

[197] [116] More judgment may be required by a practitioner to test assertions for subjective
narrative subject matter information. This is because the information cannot be directly
observed, and its preparation is the result of an indirect process that the practitioner would then
verify, including the validity of the process and basis for the assumptions made. Whether the
subject matter information is neutral and free from bias may become more of an area of focus
for the practitioner due to the subjectivity. As noted in paragraph - neutrality may be identified
as a separate assertion or as an aspect of other assertions.

[117] Consideration may need to be given to whether diagrams, charts and images used are
congruent with the messages in the narrative information or whether they give a conflicting
impression. For example, it may be incongruent for the preparer to show images of happy
communities where the company is reporting that it has relocated a community to make way for
new production facilities.

Specific Considerations for Evaluating Misstatements in Narrative Information

279.

[198] [118] Evaluating whether misstatements in subject matter information in narrative form are
material may require use of the materiality considerations in Chapter 13 as numerical thresholds
are not appropriate. Paragraph A95 of the Standard also sets out various qualitative factors that
may be considered when evaluating the materiality of misstatements. When evaluating a
misstatement within narrative subject matter information, whether factual or subjective, the
same considerations may be used to conclude whether the misstatement is material, focusing
on whether the misstatement could reasonably be expected to influence decision-making by the
intended users. Misstatements in narrative subject matter information may arise through:

a) The inclusion of inappropriate information, for example, information that does not meet the
criteria or that obscures or distorts information required by the criteria;

b) The omission of information required by the criteria or that would be significant to the
decisions of users, for example, information relating to a significant subsequent event that
would be likely to change the decisions of users but has not been disclosed;
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c) Misstatements of fact;
d) Ambiguous statements or statements the meaning of which is unclear;
e) Presenting in vague terms information that is capable of being determined precisely;

f) Changes since the previous reporting period to disclosures or presentation without
reasonable justification for doing so and/or without disclosure of the reasons for doing so;
or

9) The inclusion of graphs, charts, diagrams or other visual aids that present the information
out of context, distort the information or are incongruent with the narrative textual
statements.

280. [119] Where misstatements are identified in narrative, non-quantifiable information, the
practitioner may record them by listing them or by marking up or highlighting them in a copy of
the narrative information. Irrespective of how misstatements are accumulated during the
engagement, when evaluating the assurance evidence obtained and in forming the assurance
conclusion, the practitioner needs to consider not only individually material uncorrected
misstatements, but also individually immaterial misstatements that, when considered
collectively, may have a material impact on the subject matter information taken as a whole.
However, where the subject matter information is not quantifiably measurable, it is not possible
to simply add the misstatements together to determine their effect in aggregate.

281. [120] When the narrative subject matter information relates to one underlying subject matter, it
may be relatively straightforward to evaluate the combined effect of individually immaterial
misstatements on the subject matter information as the misstatements are considered within the
context of that subject matter information only. However, when the subject matter information is
an entire EER report covering a wide range of underlying subject matters, it may be more
challenging to find a way of evaluating the combined effect of uncorrected narrative
misstatements on the EER report as a whole. There may not be a common factor linking the
various parts of the subject matter information, different emphasis may have been given to
different aspects of the information included in the EER report or different aspects may be more
significant than others to intended users.

282. [121] The practitioner’s understanding of who the intended users are and what aspects of the
subject matter information are likely to be important are essential to the practitioner’s ability to
make judgments about which misstatements are material; materiality judgments are made from
the perspective of the intended users.

283. [122] It may be possible, once all non-quantifiable misstatements have been listed, to group
them together, for example, by whether a criterion requirement has not been followed or by
underlying subject matter. For example, in an entity’s ESG report, there may be one or more
individually immaterial misstatements in the narrative statements management has made about
the health and safety of its workforce and another immaterial misstatement relating to employee
diversity. As health and safety and diversity both relate to the social aspect of an ESG report,
the practitioner may be able to group these misstatements together and consider their combined
effect on the social dimension of the entity’'s ESG report. Similarly, a number of immaterial
misstatements in the reported water usage information and another immaterial misstatement
relating to waste generated may be able to be considered together as they both relate to the
environmental aspect of the ESG report
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[The 3 paras below are from Chapter 8 and need to be integrated into this chapter's material]

229. [161] Some information in an EER report may not result from criteria that are suitable or
available. In many cases, this information may be of little consequence and may be unlikely to
influence decision-making by the intended users.

230. [162] Where the information does not result from any criteria, the practitioner may consider this
to be ‘other information’ and would then follow the requirements in paragraph 62 of the Standard.

231. [163] If the information results from applicable criteria that are not suitable or not available, at
least one of the preconditions for an assurance engagement would not be present, and the
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practitioner follows the requirements in paragraphs 42 and 43 of the Standard if this is
discovered after the engagement has been accepted
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Chapter 12 (Previously 13): Obtaining Assurance on Assurirg-Future-Oriented
Information

EXAMPLE
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EXAMPLE

e 3 |nternational Standard on Assurance Engagements (ISAE) 3400 (Revised), The Examination of Prospective Financial
Information
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more subjective, assertions such as neutrality may become more of the focus for testing due to
the risk of management bias. Presentation or understandability assertions may also be a focus
where good disclosure of assumptions and the context of subjective information is necessary.

299. [209] [138] Where criteria require a statement of intended future strategy, a target, or other
intentions of an entity, the explicit material assertion that a practitioner can test is whether
management or those charged with governance have an intention to follow that strategy or that
the target or intention exists (existence assertion). Appropriate evidence could be obtained in
the form of documentation of board meetings or actions that management have already taken
to work towards adopting the strategy or agreeing the target. There is likely to be a further
implied assertion that the entity has the capability to carry out its intent, or will develop the means
to do so, or there may be separate explicit criteria addressing capability. However, a practitioner
is ordinarily not in a position to ‘predict the future’ to obtain assurance on whether the intended
outcomes of a strategy or a target will be achieved or not.

300. [210] [139] Similarly, where criteria require information about future risks and opportunities to
be reported, the assertions to be tested will likely include that the risks and opportunities exist
(existence assertion) and that the list of risks and opportunities is complete (completeness
assertion) with respect to the risks and opportunities which would assist intended users’
decision-making. The completeness assertion may be tested by reference to the entity’s risk
register or records of discussions of those charged with governance. However, it is important
that the processes and controls in place over the maintenance of the risk register and the
minuting of discussions provide a reasonable basis for using these sources as evidence.

301. [210] [140] The existence assertion is closely related to the underlying subject matter needing
to be identifiable (see paragraph 48). A practitioner is ordinarily not able to obtain assurance on
whether the risks and opportunities will materialize or not, however it may be possible in some
circumstances to obtain assurance on information about the nature of the risks and
opportunities, for example their likelihood or potential impact. Whether this is possible will
depend on whether the exact criteria are suitable and the availability of appropriate evidence. A
common challenge is that the likelihood of and potential impact of risks and opportunities can
change significantly and quickly due to factors that may be unknown by the entity or outside of
its control.

302. [211] [141] Subject matter information predicting future conditions or outcomes (for example,
forecasts, projections and predictions) relates to events and actions that have not yet occurred
and may not occur, or that have occurred but are still evolving in unpredictable ways. As above,
the practitioner is ordinarily not in a position to ‘predict the future’ and express an assurance
conclusion as to whether the results or outcomes forecasted, projected or predicted will be
achieved or realized. The practitioner may instead focus on whether any assumptions are
reasonable and that the subject matter information has been properly prepared in accordance
with the applicable criteria.

303. [212] [142] The practitioner may need to consider that while evidence may be available to
support the assumptions on which the future-oriented subject matter information is based, such
evidence is itself generally future-oriented and, therefore, speculative in nature, as distinct from
the evidence ordinarily available in relation to historical events and conditions.

304. [143] When considering subject matter information predicting future conditions or outcomes, the
same thought process as was considered in Chapter 10 can be applied. The practitioner may
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ask what decision is to be made, why the representations being made by the entity may not be
true, how the risks might arise of those representations not being true, and how management
of the entity manages and mitigates those risks.

305. [144] The practitioner’s considerations in relation to the evidence that may be available may
include, amongst other matters:

a)

b)

d)

e)

g)

h)

K)

What governance and oversight the entity has in place over the reporting of the prospective
EER information, and whether there are systems, processes and internal controls that
provide a reasonable basis for the assumptions made by the entity and for the data or
other information used as basis for its forecasts or projections;

What sources of information the preparer has used as basis for the assumptions made,
and the reliability of those sources;

What statistical, mathematical or computer assisted modelling techniques, if any, the
preparer has used, and what methods for developing and applying the assumptions have
been used;

How reliable those techniques and methods are, and how relevant they are to the
underlying subject matter being forecast

The preparer’s previous experience and competence in making projections

The accuracy of previous projections made by the preparer and the reasons for significant
differences between the projected outcome and the actual outcome. Where the preparer
has a history of making reasonably reliable projections, that may reduce the risk of the
future-oriented representations made by the entity being materially misstated. However,
that may not be the case if the underlying subject matter is inherently volatile or subject to
change

The time period being covered by the future-oriented information. The longer the time
period covered, the more speculative the assumptions become as the ability to make a
best estimate decreases

The inherent susceptibility of the underlying subject matter to change and the sensitivity of
the assumptions to changes that may occur

The extent to which the future conditions are solely or partly under the entity’s own control
or whether they are outside of the entity’s control

The evidence and documentation the preparer has in place to support both the
assumptions made and the proper preparation of the subject matter information from those
assumptions and how persuasive the evidence is

Whether there is a need for subject matter or other expertise on the engagement team
and, if so, the sources of that expertise.

306. [145] The considerations when designing and performing the procedures to obtain sufficient,
appropriate evidence and when evaluating the sufficiency and appropriateness of evidence
obtained are similar to those set out in Chapter 10 and, where future-oriented information is
presented in narrative form, also to the considerations set out in Chapter 11.
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307. [146] However, it may be more difficult to determine the persuasiveness of evidence when it is
more speculative in nature than when it is factual. While written representations from
management do not take the place of sufficient, appropriate evidence, it may be relatively more
important in the context of an engagement to assure future-oriented information to obtain written
representations from those charged with governance of the entity confirming that the
assumptions as of the date of the assurance report remain appropriate even though the
underlying information may have been accumulate over time.

308. [147] Similarly, future-oriented information is subject to greater uncertainty than historical
information so it may be acceptable to assess whether the outcome is within a reasonable range
of possible outcomes.

309. [148] Disclosures may be particularly important in the context of future-oriented information to
enable a user to understand the context for the subject matter information and the inherent
uncertainties involved. The practitioner's considerations on whether the disclosures in the
subject matter information are appropriate may include whether:

a) The presentation of the future-oriented information is informative, neutral and not
misleading

b) The assumptions used and the basis for those assumptions are clearly disclosed

c) The basis for establishing points in a range is disclosed and the range is not selected in a
biased or misleading manner when the future-oriented EER subject matter information is
expressed in terms of a range

d) The date as of which the future-oriented information was prepared is clear and there is a
statement that the assumptions are appropriate as at that date

e) The uncertainties and sensitivities involved are disclosed, enabling a user to understand
the implications of ‘what if?’

f) Where comparatives are presented, whether there have been any changes in the current
period to the assumptions made or the basis on which the underlying subject matter has
been prepared, the changes are disclosed together with the reasons for those changes
and their effect on the subject matter information

[Examples under development of future-oriented information (narrative and quantitative)
including disclosure; one of which on strategy/ governance]

Specific Considerations for Evaluating Misstatements in Future-Oriented Information

[Under development]

Reporting Considerations for Future-Oriented Information

[Under development]
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