IAASB Main Agenda (June 2021) Ag enda ltem
2-B(2)

Audits of Less Complex Entities (LCES)

Proportionality of the ISAs to the International Standard on Auditing for
Audits of Financial Statements of Less Complex Entities (the ISA for LCE)

Parts 7 — 9 of the [Draft] ISA for LCE

This document (‘mapping’) has been provided to illustrate how the requirements from the
International Standards on Auditing (ISAs) have, or have not, been incorporated within the [draft]
ISA for LCE. The ISA requirement paragraph numbers refer to the IAASB’s 2018 Handbook
versions of the ISAs.

1. This mapping document details the similarities and differences between the ISAs and the [draft] ISA
for LCE for the objectives and requirements,* and is presented by ISA. This document broadly covers
those ISAs addressed in Parts 7-9 of the [draft] ISA for LCE (Part 1-6 of the [draft] ISA for LCE is
addressed in Agenda Iltem 2-B(1)).

2. Broadly, the following four ‘categories’ describe how the ISA requirements have been incorporated
within the [draft] ISA for LCE:

. The requirements have been included in the [draft] ISA for LCE “as is.”

. The entire ISA has been omitted (these mapping documents do not include mapping for
standards that are not included in the [draft] ISA for LCE, including ISA 600, ISA 610 (Revised
2013)% and ISA 701.4).

) Specific requirements within an ISA have been omitted (there is also a brief supporting
description explaining the LCE Task Force’s considerations (in the last column of the table))
including:

() Requirements that address matters or circumstances that would relate to entities that
have been specifically excluded for the scope of the standard, for example anything
related to listed entities or group audits.

(i)  Requirements that address complex matters or circumstances (in line with how the
relevant qualitative characteristics in the Authority (Part A) have been described).

(i)  Requirements that accommodate jurisdictional specific circumstances, in particular
relating to law or regulation (the jurisdiction has the option to add these back when
adopting the standard if needed for that specific jurisdiction).

Paragraphs for the “Definitions” have not been presented as these are all collated and presented in Appendix 1 to the [draft] ISA
for LCE.

ISA 600, Special Considerations—Audits of Group Financial Statements (Including the Work of Component Auditors)
8 ISA 610 (Revised 2013), Using the Work of Internal Auditors
4 ISA 701, Key Audit Matters in the Independent Auditor’'s Report
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(iv)  For circumstances which are explained as being “rare” or “exceptional” in the ISAs (there
are exceptions to this and each exception has been further explained).

. Wording of some requirements have been modified or adapted to the nature and
circumstances of the audit of an LCE but are expected to deliver a similar outcome as the ISA
requirement in the context of an audit of an LCE (there is also a brief supporting description
explaining the LCE Task Force’s considerations (in the last column of the table)).

The LCE Task Force has also used drafting principles, where appropriate, applied to the ISA
requirements when developing the [draft] ISA for LCE. These drafting principles are based on the
Drafting Principles and Guidelines being developed by the Complexity, Understandability, Scalability
and Proportionality (CUSP) Working Group. The drafting principles have been applied in developing
a standard that is proportionate and appropriate to the nature and circumstances of a less complex
entity as contemplated by the Authority of the [draft] ISA for LCE.

‘Alignment principles’ are used in the table below to explain any differences between the ISAs and
the [draft] ISA for LCE and help explain the LCE Task Force’s views as to how or why an ISA
requirement has been included, modified or not included in the [draft] ISA for LCE. The alignment
principles include:

a) Whether the requirement is relevant to the nature and circumstances of an audit of an LCE,
and if not, why not.

b) If applicable, why the requirement has been revised or modified to reflect the nature and
circumstances of an audit of an LCE.

C) If applicable, whether any changes made for the purpose of the [draft] ISA for LCE would still
result in procedures that would meet the objectives for each Part, and therefore that in
aggregate the auditor’s procedures would still enable reasonable assurance to be achieved.

If a requirement has not been included based on the explanation in (a), then (b) and (c) have not
been addressed as there would be no further changes to that requirement. “(c)” is intended to address
that the changes in (b) result in requirements that still achieve reasonable assurance.

Any essential explanatory material added to the [draft] ISA for LCE is shown in the ISA for LCE
column (at the end of the relevant ISA) but any corresponding application material in that ISA has not
been presented. Consistent with the project proposal, in order to keep the standard concise and
succinct there is limited essential explanatory material. Judgment has been used as to what EEM is
included (largely based on the ISA application or other explanatory material), and is largely based on
further explaining concepts or procedures or why procedures are undertaken, but generally does not
explain ‘how’ the procedures should be implemented (for example, there are no detailed examples).

Agenda Item 2-B(2)
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This mapping is set out in the table below and includes the majority of ISAs most relevant to Parts
7-9 of the [draft] ISA for LCE:

e Part 7—ISA 240, ISA 250 (Revised), ISA 265, ISA 330, ISA 501, ISA 505, ISA 540
(Revised), ISA 550

e Part 8—ISA 450, ISA 560, ISA 570 (Revised), ISA 580

e Part 9—ISA 700 (Revised), ISA 705 (Revised), ISA 706 (Revised), ISA 710, ISA 720
(Revised)

Agenda Item 2-B(1) includes the ‘mapping’ for the remainder of the ISAs most relevant to Parts 1—
6 of the [draft] ISA for LCE.

The ‘mapping’ in Agenda Items 2-B(1) and 2-B(2) (in the ISA column) reflect the most recently
approved ISAs, including ISA 540 (Revised), ISA 315 (Revised 2019) and ISA 220 (Revised), and
conforming and consequential amendments to the ISAs. Minimal requirements have been included
for ISA 402.

The Preface in the [draft] ISA for LCE has been mapped where it is relevant to an ISA paragraph.
Part A (Authority) has not been mapped as this is unique to the [draft] ISA for LCE and does not have
an equivalent within the ISAs.

Agenda Item 2-B(2)
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Section Reference & Heading

Text

ISA ISA for LCE

ISA 240, The Auditor’s Responsibilities Relating to Fraud in an

ISA

Audit of Financial Statements

ISA for LCE

Comparison

ISA 240
Paragraph 11

Objectives Paragraph 6.1.1.

Risk Identification
and Assessment

Objectives

The objectives of the auditor are:

(a) To identify and assess the
risks of material misstatement of
the financial statements due to
fraud;

6.1.1. The objectives of the
auditor are to identify and assess
the risks of material
misstatement, whether due to
fraud or error, at the financial
statement and assertion levels,

1.

Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

(b) To obtain sufficient . . 2. Should / could the objective be
appropriate audit evidence ther.ebyl/ prowdl.ng a ba3|s.for revised or modified for the
Paragraph 7.1.1.(b) regarding the assessed risks of designing and |mplement|ng. circumstances of an LCE?
Responding to material misstatement due to responses to the assessed risks
: - of material misstatement. Yes — because the [draft] ISA for
Assessed Risks of fraud, through designing and LCE is not topic specific the
Material implementing appropriate objectives relating to fraud are
Misstatement responses; and embedded within objectives
Objectives (c) To respond appropriately to 7.1.1 The objectives of the within the Part where addressed.
fraud or suspected fraud auditor are to: Objectives are provided at a
identified during the audit. broader level for succinctness (in
(b) Respond, as appropriate, to line with the drafting principles of
risks of material misstatement the [draft] ISA for LCE). All
arising from fraud or relevant objectives included in
suspected fraud; ISA 240 paragraph 11 are
addressed in requirements within
the [draft] ISA for LCE as
mapped below.

3. Do the changes resultin
objectives that still achieve
reasonable assurance?

Yes.
Requirements | ISA 240 Paragraph 1.4.6 In accordance with ISA 200, the 1.4.6.The auditor shall plan and 1. Istherequirement relevant

Fundamental
Concepts and
General Principles

Paragraph 13

Professional
Skepticism

auditor shall maintain
professional skepticism
throughout the audit, recognizing
the possibility that a material

perform the audit with
professional skepticism
recognizing that circumstances
may exist that cause the financial

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Agenda Item 2-B(2)
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Fundamental misstatement due to fraud could | statements to be materially Should / could the requirement
Concepts and General | exist, notwithstanding the misstated. be revised or modified for the
Principles for auditor’s past experience of the circumstances of an LCE?
Performing the Audit honesty and integrity of the Yes — requirement modified to
Professional entity’s mqnagement and those apply drafting principles,
Skepticism charged with governance. eliminate references to ISAs and
improve readability but has
. retained the required action of
With Paragraph 1.4.7. . . .
Ith Faragrap the auditor. Additional guidance
Fundamental provided in EEM.
C t d .
oncepts a.m . Do the changes result in
General Principles . . .
requirements that still achieve
Fundamental reasonable assurance?
C ts and G I .
qncgp s andisenera Yes - expected to deliver a
Principles for L
. . similar outcome as the ISA
Performing the Audit . .
requirement in the context of an
Professional audit of an LCE.
Skepticism
Requirements | ISA 240 Paragraph 2.3.3. Unless the auditor has reason to | Unless the auditor has reason to Is the requirement relevant

Paragraph 14

Professional
Skepticism

Audit Evidence and
Documentation

Information to be Used
as Audit Evidence

believe the contrary, the auditor
may accept records and
documents as genuine. If
conditions identified during the
audit cause the auditor to believe
that a document may not be
authentic or that terms in a
document have been modified
but not disclosed to the auditor,
the auditor shall investigate
further.

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

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

ISA requirement retained with
more added than the ISA
requirement to determine the
effect on the rest of the audit
evidence obtained in order to
make the link to evaluating and

Agenda Item 2-B(2)
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Section

Reference & Heading

Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

concluding audit evidence more
clear.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — ISA requirement
addressed fully.

Requirements

ISA 240
Paragraph 15

Paragraph 1.8.4.

Fundamental

Professional Concepts and

Where responses to inquiries of
management or those charged
with governance are
inconsistent, the auditor shall

Where responses to inquiries of
management, and where
appropriate, those charged with

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Skepticism General Principles governance are inconsistent, the
General investigate the inconsistencies. auditor shall investigate the Yes
L . inconsistencies. .
Communications with 2. Should / could the requirement
Management and be revised or modified for the
those Charged with circumstances of an LCE?
Governance No
3. Do the changes resultin
requirements that still achieve
reasonable assurance?
Requirements | ISA 240 Paragraph 5.2.6.(b) ISA 315 (Revised 2019) requires | 5.2.6 The engagement partner 1. Istherequirement relevant
Paragraph 16 Paragraph 5.2.7 a discussion among the and other key engagement team and appropriate in the
. . . engagement team members and | members shall discuss the circumstances of an audit of
Discussion Planning L - o
amona the _ o a determination by the susceptibility of the entity’s an LCE?
Enga. gement Planning Activities engagement partner of which financial statements to material Yes.
g9ag Engagement Team matters are to be communicated | misstatement, as well as: .
Team 2. Should / could the requirement

Discussion

to those team members not
involved in the discussion. This
discussion shall place particular
emphasis on how and where the
entity’s financial statements may
be susceptible to material

(b) How and where the entity’s
financial statements may be
susceptible to material
misstatement due to fraud,
including how fraud may

be revised or modified for the
circumstances of an LCE?

Yes — intro modified to flow in
bullet list, which includes other

Agenda Item 2-B(2)
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
misstatement due to fraud, occur, and how fraud or items covered in the discussion,
including how fraud might occur. error could arise from related but all aspects addressed.
The discussion shall occur party relationships or Do the changes result in
setting aside beliefs that the transaction. requirements that still achieve
engagement team members may | any discussions among the reasonable assurance?
g 9 . setting aside beliefs the requirement addressed.
are honest and have integrity. engagement team may have that
management and those charged
with governance are honest and
have integrity
5.2.7 When there are
engagement team members not
involved in the discussion, the
engagement partner shall
determine which matters are to
be communicated to those
members.
Requirements | ISA 240 Paragraph 6.2.3.(a) When performing risk In designing and performing 1. Istherequirement relevant

Paragraph 17
Risk Assessment
Procedures and
Related
Activities

Risk Identification
and Assessment

Procedures for
Identifying and
Assessing Risks and
Related Activities

assessment procedures and
related activities to obtain an
understanding of the entity and
its environment, the applicable
financial reporting framework and
the entity’s system of internal
control, required by ISA 315
(Revised 2019), the auditor shall
perform the procedures in
paragraphs 23-38 to obtain
information for use in identifying
the risks of material
misstatement due to fraud.

procedures to identify and
assess risks of material
misstatement, the auditor shall
consider possible risks of
material misstatement arising
from:

(a) Fraud; and

and appropriate in the
circumstances of an audit of
an LCE?

Yes

4. Should/could the
requirement be revised or
modified for the
circumstances of an LCE?

Yes. Part 6, Risk Identification
and Assessment, of the ISA for
LCE broadly addresses the
consideration of fraud in the
identification and assessment of
ROMM at paragraph 6.2.3. Fraud

Agenda Item 2-B(2)
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Proportionality of the ISAs to the ISA for LCE (2)

Section

Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

is also specifically addressed in
paragraph 6.2.4., and Part 1.5.
Paragraphs 23-38 of ISA 240 are
mapped in the respective
sections below.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — deliver a similar outcome
as the ISA requirement in the
context of an audit of an LCE.

Requirements

ISA 240
Paragraph 18
Risk Assessment
Procedures and
Related
Activities
Management and
Others within the
Entity

Paragraph 6.6.1.(a)—
(d)

Risk Identification
and Assessment
Specific Inquiries of
Management and
Those Charged with
Governance

The auditor shall make inquiries
of management regarding:

(&) Management’s assessment
of the risk that the financial
statements may be
materially misstated due to
fraud, including the nature,
extent and frequency of
such assessments;

(b) Management'’s process for
identifying and responding to
the risks of fraud in the
entity, including any specific
risks of fraud that
management has identified
or that have been brought to
its attention, or classes of
transactions, account
balances, or disclosures for
which a risk of fraud is likely
to exist;

In designing and performing
procedures to identify and
assess the risks of material
misstatement due to fraud or
error, the auditor shall make
inquiries of management
regarding:

(@) Management’s assessment
of the risk that the financial
statements may be
materially misstated due to
fraud, including the nature,
extent and frequency of
such assessments;

(b) Management's process for
identifying and responding to
the risks of fraud in the
entity, including any specific
risks of fraud that
management has identified
or that have been brought to
its attention, or classes of
transactions, account

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?

Agenda Item 2-B(2)
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Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
(c) Management's balances, or disclosures for
communication, if any, to which a risk of fraud is likely
those charged with to exist;
governance regarding its (c) Management’s
processes for identifying and communication, if any, to
responding to the risks of those charged with
fraud in the entity; and governance regarding its
(d) Management’s processes for identifying and
communication, if any, to responding to the risks of
employees regarding its fraud in the entity;
views on business practices (d) Management's
and ethical behavior. communication, if any, to
employees regarding its
views on business practices
and ethical behavior;
Requirements | ISA 240 Paragraph 6.6.2. The auditor shall make inquiries | The auditor shall make inquiries 1. Istherequirement relevant

Paragraph 19

Risk Assessment
Procedures and
Related
Activities
Management and
Others within the
Entity

Risk Identification
and Assessment
Specific Inquiries of
Management and
Those Charged with
Governance

of management, and others
within the entity as appropriate,
to determine whether they have
knowledge of any actual,
suspected or alleged fraud
affecting the entity.

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

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — changed to combine with
inquiries of those charged with
governance. Combined
paragraphs 19 and 22 of ISA 240
but no change to the required
outcome from the basic
requirements in ISA 240.

Agenda Item 2-B(2)
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Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Do the changes result in
requirements that still achieve
reasonable assurance?
Yes
Requirements | ISA 240 - For those entities that have an - Is the requirement relevant and

Paragraph 20

Risk Assessment
Procedures and
Related
Activities
Management and
Others within the
Entity

internal audit function, the auditor
shall make inquiries of
appropriate individuals within the
function to determine whether
they have knowledge of any
actual, suspected or alleged
fraud affecting the entity, and to
obtain its views about the risks of
fraud.

appropriate in the
circumstances of an audit of an
LCE?

No.

Due to the nature of an LCE audit,
using the work of internal auditors
is not addressed in this standard
and therefore this paragraph is
excluded.

Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 240
Paragraph 21
Risk Assessment
Procedures and
Related
Activities

Those Charged
with Governance

Paragraph 6.3.4.

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Understanding the
Entity and Its
Environment

Unless all of those charged with
governance are involved in
managing the entity, the auditor
shall obtain an understanding of
how those charged with
governance exercise oversight of
management’s processes for
identifying and responding to the
risks of fraud in the entity and the
controls that management has

Unless all of those charged with
governance are involved in
managing the entity, the auditor
shall understand how those
charged with governance
exercise oversight of
management’s processes for
identifying and responding to the
risks of fraud in the entity and the
controls that management has

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Minor modification to change
“obtain an understanding” to

Agenda Item 2-B(2)
Page 10 of 293




IAASB Main Agenda (June 2021)

Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
established to mitigate these established to mitigate these “understand” to apply the drafting
risks. risks. principles. Does not change the
outcome of the auditor’s
procedure.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
Requirements | ISA 240 Paragraph 6.6.2. Unless all of those charged with The auditor shall make inquiries 1. Istherequirement relevant

Paragraph 22

Risk Assessment
Procedures and
Related
Activities

Those Charged
with Governance

Risk Identification
and Assessment
Specific Inquiries of
Management and
Those Charged with
Governance

governance are involved in
managing the entity, the auditor
shall make inquiries of those
charged with governance to
determine whether they have
knowledge of any actual,
suspected or alleged fraud
affecting the entity. These
inquiries are made in part to
corroborate the responses to the
inquiries of management.

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

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — changed to combine with
inquiries of management and
others with those charged with
governance. Combined
paragraphs 19 and 22 of ISA
240, but no change to the
required outcome from the basic
requirements in ISA 240.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 240
Paragraph 23

Risk Assessment
Procedures and

Paragraph 6.2.5.

Risk Identification
and Assessment

The auditor shall evaluate
whether unusual or unexpected
relationships that have been
identified in performing analytical

(f) The auditor shall evaluate
whether unusual or
unexpected relationships
that have been identified in

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Agenda Item 2-B(2)
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Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Related Procedures for procedures, including those performing analytical Yes
Activities Identifying and related to revenue accounts, may procedures, including those | 2 sShould / could the requirement
Unusual or Assessing Risks and indicate risks of material related to revenue accounts, be revised or modified for the
Unexpected Related Activities misstatement due to fraud. may indicate risks of circumstances of an LCE?
Relationships material misstatement due No
Identified to fraud. :

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements | ISA 240 Paragraph 6.2.4. The auditor shall consider When identifying risks of material | 1. Is the requirement relevant

Risk Identification
and Assessment

Paragraph 24
Risk Assessment
Procedures and
Related
Activities

Procedures for
Identifying and
Assessing Risks and

Other Information Related Activities

whether other information
obtained by the auditor indicates
risks of material misstatement
due to fraud.

misstatement, including arising
from fraud, the auditor shall
consider information from

(@) The acceptance or
continuance procedures; and

(b)  When applicable, other
engagements performed by the
engagement partner for the entity

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — clarified where other
information is obtained from (in
line with application material to
paragraph 24 of ISA 240.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes-expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 240
Paragraph 25

Paragraph 1.5.1.(a)

Fundamental
Concepts and

The auditor shall evaluate
whether the information obtained
from the other risk assessment
procedures and related activities

The auditor shall consider fraud
when:

(a) Identifying and assessing
risks of material

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Agenda Item 2-B(2)
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Proportionality of the ISAs to the ISA for LCE (2)

Procedures and
Related
Activities
Evaluation of

Fraud

more fraud risk factors are
present. While fraud risk factors
may not necessarily indicate the
existence of fraud, they have

the auditor shall evaluate
whether information
obtained from the
procedures to identify and

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Risk Assessment | General Principles performed indicates that one or misstatement. In doing so, Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modifications have been

Paragraph 26

Identification and
Assessment of
the Risks of
Material
Misstatement
Due to Fraud

Risk Identification
and Assessment

Identifying Risks of

Material Misstatement

(Revised 2019), the auditor shall
identify and assess the risks of
material misstatement due to
fraud at the financial statement
level, and at the assertion level
for classes of transactions,
account balances and
disclosures.

risks of material misstatement,
due to fraud or error, at:

(@) The financial statement
level; and

(b) The assertion level for
classes of transactions,
account balances, and
disclosures.

i often been present in assess risks and related . . .
Fraud Risk ) P AN made to include this requirement
Factors circumstances where frauds activities indicates that one . :
. in a bulleted list and to apply
have occurred and therefore may or more fraud risk factors . o
- ) i 5 drafting principles. However, the
indicate risks of material are present; D
) aspects relevant to the auditor’s
misstatement due to fraud. .
action to evaluate has been
retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — deliver a similar outcome

as the ISA requirement in the

context of an audit of an LCE.
Requirements | ISA 240 Paragraph 6.4.1. In accordance with ISA 315 The auditor shall identify the 1. Istherequirement relevant

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — the action to “Assess” is
now picked up through taking
into account the inherent risk
factors (i.e., the susceptibility to
misstatement due to
management bias or other fraud

5

Appendix 3 sets out fraud risk factors relevant to less complex entities

Agenda Item 2-B(2)
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Section

Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

risk factors) when assessing the
identified risks (see paragraph
6.5.1.(b)). Do the changes result
in requirements that still
achieve reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE

Requirements

ISA 240
Paragraph 27

Identification and
Assessment of
the Risks of
Material
Misstatement
Due to Fraud

Paragraph 6.4.2.

Risk Identification
and Assessment
Identifying Risks of
Material Misstatement

When identifying and assessing
the risks of material
misstatement due to fraud, the
auditor shall, based on a
presumption that there are risks
of fraud in revenue recognition,
evaluate which types of revenue,
revenue transactions or
assertions give rise to such risks.
Paragraph 48 specifies the
documentation required where
the auditor concludes that the
presumption is not applicable in
the circumstances of the
engagement and, accordingly,
has not identified revenue
recognition as a risk of material
misstatement due to fraud.

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

assertions give rise to such risks.

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modification to
apply drafting principles and
improve the readability of the
[draft] ISA for LCE.
Documentation addressed in
separate section (see para
6.8.1.(d)). All aspects of the
auditor’s action retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes
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Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 240 Paragraph 6.5.5.(a) The auditor shall treat those The auditor shall treat: 1. Istherequirement relevant

Paragraph 28

Identification and
Assessment of
the Risks of
Material
Misstatement
Due to Fraud

Risk Identification
and Assessment

Risk Assessment

Significant Risks

assessed risks of material
misstatement due to fraud as
significant risks and accordingly,
to the extent not already done
so, the auditor shall identify the
entity’s controls that address
such risks, and evaluate their
design and determine whether
they have been implemented).

(@) Identified fraud risks as
significant risks; and

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to flow in a bullet
list however basic requirement to
treat fraud risk as a significant
risk retained. Controls for
significant risks and related D&I
have been addressed in
paragraph 6.3.14.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE.

Requirements

ISA 240
Paragraph 29

Responses to
the Assessed
Risks of Material
Misstatement
Due to Fraud

Overall
Responses

Paragraph 1.5.1.(b)

Fundamental
Concepts and
General Principles
Fraud

Paragraph 7.2.1.

Responding to
Assessed Risks of
Material
Misstatement

In accordance with ISA 330, the
auditor shall determine overall
responses to address the
assessed risks of material
misstatement due to fraud at the
financial statement level.

1.5.1. The auditor shall consider
fraud when:

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

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modification to
address responses to identified
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Audit Procedures ROMM more broadly than only
Responsive to the 7.2.1 The auditor shall design fraud (as fraud has been
Assessed Risks of and implement overall responses integrated into each relevant
Material Misstatement to address the assessed risks of requirement). However, the
at the Financial material misstatement (i.e., auditor’s actions as they pertain
Statement Level assessed risks) whether due to to fraud have been retained.
fraud or error. Do the changes result in
requirements that still achieve
reasonable assurance?
Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE
Requirements | ISA 240 Paragraph 7.2.2. In determining overall responses | In determining overall responses Is the requirement relevant

Paragraph 30

Responses to
the Assessed
Risks of Material
Misstatement
Due to Fraud

Overall
Responses

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Financial
Statement Level

to address the assessed risks of
material misstatement due to
fraud at the financial statement
level, the auditor shall:

(a) Assign and supervise
personnel taking account of
the knowledge, skill and
ability of the individuals to be
given significant
engagement responsibilities
and the auditor’s
assessment of the risks of
material misstatement due
to fraud for the engagement;

(b) Evaluate whether the
selection and application of
accounting policies by the
entity, particularly those
related to subjective
measurements and complex

to address assessed risks of
material misstatement, due to
fraud or error, at the financial
statement level, the auditor shall:

(a) Assign and supervise
personnel taking account of
the knowledge, skill and
ability of the individuals to be
given significant
engagement responsibilities
and the auditor’s
assessment of the risks of
material misstatement due
to fraud or error for the
engagement;

(b) Evaluate whether the
selection and application of
accounting policies by the
entity, particularly those
related to subjective

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications to
address responses to error in
addition to fraud. Also modified
due to the nature of an LCE
engagement by removing
reference to complex
transactions. However, the broad
auditor’s actions have been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
transactions, may be measurements, may be Yes — expected to deliver a
indicative of fraudulent indicative of errors or similar outcome as the ISA
financial reporting resulting fraudulent financial reporting requirement in the context of an
from management’s effort to resulting from audit of an LCE
manage earnings; and management’s effort to
(c) Incorporate an element of manage earnings; and
unpredictability in the (c) Incorporate an element of
selection of the nature, unpredictability in the
timing and extent of audit selection of the nature,
procedures. timing and extent of audit
procedures.
Requirements | ISA 240 Paragraph 1.5.1.(b) In accordance with ISA 330, the | 1.5.1. The auditor shall consider Is the requirement relevant

Paragraph 31

Responses to
the Assessed
Risks of Material
Misstatement
Due to Fraud

Audit Procedures
Responsive to
Assessed Risks of
Material
Misstatement Due
to Fraud at the
Assertion Level

Fundamental
Concepts and
General Principles

Fundamental
Concepts and General
Principles for
Performing the Audit

Paragraph 7.3.1.

Responding to
Assessed Risks of
Material
Misstatements

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

auditor shall design and perform
further audit procedures whose
nature, timing and extent are
responsive to the assessed risks
of material misstatement due to
fraud at the assertion level.

fraud when:

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

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

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modification to also
address responses to error in
addition to fraud and combine
requirements as is the nature of
the [draft] ISA for LCE.

Also modified due to the nature
of an LCE engagement by
removing reference to the ISA.
The auditor’s actions have been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 240 Paragraph 7.4.6. Management is in a unique Although the level of risk of Is the requirement relevant

Paragraph 32

Responses to
the Assessed
Risks of Material
Misstatement
Due to Fraud

Audit Procedures
Responsive to
Risks Related to

Responding to
Assessed Risks of
Material
Misstatement

Specific Focus Areas

Management Override
of Controls

position to perpetrate fraud
because of management’s ability
to manipulate accounting records
and prepare fraudulent financial
statements by overriding controls
that otherwise appear to be
operating effectively. Although
the level of risk of management
override of controls will vary from
entity to entity, the risk is

management override of controls
will vary from entity to entity, the
risk is nevertheless present in all
entities. Due to the unpredictable
way in which such override could
occur, it is a risk of material
misstatement due to fraud and
therefore a significant risk.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified for
appropriateness of the ISA for

Management nevertheless present in all LCE - the [draft] ISA for LCE
Override of entities. Due to the unpredictable focuses on the action orientated
Controls way in which such override could aspects, in this case that the risk
occur, it is a risk of material o_f m.a.nagerr.lent override is a
misstatement due to fraud and significant risk.
thus a significant risk. Do the changes result in
requirements that still achieve
reasonable assurance?
Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE
Requirements | ISA 240 Paragraph 7.4.7 (a) - Irrespective of the auditor’s 7.4.7 Irrespective of the auditor’s Is the requirement relevant

Paragraph 33

Responses to
the Assessed
Risks of Material

(c).

Responding to
Assessed Risks of
Material
Misstatements

assessment of the risks of
management override of
controls, the auditor shall design
and perform audit procedures to:

assessment of the risks of
management override of
controls, the auditor shall design
and perform audit procedures to:

and appropriate in the
circumstances of an audit of
an LCE?

Yes
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Section

Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Misstatement
Due to Fraud

Audit Procedures
Responsive to
Risks Related to
Management
Override of
Controls

Specific Focus Areas

Management Override
of Controls

(a) Test the appropriateness of
journal entries recorded in
the general ledger and other
adjustments made in the
preparation of the financial
statements. In designing and
performing audit procedures
for such tests, the auditor
shall:

(i) Make inquiries of
individuals involved in
the financial reporting
process about
inappropriate or unusual
activity relating to the
processing of journal
entries and other
adjustments;

(i) Select journal entries
and other adjustments
made at the end of a
reporting period; and

(iiiy Consider the need to
test journal entries and
other adjustments
throughout the period.

(b) Review accounting estimates
for biases and evaluate
whether the circumstances
producing the bias, if any,
represent a risk of material
misstatement due to fraud.
In performing this review,
the auditor shall:

(a) Test the appropriateness of
manual and automated
journal entries recorded in
the general ledger and other
adjustments made in the
preparation of the financial
statements, including:

(i)  Making inquiries of
individuals involved in
the financial reporting
process about
inappropriate or
unusual activity relating
to the processing of
journal entries and
other adjustments;

(i)  Selecting journal
entries and other
adjustments made at
the end of a reporting
period; and

(iii) Considering the need to

test journal entries and other

adjustments throughout the
period.

(b) Review accounting estimates
for biases and evaluate
whether the circumstances
producing the bias, if any,
represent a risk of material
misstatement due to fraud,
including:

(i)  Evaluate whether the
judgments and

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified for nature of ISA
for LCE (i.e., the requirement
focuses on the “what” rather than
the “how”) but all significant
aspects of auditor’s required
actions retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes — expected outcomes from
the actions from the auditor to
comply with modified
requirement expected to be
similar to the actions of the
auditor under the ISA.
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Section

Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

(©

@

(i)

Evaluate whether the
judgments and
decisions made by
management in making
the accounting
estimates included in
the financial statements,
even if they are
individually reasonable,
indicate a possible bias
on the part of the
entity’s management
that may represent a
risk of material
misstatement due to
fraud. If so, the auditor
shall reevaluate the
accounting estimates
taken as a whole; and

Perform a retrospective
review of management
judgments and
assumptions related to
significant accounting
estimates reflected in
the financial statements
of the prior year.

For significant transactions
that are outside the normal
course of business for the
entity, or that otherwise
appear to be unusual given
the auditor’'s understanding
of the entity and its
environment and other

decisions made by
management indicate a
possible bias on the
part of the entity’s
management that may
represent a risk of
material misstatement
due to fraud. If so, the
auditor shall reevaluate
the accounting
estimates taken as a
whole; and

(ii) Perform a
retrospective review of
management
judgments and
assumptions related to
significant accounting
estimates reflected in
the financial
statements of the prior
year.

(c) For significant unusual
transactions, evaluate
whether the business
rationale (or the lack thereof)
of the transactions suggests
that they may have been
entered into to engage in
fraudulent financial reporting
or to conceal
misappropriation of assets.
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Section

Reference & Heading

Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

information obtained during
the audit, the auditor shall
evaluate whether the
business rationale (or the
lack thereof) of the
transactions suggests that
they may have been entered
into to engage in fraudulent
financial reporting or to
conceal misappropriation of
assets.

Requirements

ISA 240
Paragraph 34

Paragraph 7.4.7. (d)

Responding to
Assessed Risks of
Material
Misstatements

Responses to
the Assessed
Risks of Material
Misstatement
Due to Fraud

Specific Focus Areas

Management Override
Audit Procedures | of Controls
Responsive to
Risks Related to
Management
Override of

Controls

The auditor shall determine
whether, in order to respond to
the identified risks of
management override of
controls, the auditor needs to
perform other audit procedures in
addition to those specifically
referred to above (that is, where
there are specific additional risks
of management override that are
not covered as part of the
procedures performed to address
the requirements in paragraph
32).

Irrespective of the auditor’s
assessment of the risks of
management override of
controls, the auditor shall design
and perform audit procedures to:

(d) Respond to the
identified risks of management
override of controls to the extent
not already addressed by (a) to

(c).

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Edits to apply drafting principles
and improve readability, reduce
repetition and position within a
bulleted list. Requirement for
auditor action retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE

Requirements

ISA 240 Paragraph 8.3.1.

The auditor shall evaluate
whether analytical procedures

The auditor shall design and
perform analytical procedures

1. Istherequirement relevant
and appropriate in the
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Section Reference & Heading Text Comparison

ISA ISA for LCE ISA ISA for LCE

Paragraph 35 Concluding that are performed near the end near the end of the audit that circumstances of an audit of

Evaluation of Analytical Procedures | Of the audit, when forming an assist the auditor when forming an LCE?

Audit Evidence that Assist When overall conclusion as to whether | an overall conclusion as to Yes

i the financial statements are whether the financial statements .

Formlng. an Overal consistent with the auditor’s are consistent with the auditor’s Should /could the requirement
Conclusion be revised or modified for the

understanding of the entity,
indicate a previously
unrecognized risk of material
misstatement due to fraud.

understanding of the entity, and
to identify any indications of a
previously unrecognized risk of
material misstatement.

circumstances of an LCE?

Yes — although the work effort of
“evaluate” has been changed, in
combining this requirement with
paragraph 6 of ISA 520, the
expected outcome of the auditor
action expected to be the similar
as the requirement now requires
the auditor to “conclude” on the
procedures designed and
performed.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — the outcome of the

auditor’s actions are expected to
be similar.

Requirements

ISA 240
Paragraph 36

Evaluation of
Audit Evidence

Paragraph 1.5.1.(c)

Fundamental
Concepts and
General Principles
Fraud

Paragraph 7.5.2. and
7.2.3.

Responding to
Assessed Risks of

If the auditor identifies a
misstatement, the auditor shall
evaluate whether such a
misstatement is indicative of
fraud. If there is such an
indication, the auditor shall
evaluate the implications of the
misstatement in relation to other
aspects of the audit, particularly
the reliability of management
representations, recognizing that

1.5.1. The auditor shall consider
fraud when:

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

7.5.2 If the auditor identifies a
misstatement during the audit,
the auditor shall evaluate
whether the misstatement is
indicative of fraud. If there is

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified and combined
para 36 and 37 of ISA 240 but
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Material an instance of fraud is unlikely to | such an indication, the auditor the actionable aspects of the
Misstatement be an isolated occurrence. shall determine the implications requirement have been retained.
Accumulation of on other aspects of the audit, 3. Do the changes result in
Misstatements including on the identified and requirements that still achieve
assessed risks of material reasonable assurance?
misstatement and the reliability .
of management representations. ves —expected to deliver a
similar outcome as the ISA
7.5.3 If the auditor identifies a requirement in the context of an
misstatement that may be the audit of an LCE
result of fraud, and suspects that
management is involved, the
auditor shall:
(@) Reevaluate the risks of
material misstatement due
to fraud and the auditor’s
responses thereto; and
(b) Consider whether
circumstances or conditions
indicate possible collusion
involving employees,
management or third parties
when reconsidering the
reliability of evidence
previously obtained.
Requirements | ISA 240 Paragraph 1.5.1.(c) If the auditor identifies a 1.5.1. The auditor shall consider | 1. Is the requirement relevant

Paragraph 37

Evaluation of
Audit Evidence

Fundamental
Concepts and
General Principles

Fraud
7.5.2. and 7.5.3.

Responding to
Assessed Risks of

misstatement, whether material
or not, and the auditor has
reason to believe that it is or may
be the result of fraud and that
management (in particular,
senior management) is involved,
the auditor shall reevaluate the
assessment of the risks of
material misstatement due to

fraud when:

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

7.5.2 If the auditor identifies a
misstatement during the audit,
the auditor shall evaluate

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Material fraud and its resulting impact on | whether the misstatement is Yes — this has combined para 36
Misstatement the nature, timing and extent of indicative of fraud. If there is and 37 of ISA 240. In the context
Accumulation of audit procedures to respond to such an indication, the auditor of an LCE engagement, the
Misstatements the assessed risks. The auditor shall determine the implications requirement has been modified
shall also consider whether on other aspects of the audit, to apply drafting principles and to
circumstances or conditions including on the identified and improve readability and
indicate possible collusion assessed risks of material succinctness, but the actionable
involving employees, misstatement and the reliability aspects of the requirements have
management or third parties of management representations. been retained.
When. reconsider?ng the reliz?lbility 7.5.3. If the auditor identifies a 3. Do the changes result in
of evidence previously obtained. | misstatement that may be the requirements that still achieve
result of fraud, and suspects that reasonable assurance?
management is involved, the Yes
auditor shall:
(@) Reevaluate the risks of
material misstatement due
to fraud and the auditor’s
responses thereto; and
(b) Consider whether
circumstances or conditions
indicate possible collusion
involving employees,
management or third parties
when reconsidering the
reliability of evidence
previously obtained.
Requirements | ISA 240 Paragraph 1.5.1.(c) If the auditor confirms that, or is 1.5.1. The auditor shall include 1. Istherequirement relevant

Paragraph 38

Evaluation of
Audit Evidence

Fundamental
Concepts and
General Principles

Fraud
Paragraph 8.5.9.
Concluding

unable to conclude whether, the
financial statements are
materially misstated as a result
of fraud the auditor shall evaluate
the implications for the audit.

specific considerations with
regard to fraud when:

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

and appropriate in the
circumstances of an audit of
an LCE?

Yes
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
The Auditor’s 8.5.9 If the auditor confirms that, 2. Should / could the requirement
Evaluations and Other or is unable to conclude whether, be revised or modified for the
Activities to Support the financial statements are circumstances of an LCE?
the Auditor’s materially misstated as a result Yes — requirement retained, but
Conclusion of fraud, the auditor shall expanded guidance to help the
Concluding evaluate the implications on the auditor understand potential
audit including on the assessed implications.
risks of material misstatement .
o 3. Do the changes resultin
and the auditor’s report. . ) .
requirements that still achieve
reasonable assurance?
Yes —requirement and auditor’s
actions retained.
Requirements | ISA 240 Paragraph 1.5.2. If, as a result of a misstatement If, as a result of a misstatement 1. Istherequirement relevant

Paragraph 39

Auditor Unable
to Continue the
Engagement

Fundamental
Concepts and
General Principles

Fraud

Auditor Unable to
Continue the
Engagement

resulting from fraud or suspected
fraud, the auditor encounters
exceptional circumstances that
bring into question the auditor’s
ability to continue performing the
audit, the auditor shall:

(@) Determine the professional
and legal responsibilities
applicable in the
circumstances, including
whether there is a
requirement for the auditor
to report to the person or
persons who made the audit
appointment or, in some
cases, to regulatory
authorities;

(b) Consider whether it is
appropriate to withdraw from
the engagement, where

resulting from fraud or suspected
fraud, the auditor encounters
exceptional circumstances that
bring into question the auditor’s
ability to continue performing the
audit, the auditor shall determine
the legal and professional
responsibilities applicable in the
circumstances or consider
whether it is appropriate to
withdraw, where withdrawal is
possible under law or regulation.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to align more with
the circumstances of an LCE
engagement (requirements to
report to a specific person or
regulator would already be
covered under determining the
professional and legal
responsibilities) and to improve
readability, but there is still a
determinable action required.
Based on the less complex
structure of an LCE, and
expected complexity of an audit
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
withdrawal is possible under of an LCE, a specific action to
applicable law or regulation; discuss the withdrawal with
and management is not deemed
(c) If the auditor withdraws: necessary given it is already
() Discuss with the expe(?ted this would occur during
. the withdrawal process.
appropriate level of
management and those Do the changes result in
charged with requirements that still achieve
governance the reasonable assurance?
auditor’s withdrawal Yes — the auditor is still required
from the engagement to determine an outcome, the
and the reasons for the omitted actions with regard to
withdrawal; and withdrawal do not contribute to
(i) Determine whether gathering sufficient appropriate
there is a professional audit evidence to support an
or legal requirement to opinion.
report to the person or
persons who made the
audit appointment or, in
some cases, to
regulatory authorities,
the auditor’s withdrawal
from the engagement
and the reasons for the
withdrawal.
Requirements | ISA 240 Paragraph 8.6.1.(d)-(f) | The auditor shall obtain written The auditor shall request written Is the requirement relevant
Paragraph 40 Concluding representations from representations from and appropriate in the
. . management and, where management, who have circumstances of an audit of
Written Written

Representations

Representations

appropriate, those charged with
governance that:

(@) They acknowledge their
responsibility for the design,
implementation and
maintenance of internal

appropriate knowledge of the
matters concerned and
responsibility for the financial
statements and where
appropriate, those charged with

an LCE?
Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
control to prevent and detect | governance about the following Yes — modified to apply drafting
fraud; matters: principles and readability to align

(b) They have disclosed to the more with the nature of the ISA
auditor the results of (d) That they acknowledge their for L.CE’ but the broaq i
management's assessment responsibility for the design requirements for s.pecn‘lc
of the risk that the financial implementation and representations still addressed.
statements may be maintenance of internal Do the changes result in
materially misstated as a control to prevent and detect requirements that still achieve
result of fraud; fraud. reasonable assurance?

(c) They have disclosed to the (e) That they have disclosed to Yes — expected to deliver a
auditor their knowledge of the auditor the result of its similar outcome as the ISA
fraud, or suspected fraud, assessment of the risk that requirement in the context of an
affecting the entity involving: the financial statements may audit of an LCE.

(i) Management; be materially misstated
(i) Employees who have because of fraud.
significant roles in (f) That their knowledge of
internal control; or fraud, or suspected fraud, or
(iiy Others where the fraud allegations of fraud or
could have a material suspected fraud has been
effect on the financial disclosed to the auditor;
statements; and

(d) They have disclosed to the
auditor their knowledge of
any allegations of fraud, or
suspected fraud, affecting
the entity’s financial
statements communicated
by employees, former
employees, analysts,
regulators or others.

Requirements | ISA 240 Paragraph 1.8.5. If the auditor has identified a If the auditor has identified fraud Is the requirement relevant

Paragraph 41

fraud or has obtained information
that indicates that a fraud may

or has obtained information that
indicates that fraud may exist,

and appropriate in the
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Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Communications | Fundamental exist, the auditor shall the auditor shall communicate circumstances of an audit of

to Management
and with Those

Concepts and
General Principles

communicate these matters,
unless prohibited by law or

these matters, unless prohibited
by law or regulation, on a timely

an LCE?
Yes

Charged with regulation, on a timely basis with | basis to the appropriate level of .
9 General 9 - Y bprop . 2. Should / could the requirement
Governance Communications with | the appropriate level of management in order to inform . .
. . . . - be revised or modified for the
Management and management in order to inform those with primary responsibility .
. . - . . circumstances of an LCE?
Those Charged with those with primary responsibility | for the prevention and detection
Governance for the prevention and detection | of fraud of matters relevant to No
of fraud of matters relevant to their responsibilities. 3. Do the changes result in
their responsibilities. requirements that still achieve
reasonable assurance?
Requirements | ISA 240 Paragraph 1.8.6. Unless all of those charged with 1.8.6 Unless prohibited by law or | 1. Is the requirement relevant
Paragraph 42 Paragraph 1.8.7. governance are involved in regulation, the auditor shall and appropriate in the

Fundamental
Concepts and
General Principles

Communications
to Management
and with Those
Charged with
Governance

General
Communications with
Management and
Those Charged with
Governance

Specific
Communications to
Those Charged With
Governance in
Relation to Fraud

managing the entity, if the auditor
has identified or suspects fraud
involving:

(&) management;

(b) employees who have
significant roles in internal
control; or

(c) others where the fraud
results in a material
misstatement in the financial
statements,

the auditor shall communicate
these matters with those charged
with governance on a timely
basis. If the auditor suspects
fraud involving management, the
auditor shall communicate these
suspicions with those charged
with governance and discuss

communicate to those charged
with governance, on a timely
basis, if the auditor has identified
or suspects fraud involving:

(&) Management;

(b) Employees who have
significant roles in the
entity’s internal control
system; or

(c) Others where the fraud
results in a material
misstatement in the financial
statements,

1.8.7.If the auditor suspects
fraud involving management, the
auditor shall communicate these
suspicions to those charged with
governance and discuss with

circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to apply drafting
principles and readability and for
the ordering of the ISA for LCE
but all actionable aspects of the
requirement retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE.
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ISA ISA for LCE ISA ISA for LCE
with them the nature, timing and them the nature, timing and
extent of audit procedures extent of audit procedures
necessary to complete the audit. | necessary to complete the audit.
Such communications with those
charged with governance are
required unless the
communication is prohibited by
law or regulation.
Requirements | ISA 240 Paragraph 8.8.2.(e) The auditor shall communicate, The auditor shall communicate to Is the requirement relevant
Paragraph 43 Concluding unless prohibited by law or those charged with governance: and appropriate in the
N - regulation, with those charged circumstances of an audit of
Communications | Specific

to Management
and with Those
Charged with
Governance

Communication
Requirements

with governance any other
matters related to fraud that are,
in the auditor’s judgment,
relevant to their responsibilities.

(e) Any other matters, not
already reported, related to
fraud that may be relevant to
the responsibilities of those
charged with governance,
unless prohibited by law or
regulation.

an LCE?
Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modifications for flow in
bullet list

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE

Requirements

ISA 240
Paragraph 44
Reporting Fraud
to an
Appropriate
Authority

If the auditor has identified or
suspects a fraud, the auditor
shall determine whether law,
regulation or relevant ethical
requirements:

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

| is less likely that this would be
relevant for the circumstances of
an LCE as contemplated in the
Authority of the standard (e.g.,
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Outside the (&) Require the auditor to report highly regulated entities).
Entity to an appropriate authority Although not specifically
outside the entity. addressed in the [draft] ISA for
(b) Establish responsibilities LCE, this requirement would
under which reporting to an broadly be covered by paragraph
appropriate authority outside 1.8.2 (a) and paragraph 1.8.6.(c).
the entity may be Should / could the requirement
appropriate in the be revised or modified for the
circumstances. circumstances of an LCE?
n/a/
Do the changes result in
requirements that still achieve
reasonable assurance?
The omission is unlikely to result
in the auditor not achieving
reasonable assurance.
Requirements | ISA 240 Paragraph 5.5.2. The auditor shall include the 5.5.2. The auditor shall Is the requirement relevant
Paragraph 45 Planning following in the audit document the discussion among and appropriate in the
. . documentation of the the engagement team and circumstances of an audit of
Documentation Specific

Documentation
Requirements

6.8.1.(c) and (e)
Risk Identification
and Assessment
Specific
Documentation
Requirements

identification and the assessment
of the risks of material
misstatement required by ISA
315 (Revised 2019):

(a) The significant decisions
reached during the
discussion among the
engagement team regarding
the susceptibility of the
entity’s financial statements
to material misstatement
due to fraud; and

(b) The identified and assessed
risks of material

significant decisions reached,
including significant decisions
regarding the susceptibility of the
entity’s financial statements to
material misstatement due to
fraud or error.

6.8.1. In addition to the general
documentation requirements
(Part 2.5) for an audit
engagement, the auditor shall
include the following in the audit
documentation:

an LCE?
Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — the requirements have
been allocated to different Parts
as appropriate and modifications
to flow in bullet lists. Paragraph
5.5.2. includes the requirement
for documentation of the
discussion among engagement
team members because it
combines the requirement from
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misstatement due to fraud at | (c) The identified and assessed ISA 315 (Revised 2019) and ISA

the financial statement level risks of material 240. Part 6.8 contains the

and at the assertion level; misstatement, including risks specific documentation

and due to fraud, at the financial requirements. Overall

(c) Identified controls in the statement level and at the requirements related to specific

control activities component assertion level, including documentation requirements

that address assessed risks significant risks and risks for have been retained.

of material misstatement which substantive Do the changes result in

due to fraud. procedures alone cannot requirements that still achieve
provide sufficient reasonable assurance?
appropnatg audit evidence, Yes - similar outcome from
and the rationale for the . . .
significant judgments made: required auditor’s actions

expected
(e) The controls set out in
paragraph 6.3.14. and
6.3.16 and the evaluation
whether the control is
designed effectively and
determination whether the
control has been
implemented;
Requirements | ISA 240 Paragraphs 7.7.1.(a)- The auditor shall include the 7.7.1 In addition to the general Is the requirement relevant
Paragraph 46 (c)and (e) and 7.7.2 following in the audit documentation requirements and appropriate in the

Documentation

Responding to
Assessed Risks of
Material
Misstatement
Specific
Documentation
Requirements

documentation of the auditor’s
responses to the assessed risks
of material misstatement
required by ISA 330:

(@) The overall responses to the
assessed risks of material
misstatement due to fraud at
the financial statement level
and the nature, timing and

(Part 2.5.) for an audit
engagement, the auditor shall
include the following in the audit
documentation:

(@ The overall responses to
the assessed risks of
material misstatement at

circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modifications made to
incorporate for nature of ISA for
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extent of audit procedures, the financial statement LCE where fraud is combined in
and the linkage of those level; relevant Parts. Also, there is

procedures with the
assessed risks of material
misstatement due to fraud at
the assertion level; and

(b) The results of the audit
procedures, including those
designed to address the risk
of management override of
controls.

(b)  The nature, timing and
extent of further audit
procedures performed in
response to risks of
material misstatement at
the assertion level;

(c) The linkage between the
procedures performed and
the assessed risks at the
assertion level; and

(d)  The results of the audit
procedures, including the
conclusions where these
are not otherwise clear;
and

(e) The results of audit
procedures designed to
address the risk of
management override of
controls.

7.7.2 Where the assessed risk of
material misstatement is due
to fraud, the auditor’s
documentation shall include
the specific fraud response.

removal of reference to the ISA.
Significant aspects of auditor’s
documentation requirements
retained, and auditor’s actions
expected to be similar under both
standards.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE
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Requirements | ISA 240 Paragraph 2.5.4.(a) The auditor shall include in the The auditor shall include in the 1. Istherequirement relevant

Paragraph 47
Documentation

Audit Evidence and
Documentation

General
Documentation
Requirements

audit documentation
communications about fraud
made to management, those
charged with governance,
regulators and others.

audit documentation any:

(@) Communications about fraud
made to management, those
charged with governance,
regulators and others; and

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications to
include in a bullet list but overall
requirement retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE

Requirements

ISA 240
Paragraph 48
Documentation

Paragraph 6.8.1.(d)
Risk Identification
and Assessment
Specific
Documentation
Requirements

If the auditor has concluded that
the presumption that there is a
risk of material misstatement due
to fraud related to revenue
recognition is not applicable in
the circumstances of the
engagement, the auditor shall
include in the audit
documentation the reasons for
that conclusion.

In addition to the general
documentation requirements
(Part 2.5) for an audit
engagement, the auditor shall
include the following in the audit
documentation:

(d) If applicable, the reasons
for the conclusion that
there is not a risk of
material misstatement due
to fraud related to revenue
recognition.

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications to
include in a bullet list but overall
requirement retained

3. Do the changes result in
requirements that still achieve
reasonable assurance?
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Yes
Application ISA 240 With Paragraph 1.4.7. | -
Material Paragraph A8 Fundamental The auditor cannot be expected
Professional Concepts and to disregard past experience of
General Principles the honesty and integrity of the
Professional entity’'s management and those
Skepticism charged with governance.
Nevertheless, a belief that
management and those charged
with governance are honest and
have integrity does not relieve
the auditor of the need to
maintain professional skepticism
or allow the auditor to be
satisfied with less than
persuasive audit evidence when
obtaining reasonable assurance.
Application ISA 240 With Part 1.5. - The primary responsibility for the
Material Paragraphs 3 and | Fundamental prevention and detection of fraud
4 Concepts and rests with both management, and
Introduction General Principles where appropriate, those
Fraud charged with governance of the
entity. Although fraud is a broad
legal concept, for the purposes of
this standard, the auditor is
concerned with fraud that causes
a material misstatement in the
financial statements.
Application ISA 240 With Part 1.5. - An auditor conducting an audit in
Material Paragraphs 5 and | Fundamental accordance with this standard is
6 Concepts and responsible for obtaining
General Principles reasonable assurance that the
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Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

Introduction Fraud

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

Application
Material

ISA 240
Paragraph 8

With Part 1.5.
Fundamental

Introduction Concepts and

Fraud

General Principles

When obtaining reasonable
assurance, the auditor is
responsible for maintaining
professional skepticism
throughout the audit, considering
the potential for management
override of controls and
recognizing the fact that audit
procedures that are effective for
detecting error may not be
effective in detecting fraud. The
requirements in this standard are
designed to assist the auditor in
identifying and assessing the
risks of material misstatement
due to fraud and in designing
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ISA ISA for LCE ISA ISA for LCE
procedures to detect such
misstatement.
Application ISA 240 With Paragraph 1.5.1. | - Misstatements in the financial
Material statements can arise from either

Paragraph 2, 3
and A7

Characteristics
of Fraud

Fundamental
Concepts and
General Principles

Fraud

fraud or error. The distinguishing
factor between fraud and error is
whether the underlying action
that results in the misstatement
of the financial statements is
intentional or unintentional.

Two types of intentional
misstatements are relevant to the
auditor — misstatements resulting
from fraudulent financial
reporting and misstatements
resulting from misappropriation
of assets. Although the auditor
may suspect or, in rare cases,
identify the occurrence of fraud,
the auditor does not make legal
determinations of whether fraud
has actually occurred.

Considerations Specific to Public
Sector Entities

The public sector auditor’s
responsibilities relating to fraud
may be a result of law, regulation
or other authority applicable to
public sector entities or
separately covered by the
auditor’'s mandate.
Consequently, the public sector
auditor’s responsibilities may not
be limited to consideration of
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ISA ISA for LCE ISA ISA for LCE
risks of material misstatement of
the financial statements, but may
also include a broader
responsibility to consider risks of
fraud.
Application ISA 240 With Paragraph 1.5.2. Cconsiderations Specific to
Material Paragraph A58 Fundamental Public Sector Entities
Concepts and In many cases in the public
General Principles sector, the option of withdrawing
Fraud from the engagement may not be
Auditor Unable to available to the auditor due to.the
. nature of the mandate or public
Continue the . . .
interest considerations.
Engagement
Application ISA 240 Paragraph 1.8.5. - Considerations Specific to Public
Material Paragraph A69 Fundamental Sector Entities

Concepts and
General Principles

General
Communications with
Management and
Those Charged with

In the public sector, requirements
for reporting fraud, whether or
not discovered through the audit
process, may be subject to
specific provisions of the audit
mandate or related law,
regulation or other authority.

Governance
- - Part 1.10. - In applying this standard, an
Fundamental auditor may design and perform

Concepts and
General Principles
Automated Tools and
Techniques

audit procedures manually or
through the use of automated
tools and techniques (ATT), and
either technique can be effective.
Regardless of the tools and
techniques used, the auditor is
required to comply with the
requirements in this standard.
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ISA ISA for LCE

ISA

ISA for LCE

Comparison

ATT, for the purpose this
standard, are IT-enabled
processes that involve the
automation of methods and
procedures, including the
analysis of data using modelling
and visualization, robotic process
automation, artificial intelligence
and machine learning, and drone
technology to observe or inspect
assets. Using such ATT can
supplement or replace manual or
repetitive tasks. Examples of
ATT that may be used to perform
procedures include:

e Data analytics—used to
evaluate entire data sets by
discovering and analyzing
patterns and trends,
identifying and investigating
unusual items, deviations
and anomalies, through the
use of, for example,
predictive analytics. The
auditor may also obtain other
useful information from large
data sets relevant to the
identification and
assessment of risks of
material misstatement that
may not have been as easily
visible or obvious through
the use of more traditional
tools or techniques.
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Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

e Robotic process automation
—the processing of
structured data by using a
software that automates
activities that humans
perform, typically repetitive
tasks that require minimal
judgment.

e Artificial intelligence
techniques—machine
learning technology trained
to recognize patterns in vast
volumes of data, including
unstructured data such as
emails, social media,
contracts, invoices, images
and conference call video
and audio files.

The use of ATT may potentially
create biases or a general risk of
overreliance on the information
or output of the audit procedure
performed. As powerful as these
tools may be, they are not a
substitute for the auditor's
knowledge and professional
judgment. Further, although the
auditor may have access to a
wide array of data, including from
varying sources (i.e., increased
quantity), the exercise of
professional skepticism remains
necessary to critically assess
both the quality and reliability of
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ISA ISA for LCE ISA ISA for LCE
the data as well as the outputs
from using ATT.
Application ISA 240 With Paragraph 6.4.2. | - The presumption that there are
Material Paragraph A31 Risk Identification risks of fraud in revenue
and Assessment recognition may be rebutted. For
o . le, th dit
Identifying Risks of example, the audttor may .
Material Misstatement conclude, based on the audit
evidence obtained that there is
no risk of material misstatement
due to fraud relating to revenue
recognition in the case where
there is a single type of simple
revenue transaction, for
example, leasehold revenue from
a single unit rental property.
Application ISA 240 With Paragraph 7.4.7. | - Material misstatement of
Material Paragraph A42 Responding to financial statements due to fraud
and A161 Assessed Risks of often involves the manipulation
Material of the financial reporting process

Misstatement
Specific Focus Areas

Management Override
of Controls

by recording inappropriate or
unauthorized journal entries. This
may occur throughout the year or
at period end, or both, or by
management making
adjustments to amounts reported
in the financial statements that
are not reflected in journal
entries, such as through
reclassifications.

Automated Tools and
Techniques

In manual general ledger
systems, non-standard journal
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ISA ISA for LCE ISA ISA for LCE

entries may be identified through
inspection of ledgers, journals,
and supporting documentation.
When automated procedures are
used to maintain the general
ledger and prepare financial
statements, such entries may
exist only in electronic form and
may therefore be more easily
identified through the use of ATT.

Application
Material

ISA 240
Paragraph A53

With Paragraph 7.5.3.

Responding to
Assessed Risks of
Material

The implications of identified or
suspected fraud depends on the
circumstances. For example, an
otherwise insignificant fraud may

Essential Explanatory Material

be significant if it involves senior
management. In such
circumstances, the reliability of
evidence previously obtained
may be called into question,
since there may be doubts about
the completeness and
truthfulness of representations
made and about the
genuineness of accounting
records and documentation.
There may also be a possibility
of collusion involving employees,
management or third parties

Misstatement

Accumulation of
Misstatements

ISA 250 (Revised), Consideration of Laws and Regulations in an Audit of Financial Statements

Objectives ISA 250 (Revised) | Paragraph 7.1.1.(d) The objectives of the auditor are: | The objectives of the auditor are | 1. Is the objective relevant and
Paragraph 11 Responding to (a) To obtain sufficient to: appropriate in the .
Assessed Risks of appropriate audit evidence circumstances of an audit of an
regarding compliance with LCE?
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Material the provisions of those laws | (d) To respond to instances of Yes — but adapted for the [draft]
Misstatement and regulations generally non-compliance with laws ISA for LCE which is not
Objectives recognized to have a direct and regulations that may presented by topic. Objectives are
effect on the determination have a material effect on the provided at a broader level
of material amounts and financial statements. because each Part covers various
disclosures in the financial topics within a Part and not all are
statements; addressed within the objective (as
(b) To perform specified audit agreed as a principle for
procedures to help identify developing the standard). All
instances of non-compliance relevant requirements for an audit
with other laws and of an LCE have been included.
regulations that may have a ISA 250 (Revised), Consideration
material effect on the of Laws and Regulations in an
financial statements: and Audit of Financial Statements, is
. addressed mostly in Part 1,
(c) To respond appropriately to
identified or suspected non- Fundament.al Qoncepts and
compliance with laws and General Principles, qf the [draft] .
. . o . ISA for LCE along with other audit
regulations identified during .
the audit. evidence-related ISAs and Part 7,
Responding to Assessed Risks of
Material Misstatement, of the
[draft] ISA for LCE.
Requirements | ISA 250 (Revised) | Paragraph 6.3.3.(b) As part of obtaining an The auditor shall understand: Is the requirement relevant and
Paragraph 13 and (d) understanding of the entity and appropriate in the

The Auditor’s
Consideration of
Compliance with
Laws and
Regulations

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Understanding the
Entity and Its
Environment

its environment in accordance
with ISA 315 (Revised), the
auditor shall obtain a general
understanding of:

(a) The legal and regulatory
framework applicable to the
entity and the industry or
sector in which the entity
operates; and

(b)  The industry and other
external factors.

(d) The legal and regulatory
framework applicable to the
entity, and how the entity is
complying with that
framework.

circumstances of an audit of an
LCE?

Yes

. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Yes — modified to combine
requirements for topics where the
auditor’s actions appear similar for
the purpose of drafting for the
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

(b) How the entity is complying
with that framework.

nature of the ISA for LCE. No
significant aspects of the auditor's
required actions expected to be
lost — output expected to be
similar.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE

Requirements

ISA 250 (Revised)
Paragraph 14
The Auditor’s
Consideration of
Compliance with
Laws and
Regulations

Paragraph 7.3.3.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to Risks of
Material Misstatement
at the Assertion Level

The auditor shall obtain sufficient
appropriate audit evidence
regarding compliance with the
provisions of those laws and
regulations generally recognized
to have a direct effect on the
determination of material
amounts and disclosures in the
financial statements.

The auditor shall obtain sufficient
appropriate audit evidence
regarding compliance with the
provisions of those laws or
regulations generally recognized
to have a direct effect on the
determination of material
amounts and disclosures in the
financial statements.

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 250 (Revised)
Paragraph 15
The Auditor’s
Consideration of
Compliance with
Laws and
Regulations

Paragraph 6.6.1.(f)

Risk Identification
and Assessment
Specific Inquiries of
Management and
Those Charged with
Governance

The auditor shall perform the
following audit procedures to
help identify instances of non-
compliance with other laws and
regulations that may have a
material effect on the financial
statements:

In designing and performing
procedures to identify and
assess the risks of material
misstatement due to fraud or
error, the auditor shall make
inquiries of management
regarding:

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Agenda Item 2-B(2)
Page 43 of 293




IAASB Main Agenda (June 2021)

Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE

(a) Inquiring of management 2. Should/ could the requirement
and, where appropriate, (/) Non-compliance with laws be revised or modified for the
those charged with and regulations that may circumstances of an LCE?
governance, as to Whether have a material effect on the Yes. Modification to the language
th.e entity is in compliance financial statements, and in the requirement to apply
with SU_Ch laws and inspecting correspondence, drafting principles and make more
regulations; and if any, with the relevant succinct for appropriateness of

(b) Inspecting correspondence, licensing or regulatory ISA for LCE. In addition, the use
if any, with the relevant authorities; and of a different bulleted list has been
licensing or regulatory made. All aspects of the auditor
authorities. action are retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements | ISA 250 (Revised) | Paragraph 1.6.1. During the audit, the auditor shall | During the audit, the auditor shall | 1. Is the requirement relevant and

Paragraph 16

The Auditor’s
Consideration of
Compliance with
Laws and
Regulations

Fundamental
Concepts and
General Principles

Law or Regulation

remain alert to the possibility that
other audit procedures applied
may bring instances of non-
compliance or suspected non-
compliance with laws and
regulations to the auditor’s
attention.

remain alert to the possibility that
performing audit procedures may
bring instances of non-
compliance or suspected non-
compliance with law or regulation
to the auditor’s attention.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — The requirement has been
adapted to the context of an LCE
engagement as part of the
fundamental concepts and
general principles of the ISA for
LCE. The significant aspects of
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ISA for LCE

ISA

ISA for LCE
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the auditor action required are
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE

Requirements

ISA 250 (Revised)
Paragraph 17
The Auditor’s
Consideration of
Compliance with
Laws and
Regulations

Paragraph 8.6.1.(i)
Concluding

Written
Representations

The auditor shall request
management and, where
appropriate, those charged with
governance, to provide written
representations that all known
instances of non-compliance or
suspected non-compliance with
laws and regulations whose
effects should be considered
when preparing financial
statements have been disclosed
to the auditor.

The auditor shall request written
representations from
management, who have
appropriate knowledge of the
matters concerned and
responsibility for the financial
statements and where
appropriate, those charged with
governance about the following
matters:

(i) That all known instances of
non-compliance or
suspected non-compliance
with law or regulation whose
effects should be considered
when preparing financial
statements have been
disclosed to the auditor;

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modification to
include in bullet list but all
significant aspects of the auditors
actions and management’s
communication has been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 250 (Revised) | Paragraph 1.6.2. In the absence of identified or In the absence of identified or 1. Is therequirement relevant and

Paragraph 18

The Auditor’s
Consideration of
Compliance with

Fundamental
Concepts and
General Principles

Law or Regulation

suspected non-compliance, the
auditor is not required to perform
audit procedures regarding the
entity’s compliance with laws and
regulations, other than those set

suspected non-compliance with
law or regulation, the auditor is
not required to perform audit
procedures regarding the entity’s
compliance with law or

appropriate in the
circumstances of an audit of an
LCE?

Yes

Laws and . . . 2. Should / could the requirement
. out in paragraphs 13-17. regulation, other than what is ° . /co . q
Regulations required by this standard be revised or modified for the

q 4 ' circumstances of an LCE?
Yes — minor modifications for
structuring of ISA for LCE. All
aspects of the requirement have
been retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements | ISA 250 (Revised) | Paragraph 7.4.17.(a) If the auditor becomes aware of If the auditor becomes aware of 1. Is therequirement relevant and
Paragraph 19 Responding to information concerning an information concerning an appropriate in the
Audit Assessed Risks of instance of non-compliance or instance of non-compliance or circumstances of an audit of an
Procedures Material suspected non-compliance with | suspected non-compliance with LCE?
When Non- Misstatement laws and regulations, the auditor | law or regulation, the auditor Yes

. o shall obtain: shall: .

Compliance Is Specific Focus Areas . 2. Should / could the requirement
|dentified or Audit Procedures (a) An understanding of the (a) Understand the nature be revised or modified for the
Suspected When Non- nature of the act and the and circumstances, and circumstances of an LCE?

Compliance with Laws
and Regulations is
Identified or Suspected

circumstances in which it
has occurred; and

(b) Further information to
evaluate the possible effect
on the financial statements.

obtain further information
necessary to evaluate the
possible effect on the
financial statements;

Yes. The requirement has been
adapted to be more direct in line
with the principles of the ISA for
LCE: Paragraph 7.4.17. combines
paragraphs 19-22 of ISA 250
(Revised) in a bulleted list. All
aspects of the auditor action have
been retained.
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ISA ISA for LCE ISA ISA for LCE
3. Do the changes result in the
requirement that still achieve
reasonable assurance?
Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
Requirements | ISA 250 (Revised) | Paragraph 7.4.17.(b If the auditor suspects there ma If the auditor becomes aware of 1. Is therequirement relevant and
q grap p y q
Paragraph 20 and (c) be non-compliance, the auditor information concerning an appropriate in the
Audit Responding to shall discuss the matter, unless instance of non-compliance or circumstances of an audit of an
Procedures Assessed Risks of prohibited by law or regulation, suspected non-compliance with LCE?
When Non- Material with the appropriate level of law or regulation, the auditor Yes
) i t and, wh hall: .
Compliance Is Misstatement zanr?)g?izintr?:se \évhaerreed with sha 2. Should / could the requirement
Identified or Specific Focus Areas pprop ' 9 be revised or modified for the
governance. If management or, . . °
Suspected Audit Procedures as appropriate, those charged (b) Dlscugs the non- circumstances of an LCE~
When Non- with governance do not provide compliance with Yes. The requirement has been
Compliance with Laws | gyficient information that management, and where adapted to the circumstances of
and Regulations is supports that the entity is in appropriate, those an audit of an LCE. Paragraph
Identified or Suspected | compliance with laws and charged with governance, 7.4.17. combines paragraphs 19-
regulations and, in the auditor’s unless prohibited to do so 22 of ISA 250 (Revised) in a
judgment, the effect of the by law and regulation; bulleted list. Modification to the
suspected non-compliance may | (€)  If sufficient information language in the requirement to

be material to the financial
statements, the auditor shall
consider the need to obtain legal
advice.

about suspected non-
compliance cannot be
obtained, evaluate the
effect of the lack of
sufficient appropriate audit
evidence on the auditor’s
opinion if sufficient
information cannot be
obtained; and

apply drafting principles and
improve readability as appropriate
for the ISA for LCE. All aspects of
the auditor action are retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes, - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE.
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 250 (Revised) | Paragraph 7.4.17.(c) If sufficient information about If the auditor becomes aware of . Is the requirement relevant and
Paragraph 21 Responding to suspected non-.compliance . rnformation concerning an appropriate in the .
Audit Assessed Risks of cannot be obtained, the auditor instance of non-comphance or circumstances of an audit of an
Material shall evaluate the effect of the suspected non-compliance with LCE?
Procedures lack of suffici ) | lati h di
When Non- Misstatement ack of sufficient appropriate aw or regulation, the auditor Yes
. . audit evidence on the auditor’s shall: .
Compliance Is Specific Focus Areas - Should / could the requirement
- opinion. . e
Identified or Audit Procedures be revised or modified for the
Suspected When Non- (c) If sufficient information circumstances of an LCE?
Compliance with Laws about .suspected non- Yes. Paragraph 7.4.17. combines
and Regulations is compllance cannot be paragraphs 19-22 of ISA 250
Identified or Suspected obtained, evaluate the (Revised) in a bulleted list. All
effect of the lack of aspects of the auditor action are
sufficient appropriate audit retained.
evidence on the auditor’s .
o - Do the changes result in the
opinion if sufficient . ) )
. . requirement that still achieve
information cannot be
. reasonable assurance?
obtained; and ...
Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.
Requirements | ISA 250 (Revised) | Paragraph 7.4.17.(d) The auditor shall evaluate the If the auditor becomes aware of Is the requirement relevant and
Paragraph 22 Responding to the implications of identified or information concerning an appropriate in the
Audit Risks of Material suspected non-compliance in instance of non-compliance or circumstances of an audit of an
Procedures Misstatement relation to other aspects of the suspected non-compliance with LCE?
- audit, including the auditor’'s risk | law or regulation, the auditor Yes
When Non- Specific Focus Areas -
. assessment and the reliability of | shall: .
Compliance Is Audit Procedures . . Should / could the requirement
- written representations, and take . -
Identified or When Non- , . be revised or modified for the
appropriate action. L .
Suspected Compliance with Laws (d) Evaluate the implications circumstances of an LCE?

and Regulations is
Identified or Suspected

on other aspects of the
audit, including the
auditor’s risk assessment

Yes. Paragraph 7.4.17. combines
paragraphs 19-22 of ISA 250
(Revised) in a bulleted list. All
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and the reliability of written
representations.

aspects of the auditor action are
retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 250 (Revised) | -
Paragraph 23

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

Unless all of those charged with
governance are involved in
management of the entity, and
therefore are aware of matters
involving identified or suspected
non-compliance already
communicated by the auditor, the
auditor shall communicate,
unless prohibited by law or
regulation, with those charged
with governance matters
involving non-compliance with
laws and regulations that come
to the auditor’s attention during
the course of the audit, other
than when the matters are clearly
inconsequential.

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

The requirement has not bene
included in the [draft] ISA for LCE
explicitly - Paragraph 7.4.17.(b)
requires the auditor to, if the
auditor becomes aware of
information concerning an
instance of non-compliance or
suspected non-compliance with
laws and regulations discuss the
non-compliance with
management, and where
appropriate, those charged with
governance, unless prohibited to
do so by law and regulation. The
principle of the requirement to
communicate is already included
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ISA
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in the [draft] ISA for LCE so has
not been repeated.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 250 (Revised) | -
Paragraph 24

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

If, in the auditor’s judgment, the
non-compliance referred to in
paragraph 23 is believed to be
intentional and material, the
auditor shall communicate the
matter with those charged with
governance as soon as
practicable.

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

The requirement has not been
included in the [draft ISA for LCE
explicitly - Paragraph 7.4.17.(b)
requires the auditor to, if the
auditor becomes aware of
information concerning an
instance of non-compliance or
suspected non-compliance with
laws and regulations discuss the
non-compliance with
management, and where
appropriate, those charged with
governance, unless prohibited to
do so by law and regulation. The
principle of the requirement to
communicate is already included
in the [draft] ISA for LCE so has
not been repeated.
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ISA ISA for LCE ISA ISA for LCE
3. Do the changes result in
requirements that still achieve
reasonable assurance?
Requirements | ISA 250 (Revised) | - If the auditor suspects that - Is the requirement relevant and

Paragraph 25

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

management or those charged
with governance are involved in
non-compliance, the auditor shall
communicate the matter to the
next higher level of authority at
the entity, if it exists, such as an
audit committee or supervisory
board. Where no higher authority
exists, or if the auditor believes
that the communication may not
be acted upon or is unsure as to
the person to whom to report, the
auditor shall consider the need to
obtain legal advice.

appropriate in the
circumstances of an audit of an
LCE?

The requirement has not been
included in the [draft] ISA for LCE
explicitly — due to the nature of the
audits performed contemplated by
the Authority of the standard, it is
unlikely that a higher level of
authority, beyond TCWG. Where
a higher level of authority does
exist, it is likely to be clear who to
communicate with where non-
compliance does exist. Where this
is common in a local jurisdiction,
local bodies would identify this as
part of their consideration for use
of the [draft] ISA for LCE and
when adding any local additional
requirements or guidance.

. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in
requirements that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 250 (Revised) | Paragraph 9.5.6.(a) If the auditor concludes that the If the auditor identifies or 1. Is therequirement relevant and

Paragraph 26

Communicating
and Reporting
Identified or

Forming an Opinion
and Reporting
Modified Opinions
Other Circumstances

identified or suspected non-
compliance has a material effect
on the financial statements, and
has not been adequately
reflected in the financial

suspects non-compliance with
law or regulation that have a
material effect on the financial
statements:

appropriate in the
circumstances of an audit of an
LCE?

Yes

e If th dit ludes, i
Suspected Non- | \where a Modification statements. the auditor shall. in @) € auditor concludes 2. Should / could the requirement
Compliance ; ; ’ ’ based on the audit evidence be revised or modified for the
P is Required accordance with ISA 705 ;
obtained, that the non- ; s
. - circumstances of an LCE~
Other (Revised), express a qualified compliance with law or
ini ini . Yes. The wording of the
opinion or an adverse opinion on regulation has not been _ B
the financial statements. adequately reflected in the requirement has been modified
. . and adapted to the circumstances
financial statements, the .
) of an audit of an LCE for the
auditor shall express a ) o .
ualified or adverse opinion: inclusion in a bulleted list.
q P ' Paragraph 9.5.6. combines
paragraphs 26-28 of ISA 250
(Revised) in a bulleted list.
However, all aspects of the
auditor action are retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements | ISA 250 (Revised) | Paragraph 9.5.6.(b) If the auditor is precluded by If the auditor identifies or 1. Is therequirement relevant and

Paragraph 27

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

Forming an Opinion
and Reporting
Modified Opinions
Other Circumstances
Where a Modification
is Required

management or those charged
with governance from obtaining
sufficient appropriate audit
evidence to evaluate whether
non-compliance that may be
material to the financial
statements has, or is likely to

suspects non-compliance with
law or regulation that have a
material effect on the financial
statements:

(b) If the auditor is precluded
from obtaining sufficient

appropriate in the
circumstances of an audit of an
LCE?

Yes
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ISA ISA for LCE ISA ISA for LCE
Other have, occurred, the auditor shall appropriate audit evidence 2. Should/ could the requirement
express a qualified opinion or about whether the non- be revised or modified for the
disclaim an opinion on the compliance has, or is likely circumstances of an LCE?
financial statements on the basis to have occurred, the auditor Yes. The wording of the
of a limitation on the scope of the shall express a qualified requirement has been modified
audit in accordance with ISA 705 opinion or disclaim an and adapted to the circumstances
(Revised). opinion on the basis of a of an audit of an LCE for the
limitation on the scope of the inclusion in a bulleted list.
audit; or Paragraph 9.5.6. combines
paragraphs 26-28 of ISA 250
(Revised) in a bulleted list.
However, all aspects of the
auditor action are retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE.

Requirements | ISA 250 (Revised) | Paragraph 9.5.6.(c) If the auditor is unable to If the auditor identifies or 1. Is therequirement relevant and

Paragraph 28

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

Forming an Opinion
and Reporting
Modified Opinions
Other Circumstances
Where a Modification
is Required

Other

determine whether non-
compliance has occurred
because of limitations imposed
by the circumstances rather than
by management or those
charged with governance, the
auditor shall evaluate the effect
on the auditor’s opinion in
accordance with ISA 705
(Revised).

suspects non-compliance with
law or regulation that have a
material effect on the financial
statements:...

(c) If the auditor is unable to
determine whether non-
compliance with law or
regulation has occurred
because of limitations
imposed by the
circumstances rather than
by management or those
charged with governance,

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The wording of the
requirement has been modified
and adapted to the circumstances
of an audit of an LCE for the
inclusion in a bulleted list.
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the auditor shall evaluate
the effect on the auditor’s
opinion.

Paragraph 9.5.6. combines
paragraphs 26-28 of ISA 250
(Revised) in a bulleted list.
However, all aspects of the
auditor action are retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 250 (Revised)
Paragraph 29

With Paragraph 1.6.3

Fundamental
Concepts and
General Principles
Law or Regulation

Communicating
and Reporting
Identified or
Suspected Non-
Compliance

If the auditor has identified or
suspects non-compliance with
laws and regulations, the auditor
shall determine whether law,
regulation or relevant ethical
requirements:

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

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

If the auditor has identified or
suspects non-compliance with
law or regulation, the auditor
shall determine whether law,
regulation or relevant ethical
requirements:

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

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

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements

ISA 250 (Revised)
Paragraph 30

Paragraph 2.5.4.(b)

Audit Evidence and

Documentation Documentation

The auditor shall include in the
audit documentation identified or
suspected non-compliance with
laws and regulations and:

(@) The audit procedures
performed, the significant

2.5.4. The auditor shall include in
the audit documentation any:
(@) Communications about

fraud made to management,
those charged with

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes
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General professional judgments governance, regulators and | 2. Should / could the requirement
Documentation made and the conclusions others; and be revised or modified for the

Requirements
Paragraph 6.8.1.(g)

Risk Identification
and Assessment
Specific
Documentation
Requirements

Paragraph 7.7.3.

Responding to
Assessed Risks of
Material
Misstatement
Specific
Documentation
Requirements

reached thereon; and

(b) The discussions of significant
matters related to the non-
compliance with
management, those charged
with governance and others,
including how management
and, where applicable, those
charged with governance
have responded to the
matter.

(b) Discussions of significant
matters related to non-
compliance with law or
regulation with
management, those charged
with governance and others,
including how the matter has
been responded to.

6.8.1 In addition to the general
documentation requirements
(Part 2.5) for an audit of an LCE,
the auditor shall include the
following in the audit
documentation:

(9) Identified or suspected non-
compliance with law or
regulation and the results of
discussion with
management and, where
appropriate, those charged
with governance and parties
outside the entity.

7.7.3 Where the auditor has
identified or suspected non-
compliance with law or
regulation, the auditor shall
document the audit procedures
performed, the significant
professional judgments made,
and the conclusions reached
thereon.

circumstances of an LCE?

Yes. Modifications made in the
context of an LCE engagement by
including each requirement in the
appropriate phases of the audit
engagement. In addition, the
language has been modified to
apply drafting principles and
improve readability All aspects of
the auditor action have been
retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
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Application ISA 250 (Revised) | With Part 1.6. It is the responsibility of
Material Paragraph 3 Fundamental management, with the oversight
Concepts and of those charged with
General Principles governance where appropriate,
Law or Regulation to ensure that the entity’s
operations are conducted in
accordance with the provisions of
law or regulation, including
compliance with the provisions of
law or regulation that determine
the reported amounts and
disclosures in an entity’s financial
statements.
Application ISA 250 (Revised) | With Part 1.6. The requirements in this
Material Paragraphs 4 and | Fundamental standard are designed to assist

6

Concepts and
General Principles
Law or Regulation

the auditor in identifying material
misstatement of the financial
statements due to non-
compliance with law or
regulation. However, the auditor
is not responsible for preventing
non-compliance and cannot be
expected to detect non-
compliance with all law or
regulation. The auditor’s
responsibilities in relation to
compliance with two different
categories of law or regulation
are distinguished as follows:

(@) The provisions of those law
or regulation generally
recognized to have a direct
effect on the determination
of material amounts and
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ISA ISA for LCE ISA ISA for LCE

disclosures in the financial
statements (e.g., tax and
pension law or regulation);
and

(b) Other law or regulation that
do not have a direct effect
on the determination of the
amounts and disclosures in
the financial statements, but
compliance with which may
be fundamental to the
operating aspects of the
business, to an entity’s
ability to continue its
business, or to avoid
material penalties (e.g.,
compliance with the terms of
an operating license,
compliance with regulatory
solvency requirements, or
compliance with
environmental regulations),
i.e., non-compliance with
such law or regulation may
therefore have a material
effect on the financial

statements.
Application ISA 250 (Revised) | Paragraph 1.6.1. - Considerations Specific to Public
Material Paragraphs A7 Fundamental Sector Entities
Concepts and In the public sector, there may be
General Principles additional audit responsibilities
Law or Regulation with respect to the consideration

of laws and regulations which
may relate to the audit of
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ISA ISA for LCE ISA ISA for LCE

financial statements or may
extend to other aspects of the
entity’s operations.

Application ISA 250 (Revised) | With Paragraph 1.6.3 Reporting identified or suspected | Essential Explanatory Material
Material Paragraphs A28 Fundamental non-compliance with law or

Concepts and regulation to an appropriate

General Principles authority outside the entity may

Law or Regulation be required or appropriate in the

circumstances because:

¢ The auditor has determined
reporting is an appropriate
action to respond to identified
or suspected non-compliance
in accordance with relevant
ethical requirements; or

e Law, regulation or relevant
ethical requirements provide
the auditor with the right to do
Sso.

ISA 265, Communicating Deficiencies in Internal Control to Those Charged with Governance and Management

Objectives ISA 265 : The objective of the auditoristo | - 1. Is the objective relevant and
Paragraph 5 communicate appropriately to appropriate in the

those charged with governance circumstances of an audit of an
and management deficiencies in LCE?
internal control that the auditor Yes — but adapted for the [draft]
has identified during the audit ISA for LCE which is not
and that, in the auditor's presented by topic. Objectives are
professional judgment, are of provided at a broader level
sufficient importance to merit because each Part covers various
their respective attentions. topics within a Part and not all are

addressed within the objective (as
agreed as a principle for
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developing the standard). All
relevant requirements for an audit
of an LCE have been included.
ISA 265, Communicating
Deficiencies in Internal Control to
Those Charged With Governance
and Management, is addressed in
Parts 6, Risk Identification and
Assessment, and 7, Responding
to Assessed Risks of Material
Misstatement, in the [draft] ISA for
LCE. The objectives of these
parts do not address
communication specifically
because the objectives address
all aspects included in the Part
more broadly.

Requirements

ISA 265
Paragraph 7

Paragraphs 6.3.18.

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Deficiencies in the

Entity’s Internal
Control System

Paragraphs 6.3.18.
Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

The auditor shall determine
whether, on the basis of the audit
work performed, the auditor has
identified one or more
deficiencies in internal control.

6.3.13. Based on the auditor’s
evaluations about whether the
control environment, the entity’s
risk assessment process, the
monitoring of the entity’s internal
control system and the
information system are
appropriate in context of the
nature and circumstances of the
entity, the auditor shall determine
whether one or more control
deficiencies have been identified.

6.3.18 The auditor shall
determine whether any
deficiencies identified in the
entity’s internal control system,

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — In the context of an LCE
engagement, paragraphs 7 and 8
of ISA 265 have been combined,
to apply drafting principles and
improve readability and
understandability. Both the
identification (“any deficiencies
identified” and evaluation of
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individually or in combination,

constitute significant deficiencies.

severity (“determine whether...”)
are addressed.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 265
Paragraph 8

Paragraphs 6.3.18.

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Deficiencies in the

Entity’s Internal
Control System

If the auditor has identified one
or more deficiencies in internal
control, the auditor shall
determine, on the basis of the
audit work performed, whether,
individually or in combination,
they constitute significant
deficiencies.

The auditor shall determine
whether any deficiencies
identified in the entity’s internal
control system, individually or in
combination, constitute
significant deficiencies.

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — In the context of an LCE
engagement, paragraphs 7 and 8
of ISA 265 have been combined,
to apply drafting principles and
improve readability and
understandability. All aspects of
the ISA requirements have been
retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 265 Paragraph 7.6.1.(a) The auditor shall communicate in | The auditor shall communicate: 1. Is therequirement relevant and

Paragraph 9

Responding to
Assessed Risks of
Material
Misstatement

writing significant deficiencies in
internal control identified during
the audit to those charged with
governance on a timely basis.

(&) Inwriting, significant
deficiencies in the entity’s
internal control system
identified during the audit to

appropriate in the
circumstances of an audit of an
LCE?

Yes

Specific those charged with 2. Should / could the requirement

Communication governance ona timely be revised or modified for the

Requirements basis. circumstances of an LCE?
Yes. The requirement has been
adapted to be included in a bullet
list, However, all aspects of the
auditor action are retained.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes
Requirements | ISA 265 Paragraph 7.6.1.(b) The auditor shall also The auditor shall communicate: 1. Is therequirement relevant and
Paragraph 10 Responding to communicate to management at appropriate in the
i an appropriate level of . ircumstan fan it of an
Assegsed Risks of res ggsit?ilit on a timely basis: (b) With management, on a EC(I:EL'I? siances ofan audiota
Mgterlal P - Y o Y : timely basis, matters that ’
Misstatement (a) .In. ert.lng., s!gnlflcant have been communicated to Yes
Specific deficiencies in internal control those charged with 2. Should / could the requirement

Communication
Requirements

that the auditor has
communicated or intends to
communicate to those charged
with governance, unless it would
be inappropriate to communicate
directly to management in the
circumstances; and

(b) Other deficiencies in internal
control identified during the audit
that have not been
communicated to management

governance and other
deficiencies that have not
been communicated but are
of sufficient importance to
merit management’s
attention.

be revised or modified for the
circumstances of an LCE?

Yes. modified to combine
requirements for topics where the
auditor’s actions appear similar for
the purpose of drafting for the
nature of the ISA for LCE. No
significant aspects of the auditor’s
required actions expected to be
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ISA ISA for LCE ISA ISA for LCE
by other parties and that, in the lost — output expected to be
auditor’s professional judgment, similar.
are .Of sufficient importancg to Do the changes result in the
merit management's attention. requirement that still achieve
reasonable assurance?
Yes - expected to deliver a similar
outcome as the ISA requirement in
the context of an audit of an LCE.
Requirements | ISA 265 Paragraph 7.6.2. The auditor shall include in the Where significant deficiencies . Is the requirement relevant and

Paragraph 11

Responding to
Assessed Risks of
Material
Misstatement
Specific
Communication
Requirements

written communication of
significant deficiencies in internal
control:

(a) A description of the
deficiencies and an explanation
of their potential effects; and

(b) Sufficient information to
enable those charged with
governance and management to
understand the context of the
communication. In particular, the
auditor shall explain that:

(i) The purpose of the audit was
for the auditor to express an
opinion on the financial
statements;

(ii) The audit included
consideration of internal control
relevant to the preparation of the
financial statements in order to
design audit procedures that are
appropriate in the circumstances,
but not for the purpose of
expressing an opinion on the

are in writing, the auditor shall
include a description and
explanation of the potential
impact of the deficiencies, and
sufficient information to
understand the context of the
communication.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modifications to make more
appropriate to the nature of the
ISA for LCE by focusing on the
outcome: to provide description,
explanation and sufficient
information for understanding.
Management’s understanding of
the purpose of the audit and
responsibilities in relation to
internal control is already
established within the terms of the
engagement so is not repeated.
Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes — expected to deliver a similar
outcome as the ISA requirement
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

effectiveness of internal control;
and

(iii) The matters being reported
are limited to those deficiencies
that the auditor has identified
during the audit and that the
auditor has concluded are of
sufficient importance to merit
being reported to those charged
with governance.

in the context of an audit of an
LCE

Application
Material

ISA 265
Paragraph A23

Responding to
Assessed Risks of
Material
Misstatement
Specific
Communication
Requirements

Assessed Risks

With Paragraph 7.6.1.

The communication of other
deficiencies in internal control
that merit management’s
attention need not be in writing
but may be oral.

Essential Explanatory Material

ISA 330, The Auditor’s Responses to

Objective

ISA 330
Paragraph 3

Paragraph 7.1.1.(a)

Responding to
Assessed Risks of
Material
Misstatement

Objectives

The objective of the auditor is to
obtain sufficient appropriate audit
evidence regarding the assessed
risks of material misstatement,
through designing and
implementing appropriate
responses to those risks.

The objectives of the auditor are
to:

(a) Obtain sufficient appropriate
audit evidence regarding the
assessed risks of material
misstatement (the assessed
risks), through designing and
implementing appropriate
responses to those risks;

1.

Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the objective be
revised or modified for the
circumstances of an LCE?

Yes — Adapted to structure of the
ISA for LCE with the use of a
bulleted list, combining the
objectives of Part 7 relating the
Responding to Assessed Risks of
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Material Misstatement. All aspects
of the objective have been
retained.

Do the changes result in the
objective that still achieve
reasonable assurance?

Yes

Requirements

ISA 330
Paragraph 5

Paragraph 7.2.1.

Responding to
Assessed Risks of

The auditor shall design and
implement overall responses to
address the assessed risks of

The auditor shall design and
implement overall responses to
address the assessed risks of

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an

Overall S . )
RESDONSES Material material misstatement at the material misstatement at the LCE?
P Misstatement financial statement level. financial statement level, whether Yes
. due to fraud or error. .
Audit Procedures Should / could the requirement
Responsive to the be revised or modified for the
Assessed Risks of circumstances of an LCE?
Material Misstatement Yes. The wording “whether due to
at the Financial fraud or error” has been added to
Statement Level address paragraph 29 of ISA 240.
All aspects of the requirement
have been achieved.
Do the changes result in
requirements that still achieve
reasonable assurance?
Yes
Requirements | ISA 330 Paragraph 7.3.1. The auditor shall design and The auditor shall design and . Is the requirement relevant and
Paragraph 6 perform further audit procedures perform further audit procedures appropriate in the
Audit whose nature, timing and extent whose nature, timing and extent circumstances of an audit of an
Procedures are based on and are responsive are based on and are responsive LCE?

Responsive to
the Assessed
Risks of Material
Misstatement at

to the assessed risks of material
misstatement at the assertion
level.

to the assessed risks, whether
due to fraud or error, at the
assertion level.

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

the Assertion
Level

Responding to

Assessed Risks of

Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of

Material Misstatement
at the Assertion Level

Yes. The wording “whether due to
fraud or error, at the assertion
level” has been added to address
paragraph 31 of ISA 240. All
aspects of the requirement have
been achieved.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 330
Paragraph 7

Audit
Procedures
Responsive to
the Assessed
Risks of Material
Misstatement at
the Assertion
Level

Paragraph 7.3.2.(a)

and (b)
Responding to

Assessed Risks of

Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of

Material Misstatement
at the Assertion Level

In designing the further audit
procedures to be performed, the
auditor shall:

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

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

(i) Whether the risk
assessment takes
account of controls that

In designing the further audit
procedures, the auditor shall:

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

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

(i) Whether the risk
assessment takes
account of controls that
address the risk of

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes.

e Paragraph 7 of ISA 330 is
fully aligned in paragraphs
7.3.2.(a) and (b).

e Paragraph 7.3.2.(c)
addresses paragraph 9 of
ISA 330.

e Paragraphs 7.3.9. and
7.3.2.(d) broadly addresses
paragraph 8(a) and (b) of
ISA 330.

Do the changes result in

requirements that still achieve

reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
address the risk of material misstatements Yes
material misstatement (that is, the control risk),
(that is, the control risk), thereby requiring the
thereby requiring the auditor to obtain audit
auditor to obtain audit evidence to determine
evidence to determine whether the controls are
whether the controls are operating effectively
operating effectively (where the auditor plans
(that is, the auditor to test the operating
plans to test the effectiveness of controls
operating effectiveness in determining the
of controls in nature, timing and
determining the nature, extent of substantive
timing and extent of procedures);
substantive (b) Obtain more persuasive
procedures); and audit evidence the higher
(b) Obtain more persuasive the auditor’'s assessment of

audit evidence the higher risk;

the auditor’'s assessment of

risk.

Requirements | ISA 330 Paragraph 7.3.9. The auditor shall design and 7.3.9 If the auditor is planningto | 1. Is the requirement relevant and

Paragraph 8
Tests of Controls

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level
Tests of Controls

Paragraph 7.3.2.(d)

perform tests of controls to obtain
sufficient appropriate audit
evidence as to the operating
effectiveness of controls if:

(a) The auditor's assessment of
risks of material misstatement
at the assertion level includes
an expectation that the
controls are operating
effectively (that is, the auditor
plans to test the operating
effectiveness of controls in
determining the nature, timing

place reliance on the
effectiveness of controls, the
auditor shall design and perform
tests of controls to obtain
sufficient appropriate audit
evidence as to the operating
effectiveness of such controls. If
the control is over a significant
risk, the auditor shall test the
control in the current period.

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

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
modified and adapted in the
context of an LCE engagement.
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ISA ISA for LCE ISA ISA for LCE
Responding to and extent of substantive The last sentence of paragraph
Assegsed Risks of procedures); or (d) Design and perform tests of 7.3.9. addresses paragraph 15 of
Mgterlal (b) Substantive procedures alone control if the auditor intends ISA 330.
Misstatement cannot provide sufficient to rely on the operating Al significant aspects of the
Audit Procedures appropriate audit evidence at effectiveness of controls or auditor action have been retained
Responsive to the the assertion level. when substantive in paragraphs 7.3.2.(d) and 7.3.9.
Assessed Risks of procedures alone cannot Do the changes result in the
Material Misstatement provide sufficient requirement that still achieve
at the Assertion Level appropriate audit evidence reasonable assurance?
at the assertion level. . .
Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
Requirements | ISA 330 Paragraph 7.3.2.(c) In designing and performing tests In designing the further audit . Is the requirement relevant and

Paragraph 9
Tests of Controls

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

of controls, the auditor shall obtain
more persuasive audit evidence
the greater the reliance the auditor
places on the effectiveness of a
control.

procedures, the auditor shall:

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

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
modified and adapted in the
context of an LCE engagement,
including the use of a bulleted list.
However, all aspects of the
auditor action are retained.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes
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ISA ISA for LCE ISA for LCE
Requirements | ISA 330 Paragraph 7.3.10. and | In designing and performing tests 7.3.10. When performing test of 1. Is therequirement relevant and

Paragraph 10
Tests of Controls

Nature and Extent
of Tests of
Controls

7.3.11.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

Tests of Controls

of controls, the auditor shall:

(@) Perform other audit

procedures in combination

with inquiry to obtain audit

evidence about the operating
effectiveness of the controls,
including:

()  How the controls were
applied at relevant times
during the period under
audit;

(i) The consistency with
which they were applied;
and

(i) By whom or by what
means they were
applied.

(b) To the extent not already

addressed, determine
whether the controls to be
tested depend upon other
controls (indirect controls),
and, if so, whether it is
necessary to obtain audit
evidence supporting the
effective operation of those
indirect controls.

controls, the auditor shall

perform audit procedures in

combination with inquiry to obtain
audit evidence about controls,
including:

(@) How the controls were
applied at relevant times
during the period;

(b) The consistency with which
they were applied; and

(c) By whom or by what means
they were applied.

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

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
modified appropriate to the nature
of the ISA for LCE structure and
ordering, however, all aspects of
the auditor actions are retained.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
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Requirements | ISA 330 - The auditor shall test controls for - 1. Is therequirement relevant and

Paragraph 11
Tests of Controls

Timing of Tests of
Controls

the particular time, or throughout
the period, for which the auditor
intends to rely on those controls,
subject to paragraphs 12 and 15
below, in order to provide an
appropriate basis for the auditor’s
intended reliance.

appropriate in the
circumstances of an audit of an
LCE?

No. Less focus has been placed
on the performance of tests of
controls in the [draft] ISA for LCE
since the audit of an LCE is likely
to include more substantive
procedures. Control testing, if
undertaken, is still addressed in
paragraphs 7.3.9 —
7.3.12.Therefore, this requirement
has not been addressed in the
[draft] ISA for LCE.

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Do the changes result in the
requirement that still achieve
reasonable assurance?

As control testing less likely to be
undertaken, the Task Force is of
the view that the omission of this
requirement would not detract
from reasonable assurance
being able to be attained for
audits of LCEs.

Requirements

ISA 330
Paragraph 12
Tests of Controls

Paragraph 7.3.16.

Responding to
Assessed Risks of

If the auditor obtains audit
evidence about the operating
effectiveness of controls during an
interim period, the auditor shall:

If the auditor obtains audit
evidence about the operating
effectiveness of controls in an
interim period, the auditor shall

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?
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ISA ISA for LCE ISA ISA for LCE
Using audit Material (a) Obtain audit evidence about obtain evidence about significant Yes

evidence obtained | Misstatement

during an interim | Aydit Procedures

significant changes to those
controls subsequent to the

changes to those controls
subsequent to the interim period

2. Should/ could the requirement
be revised or modified for the

period Responsive to the interim period; and anq determine addit.ional circumstances of an LCE?
Assessed Risks of (b) Determine the additional audit eV|de.n.ce to b? obtained for the Yes. The requirement has been
Material Misgtatement evidence.tc.) be optained for remaining period. modified to apply drafting
at the Assertion Level the remaining period. principles and be more succinct
Using Audit Evidence and not in a bulleted list.
Obtained During an However, all aspects of the
Interim Period auditor action are retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
Requirements | ISA 330 - In determining whether it is - 1. Is therequirement relevant and

Paragraph 13
Tests of Controls
Using audit
evidence obtained
in previous audits

appropriate to use audit evidence
about the operating effectiveness
of controls obtained in previous
audits, and, if so, the length of the
time period that may elapse before
retesting a control, the auditor shall
consider the following:

(@) The effectiveness of other
components of the entity’s
system of internal control,
including the control
environment, the entity’s
process to monitor the system
of internal controls, and the
entity’s risk assessment
process;

appropriate in the
circumstances of an audit of an
LCE?

No. Less focus has been placed
on the performance of tests of
controls in the [draft] ISA for LCE
since the audit of an LCE is
expected to include more
substantive procedures.
Therefore, this requirement has
not been addressed in the [draft]
ISA for LCE. Control testing, if
undertaken, is still addressed in
paragraphs 7.3.9 — 7.3.12.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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ISA ISA for LCE ISA ISA for LCE
(b) The risks arising from the -
characteristics of the control, 3. Do the changes result in the
including whether it is manual requirement that still achieve
or automated; reasonable assurance?
(c) The effectiveness of general As control testing less likely to be
IT controls; undertaken, the Task Force is of
(d) The effectiveness of the the view that the omission of this
control and its application by requirement would not detract
the entity, including the nature from reasonable assurance being
and extent of deviations in the able to be attained for audits of
application of the control LCEs.
noted in previous audits, and
whether there have been
personnel changes that
significantly affect the
application of the control;
(e) Whether the lack of a change
in a particular control poses a
risk due to changing
circumstances; and
() The risks of material
misstatement and the extent
of reliance on the control.
Requirements | ISA 330 - If the auditor plans to use audit - 1. Is therequirement relevant and
Paragraph 14 evidence from a previous audit appropriate in the
about the operating effectiveness circumstances of an audit of an
Tests of Controls o .
_ . of specific controls, the auditor LCE?
Using audit shall establish the continuing No. Less focus has been placed
evidence obtained relevance and reliability of that on the performance of tests of
in previous audits evidence by obtaining audit controls in the [draft] ISA for LCE
evidence about whether significant since the audit of an LCE is
changes in those controls have expected to include more
occurred subsequent to the substantive procedures.
previous audit. The auditor shall
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ISA ISA for LCE ISA ISA for LCE

obtain this evidence by performing Therefore, this requirement has

inquiry combined with observation not been addressed in the [draft]

or inspection, to confirm the ISA for LCE audit. Control testing,
understanding of those specific if undertaken, is still addressed in

controls, and: paragraphs 7.3.9 — 7.3.12.

(a) If there have been changes Should / could the requirement
that affect the continuing be revised or modified for the
relevance of the audit circumstances of an LCE?
evidence from the previous .

dit, the auditor shall test th .
audt, gau fror shat es. © Do the changes result in the
controls in the current audit. . . .
requirement that still achieve

(b) If there have not been such reasonable assurance?

changes, the auditor shall test . .
ges, . As control testing less likely to be
the controls at least once in .
. . undertaken, the Task Force is of
every third audit, and shall . . .
. the view that the omission of this
test some controls each audit .
. o requirement would not detract
to avoid the possibility of .
. from reasonable assurance being
testing all the controls on . )
. - able to be attained for audits of
which the auditor intends to LCEs
rely in a single audit period ’
with no testing of controls in
the subsequent two audit
periods.
Requirements | ISA 330 Paragraph 7.3.9. If the auditor intends to rely on If the auditor is planning to place Is the requirement relevant and

Paragraph 15
Tests of Controls

Controls over
significant risks

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

controls over a risk the auditor has
determined to be a significant risk,
the auditor shall test those controls
in the current period.

reliance on the effectiveness of
controls, the auditor shall design
and perform tests of controls to
obtain sufficient appropriate audit
evidence as to the operating
effectiveness of such controls. If
the control is over a significant
risk, the auditor shall test the
control in the current period.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
adapted to the order of the [draft]
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Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

Tests of Controls

ISA for LCE. Paragraphs 8 and 15
of ISA 330 have been combined.
All aspects of the auditor action
are retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 330 i
Paragraph 16
Tests of Controls

Evaluating the
Operating
Effectiveness of
Controls

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

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

No. Less focus has been placed
on the performance of tests of
controls in the [draft] ISA for LCE
since the audit of an LCE is
expected to include more
substantive procedures. Control
testing, if undertaken, is still
addressed in paragraphs 7.3.9 —
7.3.12.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

As control testing less likely to be
undertaken, the Task Force is of
the view that the omission of this
requirement would not detract
from reasonable assurance being
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ISA ISA for LCE ISA ISA for LCE
able to be attained for audits of
LCEs.
Requirements | ISA 330 Paragraph 7.3.12. If deviations from controls upon If deviations from controls, upon 1. Is therequirement relevant and

Paragraph 17 Responding to
Assessed Risks of
Material

Misstatement

Tests of Controls

Evaluating the

Operating
Effectiveness of Audit Procedures
Controls Responsive to the

Assessed Risks of
Material Misstatement
at the Assertion Level

Tests of Controls

which the auditor intends to rely
are detected, the auditor shall
make specific inquiries to
understand these matters and their
potential consequences, and shall
determine whether:

(a) The tests of controls that have
been performed provide an
appropriate basis for reliance
on the controls;

(b) Additional tests of controls are
necessary; or

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

which the auditor intends to rely,
are detected, the auditor shall
make specific inquiries to
understand the deviations and
their potential consequences,
including whether the tests of
controls provide an appropriate

basis for reliance on the controls.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to combine
requirements for topics where the
auditor’s actions appear similar for
the purpose of drafting for the
nature of the ISA for LCE. No
significant aspects of the auditor’s
required actions expected to be
lost — output expected to be
similar. The potential
consequences of a deviation
would include whether the
controls provide an appropriate
basis for reliance, which where it
wouldn’t, would result in additional
testing.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.
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Requirements | ISA 330 Paragraph 7.3.13. Irrespective of the assessed risks Irrespective of the assessed 1. Is therequirement relevant and

Paragraph 18
Substantive

Responding to
Assessed Risks of
Material

of material misstatement, the
auditor shall design and perform
substantive procedures for each

risks, substantive procedures
shall be performed for each
material class of transactions,

appropriate in the
circumstances of an audit of an
LCE?

Procedures . - )
Misstatement material class of transactions, account balance, and disclosure. Yes
. account balance, and disclosure. .

Audit Procedures 2. Should / could the requirement

Responsive to the be revised or modified for the

Assessed Risks of circumstances of an LCE?

Material Misgtatement Yes. Minor modification to make

at the Assertion Level the language in the sentence

Substantive structure more succinct for

Procedures appropriateness of ISA for LCE
and to apply drafting principles. All
aspects of the auditor action are
retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
Requirements | ISA 330 Paragraph 7.3.18. The auditor shall consider whether | The auditor shall consider whether | 1. Is the requirement relevant and
Paragraph 19 Responding to external confirmation procedures external confirmation procedures appropriate in the
Substantive Assessed Risks of are to be performed as substantive | are to be performed as substantive circumstances of an audit of an
Procedures Material audit procedures. procedures. LCE?
Misstatement Yes
Audit Procedures 2. Should/ could the requirement
Responsive to the be revised or modified for the
Assessed Risks of circumstances of an LCE?
Material Misstatement No
at the Assertion Level .
3. Do the changes result in

External Confirmations

requirements that still achieve
reasonable assurance?
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Requirements | ISA 330 Paragraph 7.3.14. The auditor’s substantive The auditor’s substantive Is the requirement relevant and

Paragraph 20

Substantive
Procedures

Substantive
Procedures
Related to the
Financial
Statement Closing
Process

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

Substantive
Procedures

procedures shall include the

following audit procedures related

to the financial statement closing
process:

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

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

procedures shall include audit
procedures related to the
financial statement closing
process, including:

@)

(b)

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

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

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 330
Paragraph 21
Substantive
Procedures
Substantive
Procedures

Responsive to
Significant Risks

Paragraph 7.3.15.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

Substantive
Procedures

If the auditor has determined that
an assessed risk of material
misstatement at the assertion level
is a significant risk, the auditor
shall perform substantive
procedures that are specifically
responsive to that risk. When the
approach to a significant risk
consists only of substantive
procedures, those procedures
shall include tests of details.

The auditor’s substantive
procedures shall include
substantive procedures
specifically responsive to
significant risks. When the
response to a significant risk
consists only of substantive
procedures, those procedures
shall include tests of details.

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modification to make the
language in the requirement more
direct and reflect the structure of
ISA for LCE and to apply drafting
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

principles. However, all aspects of
the auditor action are retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 330
Paragraph 22
Substantive

Paragraph 7.3.17.

Responding to
Assessed Risks of

If substantive procedures are
performed at an interim date, the
auditor shall cover the remaining

If the auditor performed
substantive procedures at an
interim date, the auditor shall

Is the requirement relevant and
appropriate in the
circumstances of an audit of an

Procedures Material period by performing: cover th.e remaining period by LCE?
Timing of Misstatement @ substz.;mtive procedures, performing: . Yes
Substantive Audit Procedures combined with tests of . @ Subst.antlve .procedures, Should / could the requirement
Procedures Responsive to the controls for the intervening combined with tests of be revised or modified for the
Assessed Risks of period; or con.trols for the intervening circumstances of an LCE?
Material Misstatement | (b) if the auditor determines that it period; or No
at the Assertion Level is sufficient, further (b) If the auditor determines that .
. . . Do the changes result in
Using Audit Evidence substantive procedures only, it is sufficient, further requirements that still achieve
Obtained During an that provide a reasonable basis for substantive procedures only, reasonable assurance?
Interim Period extending the audit conclusions that provide a reasonable basis
from the interim date to the period | for extending the audit i
end. conclusions from the interim date
to the period end.
Requirements | ISA 330 - If misstatements that the auditor If the auditor performed Is the requirement relevant and

Paragraph 23
Substantive
Procedures
Timing of
Substantive
Procedures

did not expect when assessing the
risks of material misstatement are
detected at an interim date, the
auditor shall evaluate whether the
related assessment of risk and the
planned nature, timing or extent of
substantive procedures covering
the remaining period need to be
modified.

substantive procedures at an

interim date, the auditor shall cover

the remaining period by
performing:

(a) Substantive procedures,
combined with tests of
controls for the intervening
period; or

appropriate in the
circumstances of an audit of an
LCE?

yes — but less likely. Should /
could the requirement be
revised or modified for the
circumstances of an LCE?

Less focus has been placed on
the performance of interim
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ISA ISA for LCE ISA ISA for LCE
(b) If the auditor determines that it procedures since the audit of an
is sufficient, further LCE is likely to occur after year
substantive procedures only, end. General requirements about
that provide a reasonable interim testing have been included
basis for extending the audit at 7.3.16 and 7.3.17.
conclusions frqm the interim modified to combine requirements
date to the period end. for topics where the auditor’s
actions appear similar for the
purpose of drafting for the nature
of the ISA for LCE. No significant
aspects of the auditor’s required
actions expected to be lost —
output expected to be similar.
Do the changes result in the
requirement that still achieve
reasonable assurance?
Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE.
Requirements | ISA 330 Paragraph 8.5.4. The auditor shall perform audit The auditor shall perform audit . Is the requirement relevant and

Paragraph 24

Adequacy of
Presentation of
the Financial
Statements

Concluding

The Auditor’s
Evaluations and Other
Activities to Support
the Auditor’'s
Conclusion

Evaluations Required

procedures to evaluate whether
the overall presentation of the
financial statements is in
accordance with the applicable
financial reporting framework. In
making this evaluation, the auditor
shall consider whether the financial
statements are presented in a
manner that reflects the
appropriate:
»  Classification and description
of financial information and

procedures to evaluate whether
the overall presentation of the
financial statements is in
accordance with the applicable
financial reporting framework. In
making this evaluation, the auditor
shall consider whether the financial
statements are presented in a
manner that reflects the
appropriate:
(a) Classification and description
of financial information and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?
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the underlying transactions, the underlying transactions, -
events and conditions; and events and conditions; and
*  Presentation, structure and (b) Presentation, structure and
content of the financial content of the financial
statements. statements.
Requirements | ISA 330 Paragraph 8.5.1. Based on the audit procedures Based on the audit procedures 1. Is therequirement relevant and

Paragraph 25

Evaluating the
Sufficiency and
Appropriateness
of Audit
Evidence

Concluding

The Auditor’s
Evaluations and Other
Activities to Support
the Auditor’'s
Conclusion

Evaluations Required

performed and the audit evidence
obtained, the auditor shall evaluate
before the conclusion of the audit
whether the assessments of the
risks of material misstatement at
the assertion level remain
appropriate.

performed and the audit
evidence obtained, the auditor
shall evaluate whether the
assessments of the risks of
material misstatement at the
financial statement and assertion
levels remain appropriate.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
adapted to the circumstances of
an LCE engagement and
therefore this requirement has
been included in Part 8 of the
[draft] ISA for LCE. As such, there
is no need to refer to the
evaluation taking place before
conclusion of the audit. Specific
mention is made of accounting
estimates when indicators of
management bias have been
identified. However, all aspects of
the auditor action are retained.
Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
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ISA ISA for LCE ISA ISA for LCE
in the context of an audit of an
LCE.
Requirements | ISA 330 Paragraph 8.5.5. The auditor shall conclude whether | The auditor shall conclude Is the requirement relevant and

Paragraph 26

Evaluating the
Sufficiency and
Appropriateness
of Audit
Evidence

Concluding

The Auditor’s
Evaluations and Other
Activities to Support
the Auditor’'s
Conclusion

Concluding

sufficient appropriate audit
evidence has been obtained. In
forming an opinion, the auditor
shall consider all relevant audit
evidence, regardless of whether it
appears to corroborate or to
contradict the assertions in the
financial statements.

whether sufficient appropriate
audit evidence has been
obtained. In forming an opinion,
the auditor shall consider all
relevant audit evidence,
regardless of whether it appears
to be corroborative or
contradictory to other information
obtained.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modification to consider
against all information obtained
rather than just assertions made
in the financial statements to
reflect greater focus on
professional skepticism. However,
the broader aspects of the auditor
action have been retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
sufficiently robust outcome in the
context of an audit of an LCE.

Requirements

ISA 330
Paragraph 27
Evaluating the
Sufficiency and
Appropriateness
of Audit
Evidence

Paragraph 8.5.6.
Concluding

The Auditor’'s
Evaluations and Other
Activities to Support
the Auditor’s
Conclusion

If the auditor has not obtained
sufficient appropriate audit
evidence related to relevant
assertion about a class of
transactions, account balance or
disclosure, the auditor shall
attempt to obtain further audit

If the auditor has not obtained
sufficient appropriate audit
evidence as to a relevant
assertion, the auditor shall
attempt to obtain additional audit
evidence. If the auditor is unable
to obtain sufficient appropriate

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes
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Concluding evidence. If the auditor is unable to | audit evidence, the auditor shall 2. Should/ could the requirement

obtain sufficient appropriate audit express a qualified opinion or be revised or modified for the

evidence, the auditor shall express | disclaim an opinion on the circumstances of an LCE?

a qualified opinion or disclaim an financial statements. Yes. minor modification to the

opinion on the financial language to apply drafting

statements. principles a (relevant assertion is
defined) All aspects of the auditor
action are retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes.
Requirements | ISA 330 Paragraph 7.7.1.(a)-(d) | The auditor shall include in the In addition to the general 1. Is therequirement relevant and

Paragraph 28
Documentation

Responding to
Assessed Risks of
Material
Misstatement
Specific
Documentation
Requirements

audit documentation:

(a) The overall responses to
address the assessed risks of
material misstatement at the
financial statement level, and
the nature, timing and extent
of the further audit procedures
performed,;

(b) The linkage of those
procedures with the assessed
risks at the assertion level;
and

(c) The results of the audit
procedures, including the
conclusions where these are
not otherwise clear.

documentation requirements
(Part 2.5.) for an audit
engagement, the auditor shall
include the following in the audit
documentation:

(@ The overall responses to
the assessed risks of
material misstatement at
the financial statement
level;

(b) The nature, timing and
extent of further audit
procedures performed in
response to risks of
material misstatement at
the assertion level,

(c) The linkage between the
procedures performed and
the assessed risks at the
assertion level; and

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
adapted to the nature of the [draft]
ISA for LCE structure and to make
more direct. Paragraph 7.7.1.(e)
addresses ISA 240. All aspects of
the auditor action have been
retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
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(d)  The results of the audit
procedures, including the
conclusions where these
are not otherwise clear;
and

(e) The results of audit
procedures designed to
address the risk of
management override of
controls.

Requirements | ISA 330 - If the auditor plans to use audit - 1. Is therequirement relevant and
Paragraph 29 evidence about the operating appropriate in the
Documentation effectiveness of controls obtained circumstances of an audit of an

in previous audits, the auditor shall LCE?

include in the audit documentation No. Unlikely the control

the conclusions reached about effectiveness will be relied on —

relying on such controls that were nature of LCE is that they will be

tested in a previous audit. less likely to test controls.
Therefore this requirement has
not been addressed in the
standard (see above) Where the
auditor does undertake control
testing, the General
Documentation requirements
(Part 2.5) for documenting the
results of audit procedures
performed and conclusions
reached would cover this.

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?
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3. Do the changes result in the
requirement that still achieve
reasonable assurance?
Requirements | ISA 330 Paragraph 8.9.1.(a) The auditor's documentation shall | In addition to the general . Is the requirement relevant and

Paragraph 30
Documentation

Concluding
Specific
Documentation
Requirements

demonstrate that information in the
financial statements agrees or
reconciles with the underlying
accounting records, including
agreeing or reconciling
disclosures, whether such
information is obtained from within
or outside of the general and
subsidiary ledgers.

documentation requirements

(Part 2.5.) for an audit

engagement, the auditor shall

include the following in the audit
documentation:

(@) Agreeing or reconciling the
information in the underlying
financial statements with the
underlying accounting
records, including
disclosures.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

. Yes — modified to combine

requirements for topics where the
auditor’s actions appear similar for
the purpose of drafting for the
nature of the ISA for LCE. No
significant aspects of the auditor's
required documentation
requirements expected to be lost
— output expected to be similar.
Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Application
Material

ISA 330

Paragraphs Al
and A2

With Paragraph 7.2.1.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the

The auditor’s overall responses
at the financial statement level,
for example, making general
changes to the nature, timing or
extent of audit procedures, or
adjustments to resources
assigned or using experts, are
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Assessed Risks of
Material Misstatement
at the Financial
Statement Level

based on those risks that relate
pervasively to the financial
statements as a whole. These
may include, for example, risks
arising from industry, regulatory
and other external factors, or
matters related broadly to the
entity’s basis of accounting or
accounting policies.

In particular, the auditor’s overall
responses also are influenced by
the auditor’'s understanding of
the control environment. The
control environment provides a
foundation for the operation of
the other components of the
entity’s internal control system.
The control environment does
not directly prevent, or detect
and correct, misstatements. It
may, however, influence the
effectiveness of controls in the
other components of the entity’s
internal control system.
Therefore, an effective control
environment may allow the
auditor to have more confidence
in internal control and the
reliability of audit evidence
generated internally within the
entity. Deficiencies that have
been identified in the control
environment when obtaining an
understanding of the entity’s
internal control system, however,
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have the opposite effect and may
result in the need for more
extensive audit evidence from
substantive procedures. A weak
control environment also impacts
the work that may be undertaken
at an interim period.
Application ISA 500 With Paragraph 7.3.1. Further audit procedures
Material i comprise tests of controls and
Paragraph A10 Responding to
ISA 330 Assessed Risks of substantive procedures. The
Paragraphlas Material auditor may choose to perform
Misstatements tests of controls or they may be
ISA 240 Audit Procedures required in specific
Paragraph A38 circumstances (see paragraph

Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

7.2.4.(d)). Substantive
procedures include tests of detall
and substantive analytical
procedures.

Further audit procedures are
responsive to the assessed risk
of material misstatement at the
assertion level, and provide a
clear linkage between the
auditor’s further procedures and
the risk assessment. If the
assessed risks of material
misstatement are due to fraud
risks at the assertion level, the
nature timing and extent of audit
procedures may need to be
changed to obtain audit evidence
that is more reliable and relevant
or to obtain additional
corroborative information.
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Application ISA 330 With Paragraph 7.3.2. In an audit of an LCE, the auditor
Material Paragraph A18 Responding to may not be able to identify many
Assessed Risks of controls, or the extent of
Material documentation prepared by the
Misstatements entity to which they exist or
Audit Procedures operate may be limited. In such
. cases, it may be more efficient
Responsive to the .
. for the auditor to perform further
Assessed Risks of .
Material Misstatement audit procedures that are
at the Assertion Level primarily substantive procedures.
Application ISA 330 With Paragraph 7.3.2. | - When obtaining more persuasive
Material Paragraph A19 Responding to audit evidence because of a
and A17 Assessed Risks of higher assessment of risk, the
Material auditor may increase the quantity
Misstatements of the evidence, or obtain
. evidence that is more relevant or
Audit Procedures . .
. reliable, for example, by placing
Responsive to the ) L ;
Assessed Risks of more emphasis on obtaining third
Material Misstaterment party evidence or by obtaining
. corroborating evidence from a
at the Assertion Level .
number of independent sources.
Considerations Specific to Public
Sector Entities
For the audits of public sector
entities, the audit mandate and
any other special auditing
requirements may affect the
auditor’s consideration of the
nature, timing and extent of
further audit procedures.
Application ISA 330 With paragraph 7.3.18. External confirmation procedures
Material Paragraph A48 Responding to frequently are relevant when

Assessed Risks of

addressing assertions associated
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Material with account balances and their
Misstatement elements, but need not be
Audit Procedures restricted to these items. For
Responsive to the example, the auditor may request
Assessed Risks of external confirmation of the terms
Material Misstatement of agreements, contracts, or
at the Assertion Level transactions between an entity
. . and other parties. External
External Confirmations . .p
confirmation procedures also may
be performed to obtain audit
evidence about the absence of
certain conditions.
Application ISA 330 With paragraph 8.5.1. - An audit of financial statements
Material is a cumulative and iterative

Paragraph A60 Concluding

The Auditor’s
Evaluations and Other
Activities to Support
the Auditor’'s
Conclusion

Evaluations Required

process. As the auditor performs
planned audit procedures, the
audit evidence obtained may
cause the auditor to modify the
nature, timing or extent of
planned audit procedures.
Information may come to the
auditor’s attention that differs
significantly from the information
on which the risk assessment
was based. In such
circumstances, the auditor may
need to reevaluate the planned
audit procedures, based on the
revised consideration of assessed
risks for all or some of the classes
of transactions, account balances,
or disclosures and related
assertions.
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ISA 402, Audit Considerations Relating to an Entity Using a Service Organization®

Requirement

ISA 402
Paragraph 15

Paragraph 7.4.18.

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

Using the Services of
a Service Organization

In responding to assessed risks
in accordance with ISA 330, the
user auditor shall:

(@) Determine whether
sufficient appropriate
audit evidence concerning
the relevant financial
statement assertions is
available from records
held at the user entity;
and, if not,

(b) Perform further audit
procedures to obtain
sufficient appropriate audit
evidence or use another
auditor to perform those
procedures at the service
organization on the user
auditor’s behalf.

The auditor may also consider
whether such information changes
the auditor’s determination about
the appropriateness of use of the
ISA for LCE for the audit.

If the entity is using the services
of a service organization, the
auditor shall:

(a) Determine whether sufficient
appropriate audit evidence
concerning the relevant
financial statement
assertions is available at the
entity; and, if not,

(b) Perform further audit
procedures to obtain
sufficient appropriate audit
evidence or use another
auditor to perform those
procedures at the service
organization on the auditor’s
behalf.

Limited requirement added for using
service organizations

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modification to make
appropriate in the context of an
LCE engagement by removing
reference to the ISA and the
wording has been simplified to
improve readability. However, all
aspects of the auditor action have
been retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

6

The remaining paragraphs of this ISA has not been mapped as, due to the nature of an LCE, it is not expected that the entity will not have access to the books and records of any service
organizations used and it is not expected that the auditor will need to obtain a Type 1 or Type 2 Report or test controls at the Service Organization. The relevant risk assessment
procedures in relation to understanding the service organization are included in Part 6 (Paragraph 6.3.17).
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Application ISA 402 With Paragraph Smaller entities may use external Essential Explanatory Material
Material Paragraph A5 7.4.18. bookkeeping services ranging from

ISA 450, Evaluat

ion of Misstatements

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

Using the Services of
a Service Organization

Identified During The Audit

the processing of certain
transactions (for example,
payment of payroll taxes) and
maintenance of their accounting
records to the preparation of their
financial statements. The use of
such a service organization for the
preparation of its financial
statements does not relieve
management of the smaller entity
and, where appropriate, those
charged with governance of their
responsibilities for the financial
statements.

Objectives

ISA 450
Paragraph 3

Paragraph 8.1.1.(a)
Concluding
Objectives

The objective of the auditor is to
evaluate:

(a) The effect of identified
misstatements on the audit;
and

The effect of uncorrected
misstatements, if any, on the
financial statements.

(b)

The objectives of the auditor are
to:

(a) Evaluate the effect of identified
misstatements, if any, on the
audit and the effect of any
uncorrected misstatements on
the financial statements;

1. Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the objective be
revised or modified for the
circumstances of an LCE?

Yes — Adapted to LCE
engagement circumstances with
the use of a bulleted list,
combining the objectives of Part
8, Concluding. All aspects of the
objectives have been retained.
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ISA ISA for LCE ISA ISA for LCE
3. Do the changes result in the
objective that still achieve
reasonable assurance?
Yes
Requirements | ISA 450 Paragraph 7.5.1. The auditor shall accumulate The auditor shall accumulate 1. Is therequirement relevant and

Paragraph 5

Accumulation of
Identified
Misstatements

Responding to
Assessed Risks of
Material
Misstatement

Accumulation of
Misstatements

misstatements identified during the
audit, other than those that are
clearly trivial.

misstatements identified during the
audit, other than those that are
clearly trivial.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 450
Paragraph 6

Consideration of
Identified
Misstatements
as the Audit
Progresses

Paragraph 7.5.4.

Responding to
Assessed Risks of
Material
Misstatement

Accumulation of
Misstatements

The auditor shall determine
whether the overall audit strategy
and audit plan need to be revised
if:

(a) The nature of identified
misstatements and the
circumstances of their
occurrence indicate that other
misstatements may exist that,
when aggregated with
misstatements accumulated
during the audit, could be
material; or

(b) The aggregate of
misstatements accumulated

The auditor shall determine
whether the audit plan needs to be
revised if:

(a) The nature of identified
misstatements and the
circumstances of their
occurrence indicate that other
misstatements may exist that,
when aggregated with
misstatements accumulated
during the audit, could be
material; and

(b) The aggregate of
misstatements accumulated

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Minor modifications to the
language to address that this
standard only contemplates an
audit plan (no audit strategy) and
to remove references to the ISAs.
However, all significant aspects of
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

during the audit approaches
materiality determined in
accordance with ISA 320.

during the audit approaches
materiality determined.

the auditor’s action have been
retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement in
the context of an audit of an LCE.

Requirements

ISA 450
Paragraph 7

Consideration of
Identified
Misstatements
as the Audit
Progresses

Paragraph 8.2.1.
Concluding
Evaluation of
Misstatements

Identified During the
Audit

If, at the auditor’s request,
management has examined a
class of transactions, account
balance or disclosure and
corrected misstatements that were
detected, the auditor shall perform
additional audit procedures to
determine whether misstatements
remain.

The auditor shall request
management to correct all
misstatements accumulated
during the audit. If management
has examined a class of
transactions, account balance or
disclosure and corrected identified
misstatements, the auditor shall
perform additional procedures to
determine whether misstatements
remain.

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to combine
requirements for topics where the
auditor’s actions appear similar for
the purpose of drafting for the
nature of the ISA for LCE. This
paragraph has been combined
with the last sentence of
paragraph 8 of ISA 450. No
significant aspects of the auditor’s
required actions expected to be
lost — output expected to be
similar.

3. Do the changes result in
requirements that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.
Requirements | ISA 450 Paragraph 8.8.1. The auditor shall communicate, 8.8.1 The auditor shall 1. Is therequirement relevant and

Paragraph 8

Communication
and Correction
of Misstatements

Concluding
Specific
Communication
Requirements
Paragraph 8.2.1.
Concluding
Evaluation of
Misstatements

Identified During the
Audit

unless prohibited by law or
regulation, on a timely basis all
misstatements accumulated during
the audit with the appropriate level
of management. The auditor shall
request management to correct
those misstatements.

communicate all misstatements
accumulated during the audit
with the appropriate level of
management, and as
appropriate, those charged with
governance, unless prohibited by
law or regulation.

8.2.1 The auditor shall request
management to correct all
misstatements accumulated
during the audit. If management
has examined a class of
transactions, account balance or
disclosure and corrected
identified misstatements, the
auditor shall perform additional
procedures to determine whether
misstatements remain.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications to
make more appropriate in the
context of an LCE engagement —
but significant aspects of the
requirement have been retained.
Communications on a timely basis
with management and those
charged with governance has
been covered more broadly in
general communications
requirements. The last sentence
has been combined with
paragraph 8.2.1.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Agenda Item 2-B(2)
Page 92 of 293




Proportionality of the ISAs to the ISA for LCE (2)

IAASB Main Agenda (June 2021)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 450 Paragraph 9.8.5. If management refuses to correct 9.8.5. If the auditor concludes, . Is the requirement relevant and

Paragraph 9

Communication
and Correction
of Misstatements

Forming an Opinion
and Reporting
Other Information

some or all of the misstatements
communicated by the auditor, the
auditor shall obtain an
understanding of management’s
reasons for not making the
corrections and shall take that
understanding into account when
evaluating whether the financial
statements as a whole are free
from material misstatement.

based on the audit evidence
obtained, that a material
misstatement of the other
information exists, the
auditor shall request
management to correct the
other information. If
management:

(b) Refuses to make the
correction, the auditor shall
communicate the matter with
those charged with
governance and request that
the correction be made. If the
correction is still not made, the
auditor shall consider the
implications for the auditor’'s
report or withdraw from the
engagement where this is
possible.

appropriate in the
circumstances of an audit of an
LCE?

Yes.

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — although not explicitly
addressed within the [draft] ISA
for LCE there is still a broad
consideration required about the
effect on the auditor’s report.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes

Requirements

ISA 450
Paragraph 10

Evaluating the
Effect of
Uncorrected
Misstatements

Paragraph 8.2.2.
Concluding
Evaluation of
Misstatements

Identified During the
Audit

Prior to evaluating the effect of
uncorrected misstatements, the
auditor shall reassess materiality
determined in accordance with ISA
320 to confirm whether it remains
appropriate in the context of the
entity’s actual financial results.

Prior to evaluating the effect of
uncorrected misstatements, the
auditor shall reassess materiality
to confirm whether it remains
appropriate in the context of the
entity’s actual financial results.

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No (other than removing
reference to the ISA)
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ISA ISA for LCE ISA ISA for LCE
3. Do the changes result in
requirements that still achieve
reasonable assurance?
Yes
Requirements | ISA 450 Paragraph 8.2.3. The auditor shall determine The auditor shall determine 1. Is therequirement relevant and

Paragraph 11 Concluding

Evaluation of
Misstatements
Identified During the
Audit

Evaluating the
Effect of
Uncorrected
Misstatements

whether uncorrected
misstatements are material,
individually or in aggregate. In
making this determination, the
auditor shall consider:

(@) The size and nature of the
misstatements, both in
relation to particular classes of
transactions, account
balances or disclosures and
the financial statements as a
whole, and the particular
circumstances of their
occurrence; and

(b) The effect of uncorrected
misstatements related to prior
periods on the relevant
classes of transactions,
account balances or
disclosures, and the financial
statements as a whole.

whether uncorrected
misstatements are material,
individually or in aggregate by
considering the:

(@) Nature and size of the
misstatements, both in relation
to particular classes of
transactions, account
balances or disclosures and
the financial statements as a
whole, and the particular
circumstances of their
occurrence; and

(b) Effect of uncorrected
misstatements related to prior
periods on the relevant
classes of transactions,
account balances or
disclosures, and the financial
statements as a whole.

appropriate in the
circumstances of an audit of an
LCE?
Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?
Yes: minor modifications to
structure the bulleted list and
related leads in

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 450
Paragraph 12

Paragraph 8.2.1.
Concluding

Communication Evaluation of

with Those Misstatements
Charged with Identified During the
Governance Audit

The auditor shall communicate
with those charged with
governance uncorrected
misstatements and the effect that
they, individually or in aggregate,
may have on the opinion in the
auditor’s report, unless prohibited

8.8.4 In regard to uncorrected
misstatements, the auditor shall
communicate:

(&) Uncorrected misstatements
(identified individually) and
the effect that they,
individually or in aggregate,

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes
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Comparison

Reference & Heading Text
ISA ISA for LCE ISA ISA for LCE
Paragraph 8.8.4. by law or regulation. The auditor’s may have on the auditor’s
Concluding communication shall identify opinion, unless prohibited by
- material uncorrected law or regulation.
Specific

Communication
Requirements

misstatements individually. The
auditor shall request that
uncorrected misstatements be
corrected.

(b) The effect of uncorrected
misstatements from prior
periods on the current year
financial statements.

8.2.1 The auditor shall request
management to correct all
misstatements accumulated during
the audit. If management has
examined a class of transactions,
account balance or disclosure and
corrected identified misstatements,
the auditor shall perform additional
procedures to determine whether
misstatements remain.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

The requirement has been
modified to form part of a bulleted
list and the sentence structure
updated to be more succinct as
appropriate for the ISA for LCE —
however all broad aspects of the
required communication have
been retained. As management is
required to confirm uncorrected
misstatements are immaterial,
both individually and in the
aggregate, as part of their written
representation, it is expected that
uncorrected misstatements have
been individually communicated.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes. All broader aspects of the

requirement to communicate
have been retained.

Requirements

ISA 450 Paragraph 8.8.4.
Paragraph 13 Concluding
Communication Specific

with Those Communication
Charged with Requirements
Governance

The auditor shall also
communicate with those charged
with governance the effect of
uncorrected misstatements related
to prior periods on the relevant
classes of transactions, account
balances or disclosures, and the
financial statements as a whole.

In regard to uncorrected
misstatements, the auditor shall
communicate:

(@ Uncorrected misstatements
(identified individually) and
the effect that they,
individually or in aggregate,
may have on the auditor’s

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?
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ISA ISA for LCE ISA ISA for LCE
opinion, unless prohibited by Yes — The requirement has been
law or regulation. adapted to be included in a
(b) The effect of uncorrected bulleted list and to be more

misstatements from prior succinct (i.e. “financial

periods on the current year statements” rather than listing out

financial statements. all the components of financial
statements) — however all
significant aspects of the required
communication have been
retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes.
Requirements | ISA 450 Paragraph 8.6.3. The auditor shall request a written | The auditor shall request a written | 1. Is the requirement relevant and
Paragraph 14 Concluding representation from management | representation from management, appropriate in the
Written Written and, where appropriate, those and where appropriate those circumstances of an audit of an

Representations | Representations

charged with governance whether
they believe the effects of
uncorrected misstatements are
immaterial, individually and in
aggregate, to the financial
statements as a whole. A
summary of such items shall be
included in or attached to the
written representation.

charged with governance, whether
they believe the effects of
uncorrected misstatements are
immaterial, individually or in
aggregate, to the financial
statements as a whole. A
summary of such items shall be
included in or attached to the
written representation.

LCE?
Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 450 Paragraph 8.9.1.(b)
Paragraph 15 Concluding
Documentation Specific

Documentation
Requirements

The auditor shall include in the
audit documentation:

(@) The amount below which
misstatements would be

In addition to the general
documentation requirements (Part
2.5) for an audit engagement, the
auditor shall include the following
in the audit documentation:

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Agenda Item 2-B(2)
Page 96 of 293




IAASB Main Agenda (June 2021)

Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
regarded as clearly trivial 2. Should/ could the requirement
(paragraph 5); (b) The amount below which be revised or modified for the
(b) All misstatements misstatements would be circumstances of an LCE?

accumulated during the audit regarded as clearly trivial, all Yes —modified to combine

and whether they have been misstatements accumulated requirements for topics related to

corrected (paragraphs 5, 8 during the audit and the documentation for the purpose of

and 12); and auditor's conclusion on the drafting for the nature of the ISA

(c) The auditor’s conclusion as to uncorrected misstatements. for LCE. No significant aspects of

whether uncorrected the auditor’s required

misstatements are material, documentation expected to be lost

individually or in aggregate, — output expected to be similar.

and the basis for that The auditor’s conclusion on the

conclusion (paragraph 11). uncorrected misstatements would
include whether they have been
corrected, whether they are
material, and the basis for
conclusion. All significant aspects
of the required documentation
have been retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Application ISA 450 With Paragraph 7.5.1. | - Misstatements that are clearly

Material Paragraph A2 Responding to trivial will be of a wholly different

Assessed Risks of
Material
Misstatement

Accumulation of
Misstatements

(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
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

ISA 501, Audit Evidence—Specific Considerations for Specific

Iltems

aggregate and whether judged by
any criteria of nature, size 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.

Objectives

ISA 501
Paragraph 3

The objective of the auditor is to
obtain sufficient appropriate audit
evidence regarding the:

(a) Existence and condition of
inventory;

(b) Completeness of litigation and
claims involving the entity; and

(c) Presentation and disclosure of
segment information in
accordance with the applicable
financial reporting framework.

1.

Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes — but adapted for the [draft] ISA
for LCE which is not presented by
topic. Objectives are provided at a
broader level because each Part
covers various topics within a Part
and not all are addressed within the
objective (as agreed as a principle
for developing the standard). All
relevant requirements for an audit
of an LCE have been included. ISA
501, Audit Evidence—Specific
Considerations for Specific ltems, is
addressed in Part 7, Responding to
Assessed Risks of Material
Misstatement, of the [draft] ISA for
LCE along with other audit
evidence-related ISAs. All relevant
objectives included in ISA 501
paragraph 3 are addressed in
requirements within the [draft] [draft]
ISA for LCE as mapped below
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements

ISA 501
Paragraph 4
Inventory

Paragraph 7.4.14.

Responding to
Assessed Risks of
Material
Misstatement

Specific Focus Areas

Inventory

If inventory is material to the
financial statements, the auditor
shall obtain sufficient appropriate
audit evidence regarding the
existence and condition of
inventory by:
(a) Attendance at physical
inventory counting, unless
impracticable, to:

(i) Evaluate management's
instructions and
procedures for recording
and controlling the results
of the entity’s physical
inventory counting;

(i) Observe the
performance of
management’s count
procedures;

(i) Inspect the inventory;
and

(iv) Perform test counts; and

(b) Performing audit procedures
over the entity’s final inventory

If inventory is material to the
financial statements, the auditor
shall obtain sufficient appropriate
audit evidence regarding the
existence and condition of
inventory by:
(a) Attendance at physical
inventory counting, unless
impracticable, to:

() Evaluate management’s
instructions and
procedures for recording
and controlling the
results of the entity’s
physical inventory
counting;

(i) Observe the
performance of
management’s count
procedures;

(iii) Inspect the inventory;
and

(iv) Perform test counts;
and

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
records to determine whether | (b) Performing audit procedures
they accurately reflect actual over the entity’s final
inventory count results. inventory records to
determine whether they
accurately reflect actual
inventory count results.
Requirements | ISA 501 Paragraph 7.4.15. If physical inventory counting is If the auditor has not attended the Is the requirement relevant

Paragraph 5

Inventory

Responding to
Assessed Risks of
Material
Misstatement

Specific Focus Areas
Inventory

conducted at a date other than the
date of the financial statements,
the auditor shall, in addition to the
procedures required by paragraph
4, perform audit procedures to
obtain audit evidence about
whether changes in inventory
between the count date and the
date of the financial statements are
properly recorded.

inventory count, the auditor shall
make or observe some physical
counts on an alternative date, and
perform audit procedures on
intervening transactions. If
attendance at physical inventory
counting is impracticable, the
auditor shall perform alternative
audit procedures to obtain
sufficient appropriate audit
evidence regarding the existence
and condition of inventory, or
determine the effect on the
auditor’s report.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — the requirement to perform
audit work over intervening
transactions has been retained,
however the wording is more
direct to focus on the outcome.
The design of those specific
procedures would be covered
more generally by the
requirements around designing
appropriate audit procedures over
the entities final inventory records
(paragraph 7.4.14) in order to
provide sufficient appropriate
audit evidence.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes
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Requirements | ISA 501 Paragraph 7.4.15. If the auditor is unable to attend If the auditor has not attended 1. Is therequirement relevant and

Paragraph 6

Responding to
Assessed Risks of

physical inventory counting due to
unforeseen circumstances, the

the inventory count, the auditor
shall make or observe some

appropriate in the
circumstances of an audit of an

Inventor . . .
y Material auditor shall make or observe physical counts on an alternative LCE?
Misstatement some physical counts on an date, and perform audit Yes
. alternative date, and perform audit rocedures on intervenin .
Specific Focus Areas . P ; P . 9 2. Should / could the requirement
procedures on intervening transactions. If attendance at . -
Inventor . o o be revised or modified for the
Yy transactions. physical inventory counting is .
) . . circumstances of an LCE?
impracticable, the auditor shall . .
perform alternative audit The language in the requirement
procedures to obtain sufficient has been made more direct for
appropriate audit evidence appropriateness of ISA for LCE —
regarding the existence and however all significant aspects
condition of inventory, or have been retained. Language
determine the effect on the related to “unforeseen
auditor’s report. circumstances” has not been
included as 7.4.14 already
includes the requirement to attend
a physical inventory count unless
impracticable. This paragraph has
been combined with paragraph 7
of ISA 501.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes, the significant aspects of the
requirement have been retained.
Requirements | ISA 501 Paragraph 7.4.15. If attendance at physical inventory | If the auditor has not attended 1. Is therequirement relevant and

Paragraph 7

Inventory

Responding to
Assessed Risks of
Material
Misstatement

Specific Focus Areas

counting is impracticable, the
auditor shall perform alternative
audit procedures to obtain
sufficient appropriate audit
evidence regarding the existence
and condition of inventory. If it is

the inventory count, the auditor
shall make or observe some
physical counts on an alternative
date, and perform audit
procedures on intervening
transactions. If attendance at

appropriate in the
circumstances of an audit of an
LCE?

Yes
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Inventory

not possible to do so, the auditor
shall modify the opinion in the
auditor’s report in accordance with
ISA 705 (Revised).

physical inventory counting is
impracticable, the auditor shall
perform alternative audit
procedures to obtain sufficient
appropriate audit evidence
regarding the existence and
condition of inventory, or
determine the effect on the
auditor’s report.

2.

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

The language in the requirement
has been modified to apply
drafting principles and make it
more succinct for appropriateness
of the ISA for LCE — however all
significant aspects have been
retained. In determining the effect
on the auditor’s report, Part 9.5
provides requirements on how to
modify a report based on not
obtaining sulfficient audit evidence
(paragraph 9.5.1). Reference to
the ISA removed.

This paragraph has been
combined with paragraph 7 of ISA
501.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes, the significant aspects of the
requirement have been retained.

Requirements

ISA 501
Paragraph 8

Inventory

If inventory under the custody and
control of a third party is material to
the financial statements, the
auditor shall obtain sufficient
appropriate audit evidence
regarding the existence and
condition of that inventory by
performing one or both of the
following:

1.

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE it is likely that this
circumstance would be rare (and
such circumstances have not
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ISA ISA for LCE ISA ISA for LCE
(@) Request confirmation from the been included in [draft] ISA for
third party as to the quantities LCE.
and condition of inventory 2. Should / could the requirement
held on behalf of the entity. be revised or modified for the
(b) Perform inspection or cther circumstances of an LCE?
audit procedures appropriate ;
in the circumstances. 3. Do the changes result in the
requirement that still achieve
reasonable assurance?
Requirements | ISA 501 Paragraph 7.4.16. The auditor shall design and The auditor shall design and 1. Is therequirement relevant and

Paragraph 9

Litigation and
Claims

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Litigation and Claims

perform audit procedures in order
to identify litigation and claims
involving the entity which may give
rise to a risk of material
misstatement, including:

(@) Inquiry of management and,
where applicable, others
within the entity, including in-
house legal counsel;

(b) Inspecting minutes of
meetings of those charged
with governance and
correspondence between the
entity and its external legal
counsel; and

(c) Inspecting legal expense
accounts.

perform further audit procedures in
order to identify litigation and
claims involving the entity which
may give rise to a risk of material
misstatement, including:

(@) Inquiry of management
and, where applicable,
others within the entity,
including in-house legal
counsel;

(b) Reviewing minutes of
meetings of those
charged with governance
and correspondence
between the entity and its
external legal counsel;
and

(c) Reviewing legal expense
accounts.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

No

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 501
Paragraph 10

If the auditor assesses a risk of
material misstatement regarding

1. Is therequirement relevant and
appropriate in the
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Litigation and
Claims

litigation or claims that have been
identified, or when audit
procedures performed indicate that
other material litigation or claims
may exist, the auditor shall, in
addition to the procedures required
by other ISAs, seek direct
communication with the entity’s
external legal counsel. The auditor
shall do so through a letter of
inquiry, prepared by management
and sent by the auditor, requesting
the entity’s external legal counsel
to communicate directly with the
auditor. If law, regulation or the
respective legal professional body
prohibits the entity’s external legal
counsel from communicating
directly with the auditor, the auditor
shall perform alternative audit
procedures.

circumstances of an audit of an
LCE?

This requirement has not been
explicitly addressed — there is a
requirement to identify all risks of
material misstatement and
respond to them accordingly.
Should / could the requirement
be revised or modified for the
circumstances of an LCE?

2. Do the changes result in the
requirement that still achieve
reasonable assurance?

Although not explicitly required,
this ISA requirement would be
broadly covered and therefore the
auditor would still be able to
achieve reasonable assurance.

Requirements

ISA 501
Paragraph 11

Litigation and
Claims

If:

(@) management refuses to give
the auditor permission to
communicate or meet with the
entity’s external legal counsel,
or the entity’s external legal
counsel refuses to respond
appropriately to the letter of
inquiry, or is prohibited from
responding; and

(b) the auditor is unable to obtain
sufficient appropriate audit

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE because in trying to make
the standard more appropriate for
an LCE it is the view that this
circumstance would be rare. If the
circumstance did occur, it is
expected to be covered under
general requirements around
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

evidence by performing
alternative audit procedures,

the auditor shall modify the opinion
in the auditor’s report in
accordance with ISA 705
(Revised).

designing sufficient appropriate
audit evidence. What the auditor
should do when they are unable
to obtain sufficient appropriate
audit evidence is addressed at
paragraph 8.5.6 including
determining implications for the
audit report.

. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements

ISA 501
Paragraph 12

Litigation and
Claims

Written
Representations

Paragraph 8.6.1.(j)
Concluding

Written
Representations

The auditor shall request
management and, where
appropriate, those charged with
governance to provide written
representations that all known
actual or possible litigation and
claims whose effects should be
considered when preparing the
financial statements have been
disclosed to the auditor and
accounted for and disclosed in
accordance with the applicable
financial reporting framework.

The auditor shall request written
representations from
management, who have
appropriate knowledge of the
matters concerned and
responsibility for the financial
statements and where
appropriate, those charged with
governance about the following
matters:

() That all known actual or
possible litigation and claims
whose effects should be
considered when preparing the
financial statements have been
disclosed to the auditor and

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications to
adapt to a bulleted list and
improve sentence structure for
readability. All actions retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
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ISA ISA for LCE ISA ISA for LCE
accounted for and disclosed in
accordance with the applicable
financial reporting framework;
Requirements | ISA 501 - The auditor shall obtain sufficient - 1. Is therequirement relevant and
Paragraph 13 appropriate audit evidence appropriate in the
regarding the presentation and circumstances of an audit of an
Segment . ) .
. disclosure of segment information LCE?
Information . . .
in accordance with the applicable No. The [draft] ISA for LCE does
financial reporting framework by: not address the audit of segment
(a) Obtaining an understanding of reporting information (requirement
the methods used by is for listed entities which are
management in determining specifically excluded from this
segment information, and: standard).

(i) Evaluating whether such 2. Should / could the requirement
methods are likely to be revised or modified for the
result in disclosure in circumstances of an LCE?
accordance with the .
appllcf';lble financial 3. Do the changes result in the
reporting framework; and . . .

requirement that still achieve

(i) Where appropriate, reasonable assurance?
testing the application of
such methods; and i

(b) Performing analytical

procedures or other audit

procedures appropriate in the

circumstances.

Application ISA 501 With Paragraph - In some cases, attendance at
Material Paragraph A12- 7.4.15. physical inventory counting may
Al4 Responding to be impracticable. This may be
Assessed Risks of due to factors such as the nature
Material and location of the inventory, for
Misstatement example, where inventory is held
in a location that may pose
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ISA

ISA for LCE
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Objective

ISA 505
Paragraph 5

Specific Focus Areas
Inventory

The objective of the auditor, when
using external confirmation
procedures, is to design and
perform such procedures to obtain
relevant and reliable audit
evidence.

threats to the safety of the
auditor. In some cases where
attendance is impracticable,
alternative audit procedures, for
example, inspection of
documentation of the subsequent
sale of specific inventory items
acquired or purchased prior to the
physical inventory counting, may
provide sufficient appropriate audit
evidence about the existence and
condition of inventory. In other
cases, however, it may not be
possible to obtain sufficient
appropriate audit evidence
regarding the existence and
condition of inventory by
performing alternative audit
procedures. In such cases, the
auditor is required to modify the
opinion in the auditor’s report as a
result of the scope limitation.

ISA 505, External Confirmations ‘

1.

Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

ISA 505, External Confirmations, is
addressed in Part 7, Responding to
Assessed Risks of Material
Misstatement, of the [draft] ISA for
LCE along with other audit
evidence-related ISAs. Yes — but
adapted for the [draft] ISA for LCE
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

which is not presented by topic.
Objectives are provided at a
broader level because each Part
covers various topics within a Part
and not all are addressed within the
objective (as agreed as a principle
for developing the standard). All
relevant requirements for an audit
of an LCE have been included.

. Should / could the objective be

revised or modified for the
circumstances of an LCE?

Do the changes result in the
objective that still achieve
reasonable assurance?

Requirements

ISA 505
Paragraph 8

Management’s
Refusal to Allow
the Auditor to
Send a
Confirmation
Request

Paragraph 7.3.20.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

External Confirmations

If management refuses to allow
the auditor to send a confirmation
request, the auditor shall:

(@ Inquire as to management’s
reasons for the refusal, and
seek audit evidence as to
their validity and
reasonableness;

(b) Evaluate the implications of
management's refusal on the
auditor's assessment of the
relevant risks of material
misstatement, including the
risk of fraud, and on the
nature, timing and extent of
other audit procedures; and

If management refuses to allow
the auditor to send a confirmation
request, the auditor shall:

(a) Inquire as to management’s
reasons for the refusal, and
seek audit evidence as to
their validity and
reasonableness;

(b) Evaluate the implications of
management's refusal on the
auditor's assessment of the
relevant risks of material
misstatement, including the
risk of fraud, and on the
nature, timing and extent of
other audit procedures; and

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in the
requirement that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
(c) Perform alternative audit (c) Perform alternative audit
procedures designed to procedures designed to
obtain relevant and reliable obtain relevant and reliable
audit evidence. audit evidence.
Requirements | ISA 505 Paragraph 7.3.21. If the auditor concludes that If the auditor concludes that Is the requirement relevant

Paragraph 9

Management’s
Refusal to Allow
the Auditor to

Responding to
Assessed Risks of
Material
Misstatement

management’s refusal to allow the
auditor to send a confirmation
request is unreasonable, or the
auditor is unable to obtain relevant
and reliable audit evidence from

management’s refusal to allow the
auditor to send a confirmation
request is unreasonable, or the
auditor is unable to obtain relevant
and reliable audit evidence from

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Send a Audit Procedures . . . . Should / could the requirement
. . . alternative audit procedures, the alternative audit procedures, the . -
Confirmation Responsive to the . . ) . . ) be revised or modified for the
. auditor shall communicate with auditor shall communicate with .
Request Assessed Risks of ) . ) circumstances of an LCE?
Material Misstaternent those charged with governance in | those charged with governance.
at the Assertion Level accordance with ISA 260 The auditor also shall determine Yes, remgved references to ISA
o (Revised). The auditor also shall the implications for the audit and 260 (Rewsed) and ISA 705
External Confirmations | getermine the implications forthe | the auditor’s opinion. (Reylsed), all other aspects
audit and the auditor’s opinion in retained.
accordance with ISA 705 Do the changes result in the
(Revised). requirement that still achieve
reasonable assurance?
Yes
Requirements | ISA 505 Paragraph 7.3.22. If the auditor identifies factors that If the auditor identifies factors that Is the requirement relevant

Paragraph 10

Results of the
External
Confirmation
Procedures

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of

give rise to doubts about the
reliability of the response to a
confirmation request, the auditor
shall obtain further audit evidence
to resolve those doubts.

give rise to doubts about the
reliability of the response to a
confirmation request, the auditor
shall obtain further audit evidence
to resolve those doubts.

and appropriate in the
circumstances of an audit of
an LCE?

Yes
Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No
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ISA ISA for LCE ISA ISA for LCE
Material Misstatement 3. Do the changes result in the
at the Assertion Level requirement that still achieve
External Confirmations reasonable assurance?
Requirements | ISA 505 - Paragraph 7.3.22. If the auditor determines that a 1. Istherequirement relevant

Paragraph 11
Results of the

Responding to
Assessed Risks of
Material

response to a confirmation request
is not reliable, the auditor shall
evaluate the implications on the

If the auditor determines that a
response to a confirmation request
is not reliable, the auditor shall

and appropriate in the
circumstances of an audit of
an LCE?

External  the rel isks of
Confirmation Misstatement assessment of the relevant risks of | eyajuate the implications on the Yes
Procedures Audit Procedures material misstatement, including assessment of the relevant risks of | 2 should / could the requirement
Responsive to the the risk of fraud, and on the related | material misstatement, including be revised or modified for the
Assessed Risks of nature, timing and extent of other | he risk of fraud, and on the related circumstances of an LCE?
Material Misstatement | 2]dit procedures. nature, timing and extent of other No
at the Assertion Level audit procedures. .
] ) 3. Do the changes result in the
External Confirmations requirement that still achieve
reasonable assurance?
Requirements | ISA 505 Paragraph 7.3.23. In the case of each non-response, | Inthe case of each non-response, | 1. Is the requirement relevant

Paragraph 12

Results of the
External
Confirmation
Procedures

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

External Confirmations

the auditor shall perform
alternative audit procedures to
obtain relevant and reliable audit
evidence.

the auditor shall perform
alternative audit procedures to
obtain relevant and reliable audit
evidence.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No
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ISA ISA for LCE ISA ISA for LCE
3. Do the changes result in the
requirement that still achieve
reasonable assurance?
Requirements | ISA 505 Paragraph 7.3.21. If the auditor has determined that a | If the auditor concludes that 1. Istherequirement relevant

Paragraph 13 Responding to
Assessed Risks of

Material

Results of the

External
Confirmation Misstatement
Procedures Audit Procedures

Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

External Confirmations

response to a positive confirmation
request is necessary to obtain
sufficient appropriate audit
evidence, alternative audit
procedures will not provide the
audit evidence the auditor
requires. If the auditor does not
obtain such confirmation, the
auditor shall determine the
implications for the audit and the
auditor’s opinion in accordance
with ISA 705 (Revised).

management’s refusal to allow the
auditor to send a confirmation
request is unreasonable, or the
auditor is unable to obtain relevant
and reliable audit evidence from
alternative audit procedures, the
auditor shall communicate with
those charged with governance.
The auditor also shall determine
the implications for the audit and
the auditor’s opinion.

and appropriate in the
circumstances of an audit of
an LCE?

Yes.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — Combined with
requirements in ISA 505
paragraph 9, for topics where the
auditor’s actions appear similar for
these have been combined for the
purpose of drafting for the nature
of the ISA for LCE. No significant
aspects of the auditor’s required
actions expected to be lost —
output expected to be similar.
What the auditor should do when
they are unable to obtain sufficient
appropriate audit evidence is
addressed at paragraph 8.5.6
including determining implications
for the audit report. This
addresses the objective of this
requirement with edits for
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ISA ISA for LCE

ISA

ISA for LCE

Comparison

readability. Removed reference to
ISA.

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 505 -
Paragraph 14

Results of the
External
Confirmation
Procedures

The auditor shall investigate
exceptions to determine whether
or not they are indicative of
misstatements.

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

This requirement has not been
explicitly addressed in the [draft]
ISA for LCE because in trying to
make the standard more
appropriate it is the view that this
requirement would be adequately
covered by the requirements to
evaluate whether the results of the
external confirmation procedures
provide relevant and reliable audit
evidence, or whether further audit
evidence is necessary in
paragraph 7.3.24. broadly.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 505 - Negative confirmations provide - 1. Is therequirement relevant and

Paragraph 15

Negative
Confirmations

less persuasive audit evidence
than positive confirmations.
Accordingly, the auditor shall not
use negative confirmation requests
as the sole substantive audit
procedure to address an assessed
risk of material misstatement at the
assertion level unless all of the
following are present:

(@) The auditor has assessed the
risk of material misstatement
as low and has obtained
sufficient appropriate audit
evidence regarding the
operating effectiveness of
controls relevant to the
assertion;

(b) The population of items
subject to negative
confirmation procedures
comprises a large number of
small, homogeneous account
balances, transactions or
conditions;

appropriate in the
circumstances of an audit of an
LCE?

No. This requirement has been
excluded from the [draft] ISA for
LCE because, by its very nature, a
negative confirmation provides less
persuasive audit evidence and so
cannot be used as a sole
substantive procedure. It is also
rarely used. The requirements
relating to negative confirmations in
ISA 505.15 relate largely to how
they can only be used where certain
conditions apply.

Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in the
requirement that still achieve
reasonable assurance?
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

(c) Avery low exception rate is
expected; and

(d) The auditor is not aware of
circumstances or conditions
that would cause recipients of
negative confirmation
requests to disregard such
requests.

Requirements

ISA 505
Paragraph 16

Evaluating the
Evidence
Obtained

Paragraph 7.3.24.

Responding to
Assessed Risks of
Material
Misstatement

Audit Procedures
Responsive to the
Assessed Risks of
Material Misstatement
at the Assertion Level

External Confirmations

ISA 540 (Revised), Auditing Accounting Estimates and Related

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

Disclosures

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

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

No

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Objective

ISA 540 (Revised)
Paragraph 11

The objective of the auditor is to
obtain sufficient appropriate audit
evidence about whether
accounting estimates and related
disclosures in the financial
statements are reasonable in the
context of the applicable financial
reporting framework.

1. Isthe objective relevant and
appropriate in the
circumstances of an audit of
an LCE?

Yes — but adapted for the [draft]
ISA for LCE which is not
presented by topic. Objectives are
provided at a broader level
because each Part covers various
topics within a Part and not all are
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

addressed within the objective (as
agreed as a principle for
developing the standard). All
relevant requirements for an audit
of an LCE have been included.
ISA 540 (Revised), Auditing
Accounting Estimates and Related
Disclosures , is addressed as
relevant throughout the Parts, but
particularly in Part 6 related to
identifying and assessing the risks
of material misstatement, Part 7 on
responding to assessed risks and
Part 8 on concluding. Each of these
Parts has objectives that broadly
addresses the objective of that Part

Requirements

ISA 540 (Revised)
Paragraph 13
Risk Assessment
Procedures and

Related
Activities

Paragraphs 6.3.3.(d)
and (e)

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Understanding the
Entity and Its
Environment

Paragraphs 6.3.5.

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

When obtaining an
understanding of the entity and
its environment, the applicable
financial reporting framework and
the entity’s system of internal
control, as required by ISA 315
(Revised 2019), the auditor shall
obtain an understanding of the
following matters related to the
entity’s accounting estimates.
The auditor’s procedures to
obtain the understanding shall be
performed to the extent
necessary to obtain audit
evidence that provides an
appropriate basis for the
identification and assessment of
risks of material misstatement at

6.3.3 The auditor shall
understand:

(d) The legal and regulatory
framework applicable to the
entity, and how the entity is
complying with that
framework.

(e) The entity’s transactions and
other events and conditions
that may give rise to the
need for, or changes in,
accounting estimates to be
recognized or disclosed.
When an estimate is
assessed to be significant
for an item in the financial
statements, the auditor shall

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes, modified for the ordering and
structure of the [draft] ISA for LCE,
and where appropriate, to be more
direct and succinct and to apply
drafting principles.

Some matters already covered by
broader ISA 315 (Revised)
requirements in Part 6:
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ISA for LCE

Comparison

Understanding the
Applicable Financial
Reporting Framework

the financial statement and
assertion levels.

The Entity and Its Environment

(a) The entity’s transactions or
other events and conditions
that may give rise to the need
for, or changes in, accounting
estimates to be recognized or
disclosed in the financial
statements.

(b) The requirements of the
applicable financial reporting
framework related to
accounting estimates
(including the recognition
criteria, measurement bases,
and the related presentation
and disclosure requirements);
and how they apply in the
context of the nature and
circumstances of the entity
and its environment, including
how the inherent risk factors
affect susceptibility to
misstatement of assertions.

(c) Regulatory factors relevant to
the entity’s accounting
estimates, including, when
applicable, regulatory
frameworks related to
prudential supervision.

(d) The nature of the accounting

estimates and related
disclosures that the auditor

understand the assumptions
and methods used in
determining the estimate.

6.3.5. The auditor shall
understand:

(@) The applicable financial
reporting framework,
including for accounting
estimates, the recognition
criteria, measurement
bases, and the related
presentation and disclosure
requirements and how these
apply in the context of the
nature and circumstances of
the entity and its
environment.

(b) The entity’s accounting
policies and reasons for any
changes thereto.

e  Broader objective within the
lead into ISA 540 paragraph
13, included in objective in
para. 6.1.1. (e.g., ...providing
an appropriate basis for
designing and implementing
responses to the assessed
risks of material misstatement

)

¢ Inherent risk factors included
more broadly in para’s 6.3.1.
and 6.3.2. (latter paragraph
specifically addresses
estimation uncertainty)

e  Point (c) not applicable in
context of ISA for LCE (would
likely not have regulatory
factors in relation to estimates
and if so they would be
addressed through forming a
general understanding)

e Point (d) is not included as a
specific requirement in the
[draft] ISA for LCE as whether
an estimate will be recognized
or disclosed will be covered
as part of the determinations
at 6.3.3(e).

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — the broader aspects of the

ISA requirement are required to be
understood and therefore
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ISA ISA for LCE ISA ISA for LCE
expects to be included in the expected to deliver a similar
entity’s financial statements, outcome as the ISA requirement in
based on the auditor's the context of an audit of an LCE
understanding of the matters and the accounting estimates the
in 13(a)—(c) above. entity may have.
Requirements | ISA 540 (Revised) | Paragraphs 6.3.8. and | Obtaining an Understanding of the | 6.3.8. The auditor shall evaluate | 1. Is the requirement relevant
Paragraph 13 6.3.11. Entity’s System of Internal Control | whether the entity’s risk and appropriate in the
(CONT) Risk Identification (e) The nature and extent of assessment process is circumstances of an audit of

Risk Assessment
Procedures and
Related
Activities

and Assessment

Understanding
Relevant Aspects of
the Entity

Understanding the
Entity’s Internal
Control System

oversight and governance
that the entity has in place
over management's financial
reporting process relevant to
accounting estimates.

() How management identifies
the need for, and applies,
specialized skills or
knowledge related to
accounting estimates,
including with respect to the
use of a management’s
expert.

(g) How the entity’s risk
assessment process identifies
and addresses risks relating
to accounting estimates.

(h) The entity’s information
system as it relates to
accounting estimates,
including:

(i) How information relating
to accounting estimates
and related disclosures
for significant classes of

appropriate to the entity’s
circumstances considering the
nature and complexity of the
entity. For this purpose, the
auditor shall understand the
entity’s risk assessment process
relevant to the preparation of the
financial statements (i.e., how
risks are identified, assessed and
addressed), including how this
process identifies and addresses
risks related to accounting
estimates.

6.3.11. For accounting estimates,
the auditor’s understanding of
the information system relevant
to the preparation of the financial
statements shall include:

(a) How the accounting
estimates are made, the
models used, the source of
data, and the selection of
assumptions;

(b) How management reviews
the outcomes of previous
estimates and responds to

an LCE?
Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — not all the detailed
requirements are needed for the
nature of accounting estimates
within the scope of the [draft] ISA
for LCE, but the key outcomes are
retained in the relevant part of the
[draft] ISA for LCE.

e  With respect to (e), the oversight
over accounting estimates typical
for an LCE would be simpler in
nature so not specifically added (is
considered more broadly under
ISA 315 (Revised 2019)
requirements (see paragraph
6.3.7.)

o  With respect to (f), because basic
accounting estimates are simpler
this is covered more broadly by
considering the need for an expert
under ISA 220 (Revised)
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ISA ISA for LCE ISA ISA for LCE

transactions, account the results of that review; requirement and specific matters
balances or disclosures and related to using the work of an
flows through the entity's | (¢) A review of the outcome of expert (see paragraphs 5.2.9. —
information system; and previous accounting 5.2.11)).

(i)  For such accounting estimates, or, if applicable, e (g) is addressed by paragraph
estimates and related their subsequent re- 6.3.8.
disclosures, how estimation. o (h)is addressed broadly by para.
management: 6.3.11. — changes made to make

a. ldentifies the relevant suitable to nature of less complex

methods, assumptions
or sources of data, and
the need for changes in
them, that are
appropriate in the
context of the
applicable financial
reporting framework,
including how
management:

i.  Selects or designs,
and applies, the
methods used,
including the use of
models;

ii. Selects the
assumptions to be
used, including
consideration of
alternatives, and
identifies significant
assumptions; and

ii. Selects the datato
be used;

accounting estimates

e (i) is addressed by para. 6.3.14.
more generally.

e (j)is broadly addressed by para.
6.3.11 modified as appropriate for
the ISA for LCE

All significant aspects of the
requirements, as applicable to basic
accounting estimates, are retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
for the expected accounting
estimates in the context of an audit
of an LCE and the accounting
estimates the entity may have.
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

b.  Understands the
degree of estimation
uncertainty, including
through considering the
range of possible
measurement
outcomes; and

c. Addresses the
estimation uncertainty,
including selecting a
point estimate and
related disclosures for
inclusion in the financial
statements.

() Identified controls in the
control activities component
over management’s process
for making accounting
estimates as described in
paragraph 13(h)(ii).

() How management reviews the
outcome(s) of previous
accounting estimates and
responds to the results of that
review.

Requirements

ISA 540 (Revised)
Paragraph 14
Risk Assessment
Procedures and

Related
Activities

Paragraph 6.3.11.(c)
Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

The auditor shall review the
outcome of previous accounting
estimates, or, where applicable,
their subsequent re-estimation to
assist in identifying and assessing
the risks of material misstatement
in the current period. The auditor
shall take into account the
characteristics of the accounting

6.3.11. For accounting estimates,
the auditor’'s understanding of
the information system relevant
to the preparation of the financial
statements shall include:

(c) A review of the outcome of
previous accounting estimates,

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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Comparison

Yes — modified to focus on a
review of the outcome from
previous period as an indicator of
how accurate estimate was as
appropriate for basic accounting
estimates. The requirement has
been adapted to be more direct
and succinct based on the
circumstances of an audit of an
LCE. The significant aspects of the
requirement are retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes- expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE and the accounting
estimates the entity may have.

Requirements

Reference & Heading Text
ISA ISA for LCE ISA ISA for LCE
Understanding the estimates in determining the or, if applicable, their subsequent
Entity’s Internal nature and extent of that review. re-estimation.
Control System The review is not intended to call
into question judgments about
previous period accounting
estimates that were appropriate
based on the information available
at the time they were made.
ISA 540 (Revised) | - With respect to accounting -

Paragraph 15
Risk Assessment
Procedures and
Related
Activities

estimates, the auditor shall
determine whether the
engagement team requires
specialized skills or knowledge to
perform the risk assessment
procedures, to identify and assess
the risks of material misstatement,
to design and perform audit
procedures to respond to those
risks, or to evaluate the audit
evidence obtained.

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes, however although included
in the [draft] ISA for LCE it is
expected that experts will be
used less commonly therefore
the consideration of whether an
expert is needed falls under the
broader consideration in
paragraph 5.2.9.
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 540 (Revised)
Paragraph 16
Identifying and
Assessing the

Risks of Material
Misstatement

Paragraphs 6.5.1.(b)

Risk Identification
and Assessment

Risk Assessment

Assessing Inherent
Risk

Paragraph 6.3.2.
Risk Identification
and Assessment
Understanding
Relevant Aspects of
the Entity

In identifying and assessing the
risks of material misstatement
relating to an accounting
estimate and related disclosures
at the assertion level, including
separately assessing inherent
risk and control risk at the
assertion level, as required by
ISA 315 (Revised 2019), the
auditor shall take the following
into account in identifying the
risks of material misstatement
and in assessing inherent risk:

(a) The degree to which the
accounting estimate is subject to
estimation uncertainty; and

(b) The degree to which the
following are affected by
complexity, subjectivity, or other
inherent risk factors:

(i)  The selection and
application of the method,
assumptions and data in
making the accounting
estimate; or

6.5.1 For identified risks of
material misstatement, the
auditor shall assess:

(b) Inherent risk for identified
risks of material
misstatement at the
assertion level by
assessing the likelihood
and magnitude of
misstatement. In doing
so, the auditor shall take
into account the degree
to which inherent risk
factors, including
estimation uncertainty for
the entity’s accounting
estimates, affect the
susceptibility of the
relevant assertions to
misstatement.

6.3.2. For the entity’s accounting
estimates, the auditor shall take
into account the degree to which

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes —Maodifications have been
made to apply drafting principles
and make more direct and
succinct based on the
circumstances of an audit of an
LCE. Identifying Risk of Material
Misstatement and Risk
Assessment are addressed more
broadly in Part 6.4 and 6.5
respectively, which applies
equally to accounting estimates.
The broad obligation of the ISA
requirement has been retained as
applicable to a basic accounting
estimate.
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ISA ISA for LCE ISA ISA for LCE
(i)  The selection of the accounting estimate is 3. Do the changes result in
management’s point estimate | subject to estimation uncertainty, requirements that still achieve
and related disclosures for and the degree to which the reasonable assurance?
inclusion in the financial selection and application of the Yes - expected to deliver a similar
statements. method, the assumptions and outcome as the ISA requirement in
data used are affected by the context of an audit of an LCE
complexity, subjectivity or other and the accounting estimates the
inherent risk factors. entity may have
Requirements | ISA 540 (Revised) | Paragraphs 6.5.4.(c) The auditor shall determine 6.5.4. In exercising professional 1. Istherequirement relevant

Paragraph 17
Identifying and
Assessing the
Risks of Material
Misstatement

Risk Identification
and Assessment

Risk Assessment
Significant Risks

whether any of the risks of
material misstatement identified
and assessed in accordance with
paragraph 16 are, in the auditor’s
judgment, a significant risk. If the
auditor has determined that a
significant risk exists, the auditor
shall identify controls that
address that risk. and evaluate
whether such controls have been
designed effectively, and
determine whether they have
been implemented.

judgment as to which assessed
risks are significant risks, the
auditor shall consider at least the
following:

(c) How, in the case of
accounting estimates, the
inherent risk factors, such as
the complexity of
transactions and the degree
of subjectivity in the
measurement of financial
information related to the
risk, including those
measurements involving a
wide range of measurement
uncertainty, have influenced
the auditor’s assessment on
the spectrum of risk.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — requirement has been
modified based on the structure
of the [draft] ISA for LCE:

e Identifying accounting
estimates as significant risks
addressed by paragraph
6.5.4.(c).

e |dentifying controls and D&l
with regard to significant
risks is addressed by
paragraph 6.3.14.

Broad aspects of auditor action
have been included as relevant to
basic accounting estimates
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ISA ISA for LCE ISA ISA for LCE
Do the changes result in
requirements that still achieve
reasonable assurance?
Yes
Requirements | ISA 540 (Revised) | Paragraph 7.4.13. As required by ISA 330, the 7.4.13. The auditor’s further audit Is the requirement relevant

Paragraph 18

Responses to
the Assessed
Risks of Material
Misstatement

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Accounting Estimates
Paragraph 1.4.7.

Fundamental
Concepts and
General Principles

Fundamental
Concepts and General
Principles for
Performing the Audit

Professional
Skepticism

auditor’s further audit procedures
shall be responsive to the
assessed risks of material
misstatement at the assertion
level, considering the reasons for
the assessment given to those
risks. The auditor’s further audit
procedures shall include one or
more of the following approaches:

(a) Obtaining audit evidence from
events occurring up to the
date of the auditor’s report
(see paragraph 21);

(b) Testing how management
made the accounting estimate
(see paragraphs 22-27); or

(c) Developing an auditor’s point
estimate or range (see
paragraphs 28-29).

The auditor’s further audit

procedures shall take into account

that the higher the assessed risk of
material misstatement, the more
persuasive the audit evidence
needs to be. The auditor shall
design and perform further audit
procedures in a manner that is not
biased towards obtaining audit

procedures on an accounting
estimate shall include one or
more of the following
approaches:

(a) Obtaining audit evidence
from events occurring up to
the date of the auditor’s
report. In doing so, the
auditor shall consider any
changes in circumstances
and other relevant
conditions between the
event and the measurement
date that may affect the
relevance of such evidence;

(b) Testing how management
made the accounting
estimate. In doing so, the
auditor shall consider:

(i) Whether the method
selected is appropriate;

(i) Whether the significant
assumptions and data
are appropriate,
whether the judgments
made in selecting these
give rise to indicators of
possible management

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — ISA 540 (Revised) sets up
the approaches and makes the
link to ISA 330, which is not
needed in the [draft] ISA for LCE
as requirements relevant to
accounting estimates have been
combined with the requirements
for responding to ROMMs.

The three broad approaches to
auditing accounting estimates
has been covered, modified as
appropriate for the types of
accounting estimates expected in
an audit of an LCE. Furthermore,
paragraph 1.4.7. covers the
auditor designing and performing
procedures in a way that is not
biased towards obtaining audit
evidence that may be
corroborative or towards
excluding audit evidence that is
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Text

ISA ISA for LCE

ISA

ISA for LCE

Comparison

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

bias, and whether the
data is relevant and
reliable in the
circumstances;

(iiiy Whether calculations
are mathematically
accurate and whether
judgements have been
applied consistently; or

(c) Developing an auditor’s
point estimate or range. In
doing so, the auditor shall
determine that the range
includes only amounts
supported by sufficient
appropriate audit evidence
and have been evaluated by
the auditor to be reasonable
in the context of the
circumstances of the entity
and the applicable financial
reporting framework.

1.4.7. Professional skepticism
involves designing and
performing procedures in a
way that is not biased
towards obtaining audit
evidence that may be
corroborative or towards
excluding audit evidence
that is contradictory.

contradictory. Therefore, the
significant aspects of the auditor's
action with respect to accounting
estimates have been retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement in
the context of an audit of an LCE
for the expected types of
accounting estimates.
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | - As required by ISA 330, the auditor | - 1. Istherequirement relevant

Paragraph 19

Responses to
the Assessed
Risks of Material
Misstatement

shall design and perform tests to
obtain sufficient appropriate audit
evidence as to the operating
effectiveness of controls, if:

(@) The auditor's assessment of
risks of material misstatement
at the assertion level includes
an expectation that the
controls are operating
effectively; or

(b) Substantive procedures alone
cannot provide sufficient
appropriate audit evidence at
the assertion level.

In relation to accounting estimates,
the auditor’s tests of such controls
shall be responsive to the reasons
for the assessment given to the
risks of material misstatement. In
designing and performing tests of
controls, the auditor shall obtain
more persuasive audit evidence
the greater the reliance the auditor
places on the effectiveness of a
control.

and appropriate in the
circumstances of an audit of
an LCE?

Yes — However, this requirement
has been addressed more
broadly in the section in “tests of
controls” (paragraphs 7.3.9. —
7.3.12.) because of the nature of
basic accounting estimates in the
context of an LCE engagement.
The significant aspects of auditor
action have been retained.

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Requirements

ISA 540 (Revised)
Paragraph 20
Responses to
the Assessed

Risks of Material
Misstatement

Responding to
Assessed Risks of
Material
Misstatements

Audit Procedures
Responsive to
Assessed Risks of

For a significant risk relating to an
accounting estimate, the auditor’s
further audit procedures shall
include tests of controls in the
current period if the auditor plans
to rely on those controls. When the
approach to a significant risk
consists only of substantive

If the auditor is planning to place
reliance on the effectiveness of
controls, the auditor shall design
and perform tests of controls to
obtain sufficient appropriate audit
evidence as to the operating
effectiveness of such controls. If
the control is over a significant risk,

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes
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ISA ISA for LCE ISA ISA for LCE
Material misstatement | procedures, those procedures the auditor shall test the control in 2. Should / could the requirement
at the Assertion Level | shall include tests of details. the current period. be revised or modified for the
Tests of Control circumstances of an LCE?
Paragraph 7.3.9. Although not explicitly
addressing accounting
estimates, this requirement
broadly covered by the general
requirement at paragraph 7.3.9.
3. Do the changes result in
requirements that still achieve
reasonable assurance?
Requirements | ISA 540 (Revised) | Paragraph 7.4.13.(a) When the auditor’s further audit The auditor’s further audit 1. Istherequirement relevant

Paragraph 21

Responses to
the Assessed
Risks of Material
Misstatement
Obtaining Audit
Evidence from
Events Occurring
up to the Date of
the Auditor’s
Report

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

Accounting Estimates

procedures include obtaining audit
evidence from events occurring up
to the date of the auditor’s report,
the auditor shall evaluate whether
such audit evidence is sufficient
and appropriate to address the
risks of material misstatement
relating to the accounting estimate,
taking into account that changes in
circumstances and other relevant
conditions between the event and
the measurement date may affect
the relevance of such audit
evidence in the context of the
applicable financial reporting
framework.

procedures on an accounting
estimate shall include one or
more of the following
approaches:

(a) Obtaining audit evidence
from events occurring up to
the date of the auditor’s
report. In doing so, the
auditor shall consider any
changes in circumstances
and other relevant
conditions between the
event and the measurement
date that may affect the
relevance of such evidence;

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modifications made to
make appropriate in the context
of an LCE engagement, for
example, with the use of a
bulleted list. The auditor is still
required to consider the
relevance of the evidence.
Significant actions retained.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
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ISA ISA for LCE ISA ISA for LCE
requirement in the context of an
audit of an LCE.
Requirements | ISA 540 (Revised) | Paragraph 7.4.13.(b) When testing how management The auditor’s further audit Is the requirement relevant

Paragraph 22

Responses to
the Assessed
Risks of Material
Misstatement
Testing How
Management
Made the
Accounting
Estimate

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Accounting Estimates

made the accounting estimate, the
auditor’s further audit procedures
shall include procedures, designed
and performed in accordance with
paragraphs 23-26, to obtain
sufficient appropriate audit
evidence regarding the risks of
material misstatement relating to:

(@) The selection and application
of the methods, significant
assumptions and the data
used by management in
making the accounting
estimate; and

(b) How management selected
the point estimate and
developed related disclosures
about estimation uncertainty.

procedures on an accounting
estimate shall include one or
more of the following
approaches:

(b) Testing how management
made the accounting
estimate. In doing so, the
auditor shall consider:

(i) Whether the method
selected is appropriate;

(i) Whether the significant
assumptions and data
are appropriate,
whether the judgments
made in selecting these
give rise to indicators of
possible management
bias, and whether the
data is relevant and
reliable in the
circumstances;

(iii) Whether calculations
are mathematically
accurate and whether
judgements have been
applied consistently; or

(c) Developing an auditor’s
point estimate or range. In
doing so, the auditor shall

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified for the purpose of
drafting the [draft] ISA for LCE
appropriate the nature of
accounting estimates expected
to be found in LCEs by making
the requirements more outcome
based and direct and to apply
drafting principles. Appropriate
aspects of auditor action have
been retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

determine that the range
includes only amounts that
are supported by sufficient
appropriate audit evidence
and have been evaluated by
the auditor to be reasonable
in the context of the
circumstances of the entity
and the applicable financial
reporting framework.

Requirements

ISA 540 (Revised)
Paragraph 23

Responses to
the Assessed
Risks of Material
Misstatement
Methods

Paragraph 7.4.13.(b)

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Accounting Estimates

Paragraph 7.4.7 (a) -
(c).

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

Management Override
of Controls

In applying the requirements of
paragraph 22, with respect to
methods, the auditor’s further audit
procedures shall address:

(@) Whether the method selected
is appropriate in the context of
the applicable financial
reporting framework, and, if
applicable, changes from the
method used in prior periods
are appropriate;

(b) Whether judgments made in
selecting the method give rise
to indicators of possible
management bias;

(c) Whether the calculations are
applied in accordance with the
method and are
mathematically accurate;

(d) When management's
application of the method
involves complex modelling,
whether judgments have been

7.4.13 The auditor’s further audit
procedures on an accounting
estimate shall include one or
more of the following
approaches:

(b) Testing how management
made the accounting
estimate. In doing so, the
auditor shall consider:

(i) Whether the method
selected is appropriate;

(i) Whether the significant
assumptions and data
are appropriate,
whether the judgments
made in selecting these
give rise to indicators of
possible management
bias, and whether the
data is relevant and
reliable in the
circumstances;

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to be more
appropriate in the context of an
audit of an LCE and the nature of
basic accounting estimates by
making the requirements more
outcome based and direct; and
to apply drafting principles.
Appropriate aspects of auditor
action have been retained.

Procedures related to complex
modelling have been excluded
as not expected to be relevant
for an audit of an LCE using the
[draft] ISA for LCE.
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ISA ISA for LCE

ISA

ISA for LCE

Comparison

applied consistently and
whether, when applicable:

(i)  The design of the model
meets the measurement
objective of the
applicable financial
reporting framework, is
appropriate in the
circumstances, and, if
applicable, changes from
the prior period’s model
are appropriate in the
circumstances; and

(i)  Adjustments to the
output of the model are
consistent with the
measurement objective
of the applicable financial
reporting framework and
are appropriate in the
circumstances; and

(e) Whether the integrity of the
significant assumptions and
the data has been maintained
in applying the method.

(iiiy Whether calculations
are mathematically
accurate and whether
judgements have been
applied consistently; or

(c) Developing an auditor’s
point estimate or range. In
doing so, the auditor shall
determine that the range
includes only amounts that
are supported by sufficient
appropriate audit evidence
and have been evaluated by
the auditor to be reasonable
in the context of the
circumstances of the entity
and the applicable financial
reporting framework.

7.4.7 Irrespective of the auditor’s
assessment of the risks of
management override of
controls, the auditor shall design
and perform audit procedures to:

(b) Review accounting estimates
for biases and evaluate
whether the circumstances
producing the bias, if any,
represent a risk of material
misstatement due to fraud,
including:

(i) Evaluate whether the
judgments and
decisions made by

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE and the expect
accounting estimates.
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

management indicate a
possible bias on the part
of the entity’s
management that may
represent a risk of
material misstatement
due to fraud. If so, the
auditor shall reevaluate
the accounting
estimates taken as a
whole; and

(ii) Perform a retrospective
review of management
judgments and
assumptions related to
significant accounting
estimates reflected in
the financial statements
of the prior year.

Requirements

ISA 540 (Revised)
Paragraph 24

Responses to
the Assessed
Risks of Material
Misstatement
Significant
Assumptions

Paragraph 7.4.13.(b)

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Accounting Estimates

In applying the requirements of
paragraph 22, with respect to
significant assumptions, the
auditor’s further audit procedures
shall address:

(@) Whether the significant
assumptions are appropriate
in the context of the applicable
financial reporting framework,
and, if applicable, changes
from prior periods are
appropriate;

(b) Whether judgments made in
selecting the significant

The auditor’s further audit
procedures on an accounting
estimate shall include one or
more of the following
approaches:

(b) Testing how management
made the accounting
estimate. In doing so, the
auditor shall consider:

(i) Whether the method
selected is appropriate;

(i) Whether the significant

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified to be more
appropriate in the context of an
audit of an LCE and the nature of
basic accounting estimates by
making the requirements more
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ISA ISA for LCE ISA ISA for LCE
assumptions give rise to assumptions and data outcome based and direct and to
indicators of possible are appropriate, apply drafting principles.
management bias; whether the judgments Appropriate aspects of auditor
(c) Whether the significant made in selecting these action have been retained.
assumptions are consistent give rise to indicators of
i i ossible management .
with each ot.her and with Eias and Whetger the 3. Do the changes result in
those uged n gther . data’ s relevant and requirements that still achieve
accounting estimates, or with : _ reasonable assurance?
related assumptions used in rgllable in the Yes - expected to deliver a
other areas of the entity’s circumstances; °s - &P
. L . similar outcome as the ISA
business activities, based on (i) Whether calculations . .
- ) requirement in the context of an
the auditor’'s knowledge are mathematically .
. . . audit of an LCE and the
obtained in the audit; and accurate and whether . .
. expected accounting estimates.
(d) When applicable, whether Judggments have been
management has the intent to applied consistently; or
carry out specific courses of
action and has the ability to do
S0.
Requirements | ISA 540 (Revised) | - In applying the requirements of - 1. Istherequirement relevant

Paragraph 25

Responses to
the Assessed
Risks of Material
Misstatement
Data

paragraph 22, with respect to data,
the auditor’s further audit
procedures shall address:

(@ Whether the data is
appropriate in the context of
the applicable financial
reporting framework, and, if
applicable, changes from prior
periods are appropriate;

(b) Whether judgments made in
selecting the data give rise to
indicators of possible
management bias;

and appropriate in the
circumstances of an audit of
an LCE?

Yes - but not included as a
standalone requirement as the
evaluation of the data used in the
estimates is already more
broadly addressed in 7.4.13 (b)
which is outcome focused and
more proportional to the
estimates of an LCE.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?
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ISA ISA for LCE ISA ISA for LCE
(c) Whether the data is relevant -
apd reliable in the 3. Do the changes result in
circumstances; and requirements that still achieve
(d) Whether the data has been reasonable assurance?
appropriately understood or ;
interpreted by management,
including with respect to
contractual terms.
Requirements | ISA 540 (Revised) | - In applying the requirements of - 1. Istherequirement relevant

Paragraph 26

Responses to
the Assessed
Risks of Material
Misstatement
Management’s
Selection of a
Point Estimate
and Related
Disclosures about
Estimation
Uncertainty

paragraph 22, the auditor’s further
audit procedures shall address
whether, in the context of the
applicable financial reporting
framework, management has
taken appropriate steps to:

(@) Understand estimation
uncertainty; and

(b) Address estimation
uncertainty by selecting an
appropriate point estimate
and by developing related
disclosures about estimation
uncertainty.

and appropriate in the
circumstances of an audit of
an LCE?

Yes - but not included as a
standalone requirement as the
estimation uncertainty is already
addressed in 7.4.13 (b) which is
outcome focused and more
proportional to the estimates of
an LCE.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

3. Do the changes resultin

requirements that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | - When, in the auditor’s judgment - 1. Istherequirement relevant

Paragraph 27

Responses to
the Assessed
Risks of Material
Misstatement
Management’s
Selection of a
Point Estimate
and Related
Disclosures about
Estimation
Uncertainty

based on the audit evidence
obtained, management has not
taken appropriate steps to
understand or address estimation
uncertainty, the auditor shall:

(@) Request management to
perform additional procedures
to understand estimation
uncertainty or to address it by
reconsidering the selection of
management'’s point estimate
or considering providing
additional disclosures relating
to the estimation uncertainty,
and evaluate management’s
response(s) in accordance
with paragraph 26;

(b) If the auditor determines that
management’s response to
the auditor’s request does not
sufficiently address estimation
uncertainty, to the extent
practicable, develop an
auditor’s point estimate or
range in accordance with
paragraphs 28-29; and

(c) Evaluate whether a deficiency
in internal control exists and, if
S0, communicate in
accordance with ISA 265.

and appropriate in the
circumstances of an audit of
an LCE?

Yes — but not specifically
addressed in context of types of
basic accounting estimates that
would be found in an audit of an
LCE and not appropriate in the
context of an LCE engagement.

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Agenda Item 2-B(2)
Page 133 of 293




Proportionality of the ISAs to the ISA for LCE (2)

IAASB Main Agenda (June 2021)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | Paragraph 7.4.13.(c) When the auditor develops a point | The auditor’s further audit 1. Istherequirement relevant

Paragraph 28

Responses to
the Assessed
Risks of Material
Misstatement
Developing an
Auditor’s Point
Estimate or Range

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

Accounting Estimates

estimate or range to evaluate
management’s point estimate and
related disclosures about
estimation uncertainty, including
when required by paragraph 27(b),
the auditor’s further audit
procedures shall include
procedures to evaluate whether
the methods, assumptions or data
used are appropriate in the context
of the applicable financial reporting
framework. Regardless of whether
the auditor uses management’s or
the auditor's own methods,
assumptions or data, these further
audit procedures shall be designed
and performed to address the
matters in paragraphs 23-25.

procedures on an accounting

estimate shall include one or

more of the following
approaches: ...

(c) Developing an auditor’s
point estimate or range. In
doing so, the auditor shall
determine that the range
includes only amounts that
are supported by sufficient
appropriate audit evidence
and have been evaluated by
the auditor to be reasonable
in the context of the
circumstances of the entity
and the applicable financial
reporting framework.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified in the context of
an LCE engagement by
removing the complex aspects
related to the audit of accounting
estimates and requirement
forming part of a bulleted list.
Significant aspects of the
requirement in the context of an
audit of an LCE have been
addressed.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE and the
expected accounting estimates.

Requirements

ISA 540 (Revised)
Paragraph 29

Responses to
the Assessed
Risks of Material
Misstatement
Developing an

Paragraph 7.4.13.(c)

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas

If the auditor develops an auditor’s
range, the auditor shall:

(a) Determine that the range
includes only amounts that are
supported by sufficient appropriate
audit evidence and have been
evaluated by the auditor to be

The auditor’s further audit

procedures on an accounting

estimate shall include one or

more of the following

approaches: ...

(c) Developing an auditor’s
point estimate or range. In

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Auditor’s Point
Estimate or Range

Accounting Estimates

Paragraph 7.4.12.

Responding to
Assessed Risks of
Material
Misstatements

Specific Focus Areas
Accounting Estimates

reasonable in the context of the
measurement objectives and other
requirements of the applicable
financial reporting framework; and

(b) Design and perform further
audit procedures to obtain
sufficient appropriate audit
evidence regarding the assessed
risks of material misstatement
relating to the disclosures in the
financial statements that describe
the estimation uncertainty.

doing so, the auditor shall
determine that the range
includes only amounts that
are supported by sufficient
appropriate audit evidence
and have been evaluated by
the auditor to be reasonable
in the context of the
circumstances of the entity
and the applicable financial
reporting framework.

7.4.12. The auditor shall design
and perform further audit
procedures to obtain sufficient
appropriate audit evidence
regarding the assessed risks of
material misstatement at the
assertion level for disclosures
related to an accounting
estimate.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — modified in the context of
an LCE engagement by
removing the complex aspects
related to the audit of accounting
estimates and requirement
forming part of a bulleted list.
Significant aspects of the
requirement in the context of an
audit of an LCE have been
addressed. Disclosures are
addressed in paragraph 7.4.12.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a
similar outcome as the ISA
requirement in the context of an
audit of an LCE and the
expected accounting estimates.

Requirements

ISA 540 (Revised)
Paragraph 30

Responses to
the Assessed
Risks of Material
Misstatement
Other
Considerations
Relating to Audit
Evidence

In obtaining audit evidence
regarding the risks of material
misstatement relating to
accounting estimates, irrespective
of the sources of information to be
used as audit evidence, the auditor
shall comply with the relevant
requirements in ISA 500.

When using the work of a
management’s expert, the
requirements in paragraphs 21-29
of this ISA may assist the auditor in

1. Istherequirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes — but not specifically
covered in the [draft] ISA for LCE
as a separate requirement as
these are already addressed in
their relevant parts as mapped in
this document.
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ISA ISA for LCE ISA ISA for LCE
evaluating the appropriateness of Should / could the requirement
the expert’s work as audit be revised or modified for the
evidence for a relevant assertion in circumstances of an LCE?
accordance with paragraph 8(c) of -
ISA 500. In evaluating the work of .
) Do the changes result in
the management's expert, the . ) .
e requirements that still achieve
nature, timing and extent of the
. reasonable assurance?
further audit procedures are
affected by the auditor’s evaluation -
of the expert’'s competence,
capabilities and objectivity, the
auditor's understanding of the
nature of the work performed by
the expert, and the auditor's
familiarity with the expert’s field of
expertise.

Requirements | ISA 540 (Revised) | Paragraph 7.4.12. The auditor shall design and The auditor shall design and Is the requirement relevant
Paragraph 31 Responding to perform further audit procedures to | perform further audit procedures and appropriate in the
Disclosures Assessed Risks of obtain sufficient appropriate audit | to obtain sufficient appropriate circumstances of an audit of
Related to Material evidence regarding the assessed | audit evidence regarding the an LCE?

. i risks of material misstatement at assessed risks of material
Accounting Misstatement Yes
A o the assertion level for disclosures misstatement at the assertion .
Estimates Specific Focus Areas Should / could the requirement

Accounting Estimates

related to an accounting estimate,
other than those related to
estimation uncertainty addressed
in paragraphs 26(b) and 29(b).

level for disclosures related to an
accounting estimate.

be revised or modified for the
circumstances of an LCE?

Yes — this requirement
addresses disclosures more
broadly (i.e., does not distinguish
estimation uncertainty
specifically). No other significant
aspects changed. All significant
aspects of the requirement
retained.
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ISA ISA for LCE ISA ISA for LCE
Do the changes result in
requirements that still achieve
reasonable assurance?
Yes
Requirements | ISA 540 (Revised) | - The auditor shall evaluate whether | - Is the requirement relevant

Paragraph 32

Indicators of
Possible
Management
Bias

judgments and decisions made by
management in making the
accounting estimates included in
the financial statements, even if
they are individually reasonable,
are indicators of possible
management bias. When
indicators of possible management
bias are identified, the auditor shall
evaluate the implications for the
audit. Where there is intention to
mislead, management bias is
fraudulent in nature.

and appropriate in the
circumstances of an audit of
an LCE?

Yes — but it is not covered as a
standalone requirement as the
evaluation of management bias
and is already included in
paragraphs 7.4.7., 7.4.13 and
8.5.2. In order to keep the
standard succinct, in the context
of an LCE engagement and
taking into account what would
be incorporated in basic
accounting estimates the Task
Force is of the view that this
requirement is already
adequately addressed.

Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in
requirements that still achieve
reasonable assurance?
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | Paragraph 8.5.2.(a)-(c) | In applying ISA 330 to accounting For accounting estimates, the Is the requirement relevant

Paragraph 33

Concluding

estimates, the auditor shall
evaluate, based on the audit

auditor shall evaluate, based on
the audit procedures performed

and appropriate in the
circumstances of an audit of

Overall The Auditor’s . L .
Evaluation Evaluations and Other procedures performed and audit and audit evidence obtained, an LCE?
. - evidence obtained, whether: whether:

Based on Audit Activities to Support _ Yes

Procedures the Auditor’s (@) The assessments of therisks | (a) ~ The assessments of the Should / could the requirement

Performed Conclusion of material misstatement at risks of material be revised or modified for the

Evaluation Required the assertion level remain misstatement at the circumstances of an LCE?
appropriate, including when assertion level remain T
o . . ) . Yes — no madifications to the
indicators of possible appropriate, including when requirement but combined with
management bias have been indicators of possible a?a raph 36(a) and (b) of ISA
identified:; management bias have parag p.
; I 540 (Revised) below.

(b) Management’s decisions been identified; Do the changes result in
relating to the recognition, (b) Management’s decisions re uirementg that still achieve
measurement, presentation about the recognition, regsonable assurance?
and disclosure of these measurement, presentation ’
accounting estimates in the and disclosure of Yes
financial statements are in accounting estimates in the
accordance with the financial statements are
applicable financial reporting reasonable in the context of
framework; and the applicable financial

(c) Sufficient appropriate audit reporting framework; and
evidence has been obtained. | (c) Sufficient appropriate audit

evidence has been
obtained.

Requirements | ISA 540 (Revised) | Paragraph 8.5.5.(a)-(c) | In making the evaluation required The auditor shall conclude whether Is the requirement relevant
Paragraph 34 Concluding by paragraph 33(c), the auditor sufficient appropriate audit and appropriate in the
overall The Auditor's shall take into account all relevant | evidence has been obtained. In circumstances of an audit of
Evaluation Evaluations and Other audit evidence obtained, whether forming an opinion, the auditor an LCE?

Based on Audit Activities to Support corroborative or contradictory. If shall consider all relevant audit Yes
Procedures the Auditor’s pp the auditor is unable to obtain evidence, regardless of whether it Should / could the requirement
. sufficient appropriate audit appears to be corroborative or . - q
Performed Conclusion evidence. the auditor shall be revised or modified for the
i o circumstan f an LCE?
Concluding evaluate the implications for the stances o c
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ISA ISA for LCE ISA ISA for LCE
audit or the auditor’s opinion on contradictory to other information Yes, appropriate for the structure
the financial statements in obtained. of audit for LCE standard this is
accordance with ISA 705 addressed through the broader
(Revised). requirement not specific to
estimates in order to keep the
standard succinct.
Do the changes result in
requirements that still achieve
reasonable assurance?
Requirements | ISA 540 (Revised) | Paragraph 8.5.2.(a) The auditor shall determine For accounting estimates, the Is the requirement relevant
Paragraph 35 Concluding whether the accounting estimates | auditor shall evaluate, based on and appropriate in the
o and related disclosures are the audit procedures performed circumstances of an audit of
Overall The Auditor’s . L :
. . reasonable in the context of the and audit evidence obtained, an LCE?
Evaluation Evaluations and Other applicable financial reportin: whether:
Based on Audit Activities to Support frzzework or are misztatec? ISA : _ Yes
Procedures the Auditor’s 450 rovid’es Uidance on h(.)w the @ In respect of accounting Should / could the requirement
Performed Conclusion P gudan estimates: be revised or modified for the
auditor may distinguish . .
Determining misstatements (whether factual (i) The assessments of the circumstances of an LCE?
. . ' risks of material i i i
Whether the judgmental, or projected) for the > Yes — disclosure requirement is
Accounting auditor's evaluation of the effect of misstatement at the included but is broader. Due to

Estimates are
Reasonable or
Misstated

uncorrected misstatements on the
financial statements.

assertion level remain
appropriate, including
when indicators of
possible management
bias have been
identified;

(i) Management's
decisions relating to the
recognition,
measurement,
presentation and
disclosure of accounting
estimates in the

the nature of basic accounting
estimates and the expected
related disclosures in an LCE, it
is expected that this will be
sufficient. There is still a
requirement to consider
disclosures relating to accounting
estimates

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

financial statements are
reasonable in the
context of the applicable
financial reporting
framework (including for
a fair presentation
framework, whether
disclosures beyond
those that are required
but are necessary to
achieve fair
presentation of the
financial statements as
a whole have been
provided); and

(iii) Sufficient appropriate
audit evidence has
been obtained.

Requirements

ISA 540 (Revised)
Paragraph 36

Overall
Evaluation
Based on Audit
Procedures
Performed

Determining
Whether the
Accounting
Estimates are
Reasonable or
Misstated

Paragraph 8.5.2.(a)
Concluding

The Auditor’'s
Evaluations and Other
Activities to Support
the Auditor’s
Conclusion

In relation to accounting estimates,
the auditor shall evaluate:

(@) Inthe case of a fair
presentation framework,
whether management has
included disclosures, beyond
those specifically required by
the framework, that are
necessary to achieve the fair
presentation of the financial
statements as a whole; or

(b) In the case of a compliance
framework, whether the
disclosures are those that are
necessary for the financial

For accounting estimates, the
auditor shall evaluate, based on
the audit procedures performed
and audit evidence obtained,
whether:

() Inrespect of accounting
estimates:

(i) The assessments of the
risks of material
misstatement at the
assertion level remain
appropriate, including
when indicators of
possible management

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — combined with paragraph
33 above (re fair presentation
and compliance framework).
Broad requirement regarding fair
presentation and compliance
framework has been addressed.
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Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

statements not to be
misleading.

(i)

(i)

bias have been
identified;
Management’s
decisions relating to the
recognition,
measurement,
presentation and
disclosure of accounting
estimates in the
financial statements are
reasonable in the
context of the applicable
financial reporting
framework (including for
a fair presentation
framework, whether
disclosures beyond
those that are required
but are necessary to
achieve fair
presentation of the
financial statements as
a whole have been
provided or for a
compliance framework,
whether disclosures are
those that are
necessary for the
financial statements not
to be misleading); and

Sufficient appropriate
audit evidence has
been obtained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | Paragraph 8.6.1.(k) The auditor shall request written The auditor shall request written Is the requirement relevant
Paragraph 37 Concluding representations from management | representations from and appropriate in the
. . and, when appropriate, those management, who have circumstances of an audit of
Written Written charged with governance about appropriate knowledge of the an LCE?
Representations | Representations g 9 pprop 9 ’

whether the methods, significant
assumptions and the data used in
making the accounting estimates
and the related disclosures are
appropriate to achieve recognition,
measurement or disclosure that is
in accordance with the applicable
financial reporting framework. The
auditor shall also consider the
need to obtain representations
about specific accounting
estimates, including in relation to
the methods, assumptions, or data
used.

matters concerned and
responsibility for the financial
statements and where
appropriate, those charged with
governance about the following
matters:

(k) With regard to accounting
estimates, whether the
methods, significant
assumptions and data used
in making the accounting
estimates and disclosures
are appropriate to achieve
recognition, measurement or
disclosure is in accordance
with the applicable financial
reporting framework.

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — based on the nature of
basic accounting estimates
modifications have been made
as appropriate in the context of
an LCE engagement. Broad
aspects of basic accounting
estimates expected to be found
in an LCE audit have been
covered.

Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 540 (Revised) | Paragraph 7.6.3. In applying ISA 260 (Revised) and | In communicating with Is the requirement relevant

Paragraph 38

Communication
with Those
Charged With
Governance,
Management, or
Other Relevant
Parties

Responding to
Assessed Risks of
Material
Misstatement
Specific
Communication
Requirements

ISA 265, the auditor is required to
communicate with those charged
with governance or management
about certain matters, including
significant qualitative aspects of
the entity’s accounting practices
and significant deficiencies in
internal control, respectively. In
doing so, the auditor shall consider
the matters, if any, to communicate
regarding accounting estimates
and take into account whether the
reasons given to the risks of
material misstatement relate to
estimation uncertainty, or the
effects of complexity, subjectivity
or other inherent risk factors in
making accounting estimates and
related disclosures. In addition, in
certain circumstances, the auditor
is required by law or regulation to
communicate about certain
matters with other relevant parties,
such as regulators or prudential
Supervisors.

management and, where
appropriate, those charged with
governance, the auditor shall
consider if there are any matters to
communicate regarding
accounting estimates, taking into
account whether the reasons given
to the risks of material
misstatement relate to estimation
uncertainty, or the effects of
complexity, subjectivity or other
inherent risk factors in making
accounting estimates and related
disclosures.

and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — based on the nature of
basic accounting estimates and
in the context of and LCE
engagement, modifications have
been made as appropriate. The
wording of the requirement has
also been simplified to apply
drafting principles and improve
readability. Broad aspects of
basic accounting estimates
expected to be found in an LCE
have been covered.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 540 (Revised)
Paragraph 39
Documentation

Paragraph 6.8.1.(f)

Risk Identification
and Assessment
Specific
Documentation
Requirements

Paragraph 7.7.4.

The auditor shall include in the
audit documentation:

(a) Key elements of the auditor’s
understanding of the entity and its
environment, including the entity’s
internal control related to the
entity’s accounting estimates;

6.8.1. In addition to the general
documentation requirements
(Part 2.5) for an audit of an LCE,
the auditor shall include the
following in the audit
documentation:

Is the requirement relevant
and appropriate in the
circumstances of an audit of
an LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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ISA ISA for LCE ISA ISA for LCE
Responding to (b) The linkage of the auditor’s (f) For accounting estimates, Yes — based on the nature of
Assessed Risks of further audit procedures with the key elements of the auditor’s accounting estimates in the
Material assessed risks of material understanding of the context of the [draft] ISA for LCE,
Misstatement misstatement at the assertion accounting estimates, modifications have been made
Specific level, taking into account the including controls as as appropriate. Paragraph 6.8.1.
Documentation reasons (whether related to appropriate, the linkage of also addresses the other aspects
Requirements inherent risk or control risk) given the assessed risks of of the auditor’s understanding
to the assessment of those risks; material misstatements to required to be documented more
(c) The auditor’s response(s) when the auditor’s further broadly. Broad documentation
management has not taken procedures, and any aspects of basic accounting
appropriate steps to understand indicators of management estimates expected to be found
and address estimation bias and how those were in an LCE audit have been
uncertainty; addressed; and covered.
(d) Indicators of possible 3. Do the changes result in
management bias related to 7.7.4 For accounting estimates, requirements that still achieve
accounting estimates, if any, and | the auditor shall include key reasonable assurance?
the auditor’s evaluation of the elements of the auditor’s Yes - expected to deliver a
implications for the audit, as understanding of the accounting similar outcome as the ISA
required by paragraph 32; and estimates, including controls as requirement in the context of an
(e) Significant judgments relating appropriate, the linkage of the audit of an LCE and expected
to the auditor's determination of assessed risks of material accounting estimates
whether the accounting estimates | Misstatements to the auditor's
and related disclosures are further procedures, and any
reasonable in the context of the indicators of management bias
applicable financial reporting and how those were addressed
framework, or are misstated.
ISA 550, Related Parties
Objectives ISA 550 : The objectives of the auditor are: - 1. Is the objective relevant and

Paragraph 9

(a) Irrespective of whether the
applicable financial reporting
framework establishes related
party requirements, to obtain
an understanding of related

appropriate in the
circumstances of an audit of an
LCE?

Yes — but adapted for the [draft]
ISA for LCE which is not
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ISA ISA for LCE

ISA

ISA for LCE

Comparison

party relationships and
transactions sufficient to be
able:

(i)  To recognize fraud risk
factors, if any, arising
from related party
relationships and
transactions that are
relevant to the
identification and
assessment of the risks
of material misstatement
due to fraud; and

(i)  To conclude, based on
the audit evidence
obtained, whether the
financial statements,
insofar as they are
affected by those
relationships and
transactions:

a. Achieve fair
presentation (for fair
presentation
frameworks); or

b. Are not misleading
(for compliance
frameworks); and

(b) In addition, where the
applicable financial reporting
framework establishes related
party requirements, to obtain
sufficient appropriate audit
evidence about whether

presented by topic. Objectives are
provided at a broader level
because each Part covers various
topics within a Part and not all are
addressed within the objective (as
agreed as a principle for
developing the standard). All
relevant requirements for an audit
of an LCE have been included.
ISA 550, Related Parties, is
primarily addressed in Part 1,
Fundamental Concepts and
General Principles, Part 6, Risk
Identification and Assessment, 7,
Responding to Assessed Risks of
Material Misstatements, and 9,
Forming and Opinion and
Reporting, of the [draft] ISA for
LCE.
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Reference & Heading

Text

ISA

ISA for LCE

ISA

ISA for LCE

Comparison

related party relationships and
transactions have been
appropriately identified,
accounted for and disclosed
in the financial statements in
accordance with the
framework.

Requirements

ISA 550
Paragraph 11

Risk Assessment
Procedures and

Paragraph 1.7.1.

Fundamental
Concepts and
General Principles

As part of the risk assessment
procedures and related activities
that ISA 315 (Revised) and ISA
240 require the auditor to perform
during the audit, the auditor shall

During the audit, the auditor shall
remain alert for:

(a) Information about the
entity’'s related parties,

1.

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

Related Related Parties i including circumstances
Activities F;:;T;:;,;ﬁt;e);o;id;res and involving a related Party With | 2. should / could the requirement
. dominant influence; and be revised or modified for the
paragraphs 12-17 to obtain .
. . . . (b) Arrangements or other circumstances of an LCE?
information relevant to identifying information that may indicate o
the risks of material misstatement the existence of related Although not explicitly addressed,
associated with related party T the requirement to obtain
relationships and transactions. party relationships or information about related parties
transactions that is addressed in Part 1.
management has not Paragraphs 7.4.8.-7.4.11. covers
previously identified or the required actions of the auditor
disclosed to the auditor, and in relation to related parties. Do
significant transactions the changes result in the
outside the entity’s normal requirement that still achieve
course of business. reasonable assurance?
Yes — broadly expected to deliver
a similar outcome as the ISA
requirement in the context of an
audit of an LCE
Requirements | ISA 550 Paragraph 5.2.6.(b) The engagement team discussion | The engagement partner and 1. Is therequirement relevant and

Paragraph 12

Understanding the
Entity’s Related

Planning

Planning Activities

that ISA 315 (Revised) and ISA
240 require shall include specific
consideration of the susceptibility

other key engagement team
members shall discuss the
susceptibility of the entity’s

appropriate in the
circumstances of an audit of an
LCE?
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ISA ISA for LCE ISA ISA for LCE
Party Engagement Team of the financial statements to financial statements to material Yes
Relationships and | Discussion material misstatement due to fraud | misstatement, as well as:

Transactions

or error that could result from the
entity’s related party relationships
and transactions.

(b) How and where the entity’s
financial statements may be
susceptible to material
misstatement due to fraud,
including how fraud may
occur, and how fraud or
error could arise from related
party relationships or
transactions.

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

integrity.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modifications to make
appropriate in the context of an
LCE engagement. However, all
aspects of the auditor action are
retained. Engagement Team
discussion requirements from ISA
315 (Revised 2019), ISA 240 and
ISA 550 are combined into one
paragraph.

3. Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements

ISA 550
Paragraph 13

Understanding the
Entity’s Related
Party
Relationships and
Transactions

Paragraph 6.6.1.(e)

Risk Identification
and Assessment
Specific Inquiries of
Management and
Those Charged with
Governance

The auditor shall inquire of
management regarding:

(@) The identity of the entity’s
related parties, including
changes from the prior period;

(b) The nature of the relationships
between the entity and these
related parties; and

(c) Whether the entity entered
into any transactions with
these related parties during
the period and, if so, the type

In designing and performing
procedures to identify and
assess the risks of material
misstatement due to fraud or
error, the auditor shall make
inquiries of management
regarding:

(e) The identity of the entity’s
related parties, including
changes from the prior
period; the nature of the
relationships between the

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes — minor modifications for a
bullet list but all significant
aspects of auditor actions have
been retained.
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ISA ISA for LCE ISA ISA for LCE
and purpose of the entity and these related 3. Do the changes result in
transactions. parties; and whether the requirements that still achieve
entity entered into any reasonable assurance?
transactions with these Yes - expected to deliver a similar
related parties during the outcome as the ISA requirement
period and, if so, the type in the context of an audit of an
and purpose of the LCE
transactions;
Requirements | ISA 550 Paragraph 6.3.14.(f) The auditor shall inquire of The auditor shall identify controls | 1. Is the requirement relevant and

Paragraph 14

Understanding the
Entity’s Related
Party
Relationships and
Transactions

Risk Identification
and Assessment

Understanding
Relevant Aspects of
the Entity

Understanding the
Entity’s Internal
Control System

management and others within the
entity, and perform other risk
assessment procedures
considered appropriate, to obtain
an understanding of the contraols, if
any, that management has
established to:

(a) Identify, account for, and
disclose related party
relationships and transactions
in accordance with the
applicable financial reporting
framework;

(b) Authorize and approve
significant transactions and
arrangements with related
parties; and

(c) Authorize and approve
significant transactions and
arrangements outside the
normal course of business.

that address risks of material
misstatement at the assertion
level as follows:

® Controls, if any, to identify,
account for, and disclose
related party relationships
in accordance with the
applicable financial
reporting framework,
authorize and approve
significant transactions and
relationships with related
parties, and authorize and
approve significant
transactions and
arrangements outside the
normal course of business.

appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Slight modification to make
appropriate to a bullet list and to
the ISA for LCE. However, all
aspects of the auditor action have
been retained.

3. Do the changes result in

requirements that still achieve
reasonable assurance?

Yes
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ISA ISA for LCE ISA ISA for LCE
Requirements | ISA 550 Paragraph 1.7.1. During the audit, the auditor shall During the audit, the auditor shall | 1. Is the requirement relevant and

Paragraph 15
Maintaining
Alertness for
Related Party
Information When
Reviewing
Records or
Documents

Fundamental
Concepts and
General Principles

Related Parties

remain alert, when inspecting
records or documents, for
arrangements or other information
that may indicate the existence of
related party relationships or
transactions that management has
not previously identified or
disclosed to the auditor.

In particular, the auditor shall
inspect the following for indications
of the existence of related party
relationships or transactions that
management has not previously
identified or disclosed to the
auditor:

(&) Bank and legal confirmations
obtained as part of the
auditor's procedures;

(b) Minutes of meetings of
shareholders and of those
charged with governance; and

(c) Such other records or
documents as the auditor
considers necessary in the
circumstances of the entity.

remain alert for:

(a) Information about the
entity’s related parties,
including circumstances
involving a related party with
dominant influence; and

(b) Arrangements or other
information that may
indicate the existence of
related party relationships or
transactions that
management has not
previously identified or
disclosed to the auditor, and
significant transactions
outside the entity’s normal
course of business.

appropriate in the
circumstances of an audit of an
LCE?

Yes.

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Minor modification to make
appropriate to a bullet list for
drafting the ISA for LCE by
modifying the language and
focusing on the outcomes of the
requirement and applying drafting
principles. In making the ISA
appropriate to audits of LCE’s the
balance of this requirement has
not been included because it is
broadly covered by paragraph
7.4.8 and the focus of the ISA for
LCE is to focus on the outcome
(to remain alert when performing
audit procedures and therefore
inspecting records and
documents) rather than detailed
instructions on how an action may
be performed.

Do the changes result in the
requirement that still achieve
reasonable assurance?

Yes, all the broad aspects of the
auditor’s actions have been
retained.
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Requirements | ISA 550 - If the auditor identifies significant - 1. Is therequirement relevant and

Paragraph 16
Maintaining
Alertness for
Related Party
Information When

transactions outside the entity’s
normal course of business when
performing the audit procedures
required by paragraph 15 or
through other audit procedures,
the auditor shall inquire of

appropriate in the
circumstances of an audit of an
LCE?

No — This requirement has not
been explicitly addressed in the

Reviewing [draft] ISA for LCE — in making the
Records or management about: ISA appropriate to audits of LCE’s
Documents (@) The nature of these this requirement has not been
transactions; and included because it is broadly
(b) Whether related parties could covered by paragraph 7.4.8.
be involved. 2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements | ISA 550 Paragraph 7.4.9.(b) The auditor shall share relevant For identified arrangements or 1. Is therequirement relevant and
Paragraph 17 Responding to information obtained about the information that suggests the appropriate in the
Sharing Related Assessed Risks of entity’s related parties with the exist.ence.of related party circumstances of an audit of an
Party Information | M aterial other members of the engagement | relationships or transactlon.s that LCE?
with the Misstatement team. .manz.;lgement.has not previously Yes
Engagement Specific Focus Areas |degt|f|ed or dlsglosed to.the 2. Should / could the requirement

auditor, the auditor shall: . -

Team be revised or modified for the

Related Parties

(b) Promptly communicate the
relevant information to the
other members of the
engagement team;

circumstances of an LCE?

Yes. Modification to make
appropriate to a bullet list and to
the ISA for LCE. However, all
aspects of the auditor action have
been retained.
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Do the changes result in
requirements that still achieve
reasonable assurance?
Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE.

Requirements | ISA 550 Paragraph 6.5.4.(b) In meeting the ISA 315 (Revised) 6.5.4 In exercising professional . Is the requirement relevant and

Paragraph 18

Identification and
Assessment of
the Risks of
Material
Misstatement
Associated with
Related Party
Relationships
and Transactions

Risk Identification
and Assessment

Risk Assessment

Significant Risks

Paragraph 6.5.5.(b)

Risk Identification
and Assessment

Risk Assessment
Significant Risks

requirement to identify and assess
the risks of material misstatement,
the auditor shall identify and
assess the risks of material
misstatement associated with
related party relationships and
transactions and determine
whether any of those risks are
significant risks. In making this
determination, the auditor shall
treat identified significant related
party transactions outside the
entity’s normal course of business
as giving rise to significant risks.

judgment as to which assessed
risks are significant risks, the
auditor shall consider at least the
following:

(b) Whether the risk involves
significant transactions with
related parties.

6.5.5 The auditor shall treat:

(b) Identified significant related
party transactions outside
the entity’s normal course of
business as giving rise to
significant risks.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modification to make
appropriate to a bullet list and to
the ISA for LCE. The broad
requirement to consider whether a
risk related to a related party is a
significant risk is retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 550
Paragraph 19
Identification and
Assessment of
the Risks of
Material
Misstatement

Paragraph 1.7.1.

Fundamental
Concepts and
General Principles

Related Parties

If the auditor identifies fraud risk
factors (including circumstances
relating to the existence of a
related party with dominant
influence) when performing the risk
assessment procedures and
related activities in connection with

During the audit, the auditor shall
remain alert for:

(a) Information about the
entity’'s related parties,
including circumstances
involving a related party with
dominant influence; and

Is the requirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

Associated with
Related Party
Relationships
and Transactions

related parties, the auditor shall
consider such information when
identifying and assessing the risks
of material misstatement due to
fraud in accordance with ISA 240.

(b) Arrangements or other
information that may indicate
the existence of related
party relationships or
transactions that
management has not
previously identified or
disclosed to the auditor, and
significant transactions
outside the entity’s normal
course of business.

2. Should/ could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Modification to make
appropriate to a bullet list and to
the ISA for LCE's structure by
removing reference to the ISA and
modifying the language to apply
drafting principles and improve
readability. The broad
requirement to consider
information relating to related
parties when identifying risks of
material misstatement has been
retained.

3. Do the changes resultin
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 550
Paragraph 20

Responses to
the Risks of
Material
Misstatement
Associated with
Related Party
Relationships
and Transactions

Paragraph 7.4.8.

Responding to
Assessed Risks of
Material
Misstatement

Specific Focus Areas

Related Parties

As part of the ISA 330 requirement
that the auditor respond to
assessed risks, the auditor designs
and performs further audit
procedures to obtain sufficient
appropriate audit evidence about
the assessed risks of material
misstatement associated with
related party relationships and
transactions. These audit
procedures shall include those
required by paragraphs 21-24.

The auditor shall design and
perform further audit procedures to
obtain sufficient appropriate audit
evidence about the assessed risks
of material misstatement
associated with related party
relationships and transactions.

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

Yes

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Yes. Modification to make
appropriate to the nature of the
[draft] ISA for LCE ’s structure by
removing reference to the ISA and
modifying the language to apply
drafting principles and improve
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

readability. However, significant
aspects of the auditor action are
retained. Reference to paragraphs
21-24 of ISA 550 has been
removed.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE

Requirements

ISA 550
Paragraph 21

Identification of
Previously
Unidentified or
Undisclosed
Related Parties or
Significant
Related Party
Transactions

Paragraph 7.4.9.(a)

Responding to
Assessed Risks of
Material
Misstatement
Specific Focus Areas

Related Parties

If the auditor identifies
arrangements or information that
suggests the existence of related
party relationships or transactions
that management has not
previously identified or disclosed to
the auditor, the auditor shall
determine whether the underlying
circumstances confirm the
existence of those relationships or
transactions.

For identified arrangements or
information that suggests the
existence of related party
relationships or transactions that
management has not previously
identified or disclosed to the
auditor, the auditor shall:

(a) Determine whether the
underlying circumstances
confirm the existence of those
relationships or transactions;

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Maodification to make
appropriate to a bullet list.
However, all aspects of the
auditor action have been retained.

Paragraph 7.4.9. of the [draft] ISA
for LCE has combined paragraphs
21-22 of ISA 550.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
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ISA ISA for LCE ISA ISA for LCE
in the context of an audit of an
LCE.
Requirements | ISA 550 Paragraph 7.4.9.(b)-(f) | If the auditor identifies related For identified arrangements or . Is the requirement relevant and

Paragraph 22

Identification of
Previously
Unidentified or
Undisclosed
Related Parties or
Significant
Related Party
Transactions

Responding to
Assessed Risks of
Material
Misstatement
Specific Focus Areas

Related Parties

parties or significant related party
transactions that management has
not previously identified or
disclosed to the auditor, the auditor
shall:

(@ Promptly communicate the
relevant information to the
other members of the
engagement team;

(b) Where the applicable financial
reporting framework
establishes related party
requirements:

() Request management to
identify all transactions
with the newly identified
related parties for the
auditor’s further
evaluation; and

(i)  Inquire as to why the
entity’s controls over
related party
relationships and
transactions failed to
enable the identification
or disclosure of the
related party
relationships or
transactions;

information that suggests the
existence of related party
relationships or transactions that
management has not previously
identified or disclosed to the
auditor, the auditor shall:

(b) Promptly communicate the
relevant information to the
other members of the
engagement team;

(c) Where the applicable financial
reporting framework
establishes related party
requirements:

(). Request management to
identify all transactions
with the newly identified
related parties for the
auditor’s further
evaluation;

(ii). Inquire as to why the
entity’s controls over
related party
relationships and
transactions failed to
enable the identification
or disclosure of the
related party

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Slight modifications to make
appropriate to a bullet list.
However, all aspects of the
auditor action have been retained.

Paragraph 7.4.9. of the [draft] ISA
for LCE has combined paragraphs
21-22 of ISA 550.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
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ISA ISA for LCE ISA ISA for LCE

(c) Perform appropriate relationships or
substantive audit procedures transactions;
relatipg to such newly (d) Perform appropriate
@enpﬁed related parties or substantive audit procedures
S|gn|f|ca.nt related party for such newly identified
transactions; related parties or significant

(d) Reconsider the risk that other related party transactions;
related parties or sign.ificant (e) Reconsider the risk that other
relgted party transactions may related parties or significant
exist thaF management has related party transactions may
not previously identified or exist that management has
disclosed to .the audltor, and not previously identified or
perform additional audit disclosed to the auditor, and
procedures as necessary; and perform additional audit

(e) If the non-disclosure by procedures as necessary; and
management appears () If the non-disclosure by
intentional (and therefore management appears
indicative of a risk of material intentional (and therefore
misstatement due to fraud), indicative of a risk of material
evaluate the implications for misstatement due to fraud),
the audit. evaluate the implications for

the audit.

Requirements | ISA 550 Paragraph 7.4.10. For identified significant related For significant related party 1. Is therequirement relevant and
Paragraph 23 Responding to party transactions outside the transactions outside of the entity’s appropriate in the
Identified Assessed Risks of entity’s normal course of business, | normal course of business the circumstances of an audit of an

o i the auditor shall: auditor shall inspect the underlyin LCE?
Significant Material P ying c

Related Party
Transactions
outside the
Entity’s Normal
Course of
Business

Misstatement
Specific Focus Areas

Related Parties

(@) Inspect the underlying
contracts or agreements, if
any, and evaluate whether:

(i)  The business rationale
(or lack thereof) of the
transactions suggests
that they may have been

contracts or agreements, if any,
and evaluate whether:

(a) The business rationale (or lack
thereof) of the transactions
suggests that they may have
been entered into to engage
in fraudulent financial

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Madification to the language
in the requirement to apply
drafting principles and improve its
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ISA ISA for LCE ISA ISA for LCE
entered into to engage in reporting or to conceal readability. All aspects of the
fraudulent financial misappropriation of assets; auditor action are retained.
reporting or to conceal (b) The terms of transactions are Paragraph 23(b) of ISA 550 has
misappropriation of consistent with management's been omitted as an LCE often has
assets; explanations; and less formal internal control
i i structures and so the evidence
W The terms of the (c) The transactions have been that transactions have been
transactions are appropriately accounted for . )
consistent with and disclosed in accordance appropriately authorized or
) . ) ) . approved may not be as relevant .
management's with the applicable financial PP Y
explanations; and reporting framework. Do the changes result in
(i) The transactions have requirements that still achieve
been appropriately reasonable assurance?
accounted for and Yes - expected to deliver a similar
disclosed in accordance outcome as the ISA requirement
with the applicable in the context of an audit of an
financial reporting LCE
framework; and
(b) Obtain audit evidence that the
transactions have been
appropriately authorized and
approved.
Requirements | ISA 550 Paragraph 7.4.11. If management has made an If management has made an Is the requirement relevant and

Paragraph 24

Assertions That
Related Party
Transactions
Were Conducted
on Terms
Equivalent to
Those Prevailing
in an Arm’s
Length
Transaction

Responding to

Assessed Risks of

Material
Misstatement

Specific Focus Areas

Related Parties

assertion in the financial
statements to the effect that a
related party transaction was
conducted on terms equivalent to
those prevailing in an arm’s length
transaction, the auditor shall obtain
sufficient appropriate audit
evidence about the assertion.

assertion in the financial
statements to the effect that a
related party transaction was
conducted on terms equivalent to
those prevailing in an arm’s length
transaction, the auditor shall obtain
sufficient appropriate audit
evidence about the assertion.

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

No

Do the changes result in
requirements that still achieve
reasonable assurance?
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Requirements | ISA 550 Paragraph 9.2.3. and In forming an opinion on the 9.2.3 The auditor shall evaluate 1. Istherequirement relevant and

Paragraph 25

Evaluation of the
Accounting for
and Disclosure

9.2.4.(d)
Forming an Opinion
and Reporting

Forming an Opinion on

financial statements in accordance
with ISA 700 (Revised), the auditor
shall evaluate:

(&) Whether the identified related

whether the financial statements
are prepared, in all material
respects, in accordance with the
requirements of the applicable
financial reporting framework

appropriate in the
circumstances of an audit of an
LCE?

Yes

of Identified the Financial party relationships and oluding consideration of the 2. Should / could the requirement
Related Party Statements transactions have been ualitati?/e aspects of the entity's be revised or modified for the
Relationships appropriately accounted for q . pect ) Y circumstances of an LCE?
and Transactions and disclosed in accordance | &ccounting practices, including e
with the applicable financial indicators of possible bias in Yes. qulflcatlon to make
reporting framework; and management’s judgments. appropriate to the ISA for LCE. All
’ 9.2.4 In performing the broad aspects of the auditor
(b) Whether the effects of the e;/ailuaticr))n n aragra 923 action have been retained or are
related party relationships and : paragraph 9.2.2., covered broadly. Requirements
transactions: the auditor shall evaluate, in view .
of the anplicable financial relating to matters that cause the
(i) Prevent the financial re ortinppframework' financial statements to be
statements from P 9 ' misleading under a compliance
achieving fair framework are addressed at 9.3.4.
presentat?on (for fair (d) Whether the idgntified related | 3 pg the ch anges result in
presentation party relationships and requirements that still achieve
frameworks); or transactions have been reasonable assurance?
i ] ; ropriatel nted for . _
(i)  Cause the financial af:szsteii?r/];fi?;clios(aei i(r)1 : Yes - expected to deliver a similar
statements to be zccor dance with the outcome as the ISA requirement
misleading (for ; T ) in the context of an audit of an
compliance frameworks). applicable financial reporting LCE
framework; '
Requirements | ISA 550 Paragraph 8.6.1.(g) Where the applicable financial The auditor shall request written 1. Is therequirement relevant and
Paragraph 26 and (h) reporting framework establishes representations from appropriate in the
Written Concluding related party requirements, the management, who have circumstances of an audit of an
Representations | Written auditor shall obtain written appropriate knowledge of the LCE?

Representations

representations from management

matters concerned and
responsibility for the financial

Yes
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ISA ISA for LCE ISA ISA for LCE
and, where appropriate, those statements and where 2. Should/ could the requirement
charged with governance that: appropriate, those charged with be revised or modified for the
(8) They have disclosed to the governance about the following circumstances of an LCE?
auditor the identity of the matters: Yes — very minor modifications to
entity’s related partiesand all | ... include in a bullet list, but all
the related party relationships (g) That they have disclosed to significant aspects of the auditor
and transactions of which they the auditor the identity of the action have been retained.
are aware; and entity’s related parties and 3. Do the changes result in
(b) They have appropriately all the related party requirements that still achieve
accounted for and disclosed relationships and reasonable assurance?
such relationships and transactions of which it is Yes
transactions in accordance aware;
with the requirements of the (h) That they have appropriately
framework. accounted for and disclosed
related party relationships
and transactions in
accordance with the
requirements of the financial
reporting framework;
Requirements | ISA 550 Paragraph 8.8.3. Unless all of those charged with The auditor shall communicate to | 1. Is the requirement relevant and
Paragraph 27 Concluding governance are involved in those charged with governance appropriate in the
L o managing the entity, the auditor significant matters arising during circumstances of an audit of an
Communication Specific . ) o . .
) L shall communicate with those the audit in connection with the LCE?
with Those Communication ) . .
. . charged with governance entity’s related parties. Yes
Charged with Requirements s L .
significant matters arising during .
Governance L . ’ 2. Should / could the requirement
the audit in connection with the . .
entitv's related parties be revised or modified for the
ty P ' circumstances of an LCE?
Yes. Slight modification to make it
appropriate to the ISA for LCE by
modifying the sentence structure
to apply drafting principles and
improve readability All aspects of
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ISA

ISA for LCE

ISA

ISA for LCE

Comparison

the auditor action have been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Requirements

ISA 550
Paragraph 28
Documentation

Paragraph 6.8.1.(b)
Risk Identification
and Assessment
Specific
Documentation
Requirements

The auditor shall include in the
audit documentation the names of
the identified related parties and
the nature of the related party
relationships.

In addition to the general
documentation requirements (Part
2.5.) for an audit engagement, the
auditor shall include the following
in the audit documentation:

(b) The names of the identified
related parties (including
changes from prior period),
the nature of the related
party relationships, and
whether the entity entered
into any transactions with
these related parties during
the period and, if so, the
type and purpose of the
transactions;

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Slight modification to make it
appropriate in the context of an
LCE engagement. All aspects of
the auditor action have been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes

Application
Material

ISA 550
Paragraph 2

With Paragraph 1.7.1.

Fundamental
Concepts and
General Principles

Related Parties

Many related party transactions
occur in the normal course of
business. In such circumstances,
they may carry no higher risk of
material misstatement of the
financial statements than similar
transactions with unrelated
parties. However, the nature of
related party relationships and
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ISA ISA for LCE ISA ISA for LCE

transactions may, in some
circumstances, give rise to
higher risks of material
misstatement of the financial
statements than transactions
with unrelated parties.

The auditor has a responsibility
to perform audit procedures to
identify, assess and respond to
the risks of material
misstatement arising from the
entity’s failure to appropriately
account for or disclose related
party relationships, transactions
or balances in accordance with
the requirements of the
framework, regardless of
whether the applicable financial
reporting framework has
established specific accounting
or disclosure requirements for
related party information.

ISA 560, Subsequent Events ‘

Objectives ISA 560 : The objectives of the auditor are: - 1. Is the objective relevant and
Paragraph 4 (@) To obtain sufficient appropriate appropriate in the

audit evidence about whether circumstances of an audit of an
events occurring between the LCE?
date of the financial Yes — but adapted for the [draft] ISA
statements and the date of for LCE which is not presented by
the auditor’s report that topic. Objectives are provided at a
require adjustment of, or broader level because each Part
disclosure in, the financial covers various topics within a Part
statements are appropriately and not all are addressed within the
reflected in those financial objective (as agreed as a principle
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ISA ISA for LCE ISA ISA for LCE
statements in accordance for developing the standard). All
with the applicable financial relevant requirements for an audit
reporting framework; and of an LCE have been included. ISA
(b) To respond appropriately to 560, Subsequent Events, is
facts that become known to addressed in Part 8, Concluding, of
the auditor after the date of the [draft] ISA for LCE.
the auditor’s report, that, had
they been known to the
auditor at that date, may have
caused the auditor to amend
the auditor’s report.
Requirements | ISA 560 Paragraph 8.4.1. The auditor shall perform audit The auditor shall perform audit . Is the requirement relevant and
Paragraph 6 Concluding procedures designed to obtain procedures designed to obtain appropriate in the
Events Subsequent Events sufﬁment appropriate audit . sufﬁuent appropriate audit circumstances of an audit of an
Oceurring evidence that all events occurring evidence that all events LCE?

between the Date
of the Financial
Statements and
the Date of the
Auditor’s Report

between the date of the financial
statements and the date of the
auditor’s report that require
adjustment of, or disclosure in, the
financial statements have been
identified. The auditor is not,
however, expected to perform
additional audit procedures on
matters to which previously applied
audit procedures have provided
satisfactory conclusions.

occurring between the date of
the financial statements and the
date of the auditor’s report that
require adjustment of, or
disclosure in, the financial

statements have been identified.

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement in the [draft]
ISA for LCE focuses on the “what”
is required and retains the action
required by the auditor.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes - expected to deliver a similar
outcome as the ISA requirement
in the context of an audit of an
LCE
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Requirements | ISA 560 Paragraph 8.4.2. The auditor shall perform the The auditor shall perform 1. Is therequirement relevant and
Paragraph 7 Concluding procedures required by paragraph | procedures to cover the period appropriate in the
Events Subsequent Events 6 so that they cover the period from the date of the financial circumstances of an audit of an
Oceurring q from the date of the financial statements to the date of the LCE?

between the Date
of the Financial
Statements and
the Date of the
Auditor’s Report

statements to the date of the
auditor’s report, or as near as
practicable thereto. The auditor
shall take into account the auditor’s
risk assessment in determining the
nature and extent of such audit
procedures, which shall include the
following:

(a) Obtaining an understanding of
any procedures management
has established to ensure that
subsequent events are
identified.

(b) Inquiring of management and,
where appropriate, those
charged with governance as
to whether any subsequent
events have occurred which
might affect the financial
statements.

(c) Reading minutes, if any, of the
meetings of the entity’s
owners, management and
those charged with
governance that have been
held after the date of the
financial statements and
inquiring about matters
discussed at any such

auditor’s report, or as near as
practicable thereto, including:

(a) Obtaining an understanding
of any procedures
management has
established to ensure that
subsequent events are
identified.

(b) Inquire of management, and
where appropriate, those
charged with governance, as
to whether any subsequent
events have occurred that
may affect the financial
statements.

(c) Reading minutes of
meetings held after the
balance sheet date and
inquiring about matters
discussed at any such
meetings for which minutes
are not yet available.

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. The requirement has been
adapted to the [draft] ISA for LCE.
Paragraph 7(d) of ISA 560 has not
been addressed in the [draft] ISA
for LCE as it is unlikely that an
LCE will issue interim financial
statements. All aspects that are
likely in an audit of an have been
retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes, all significant aspects that
are likely in an audit of an LCE
have been retained.
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meetings for which minutes
are not yet available.
(d) Reading the entity’s latest
subsequent interim financial
statements, if any.
Requirements | ISA 560 Paragraph 8.4.3. If, as a result of the procedures If the auditor has identified . Is the requirement relevant and
Paragraph 8 Concluding performed as required by events that require adjustment to appropriate in the
Events Subsequent Events .paragraphs 6 and 7, the gudltor comply Wlth. the gntlty3 . circumstances of an audit of an
Oceurring identifies events that require applicable financial reporting LCE?

between the Date
of the Financial
Statements and
the Date of the
Auditor’s Report

adjustment of, or disclosure in, the
financial statements, the auditor
shall determine whether each such
event is appropriately reflected in
those financial statements in
accordance with the applicable
financial reporting framework.

framework, the auditor shall
determine whether each such
event is appropriately reflected in
the financial statements.

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Minor modification to make it
appropriate to the ISA for LCE. All
aspects of the auditor action have
been retained.

Do the changes result in
requirements that still achieve
reasonable assurance?

Yes — all significant aspects of the
requirement have been retained.

Requirements

ISA 560
Paragraph 9

Written
Representations

Paragraph 8.6.1.(l)
Concluding

Written
Representations

The auditor shall request
management and, where
appropriate, those charged with
governance, to provide a written
representation in accordance with
ISA 580 that all events occurring
subsequent to the date of the
financial statements and for which
the applicable financial reporting

The auditor shall request written
representations from
management, who have
appropriate knowledge of the
matters concerned and
responsibility for the financial
statements and where
appropriate, those charged with

. Is the requirement relevant and

appropriate in the
circumstances of an audit of an
LCE?

Yes

Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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framework requires adjustment or | governance about the following Yes. Minor modification to make it
disclosure have been adjusted or matters: appropriate to the ISA for LCE
disclosed. and a bullet list. All aspects of the
. auditor action have been retained.
() That all events occurring .
subsequent to date of the 3. Do the changes result in
financial statements and for requirements that still achieve
which the applicable reasonable assurance?
financial reporting Yes — all significant aspects of the
framework requires requirement have been retained.
adjustment or disclosure
have been adjusted or
disclosed;
Requirements | ISA 560 Paragraph 8.4.4. The auditor has no obligation to The auditor has no obligation to 1. Istherequirement relevant and
Paragraph 10 Concluding perform any audit procedures perform any audit procedures appropriate in the
Facts Which Subsequent Events regarding the financial statements | regarding the financial circumstances of an audit of an

Become Known
to the Auditor
after the Date of
the Auditor’s
Report but
before the Date
the Financial
Statements Are
Issued

after the date of the auditor’s
report. However, if, after the date
of the auditor’s report but before
the date the financial statements
are issued, a fact becomes known
to the auditor that, had it been
known to the auditor at the date of
the auditor’s report, may have
caused the auditor to amend the
auditor’s report, the auditor shall:

(a) Discuss the matter with
management and, where
appropriate, those charged
with governance;

(b) Determine whether the
financial statements need
amendment and, if so,

statements after the date of the
auditor’s report or after the
financial statements have been
issued. However, if the auditor
becomes aware of facts or
events that, had it been known to
the auditor at the date of the
auditor’s report, may have
caused the auditor to amend the
auditor’s report, the auditor shall
discuss with management, and
where appropriate, those
charged with governance, and
determine whether the financial
statements need amendment:

(a) After the date of the
auditor’s report but before

LCE?
Yes

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

Yes. Minor modification to the
language in the requirement to
make it appropriate to the ISA for
LCE structure as a bulleted list.
All aspects of the auditor action
have been retained.

Paragraph 8.4.4. combines
paragraph 10 and 14 of ISA 560.
Paragraph 8.4.4. addresses
broadly if there is anything after the
date of the financial statements or
after the financial statements are

Agenda Item 2-B(2)
Page 164 of 293




IAASB Main Agenda (June 2021)

Proportionality of the ISAs to the ISA for LCE (2)

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE
(c) Inquire how management the financial statements are issued and requires action if
intends to address the matter issued, or something is identified.
in the financial statements. (b) After the financial 3. Do the changes result in
statements have been requirements that still achieve
issued. reasonable assurance?
Yes, the significant aspects of the
requirement have been retained.
Requirements | ISA 560 - If management amends the - 1. Is therequirement relevant and
Paragraph 11 financial statements, the auditor appropriate in the
. shall: circumstances of an audit of an
Facts Which

Become Known
to the Auditor
after the Date of
the Auditor’s
Report but
before the Date
the Financial
Statements Are

(@) Carry out the audit procedures
necessary in the
circumstances on the
amendment.

(b) Unless the circumstances in
paragraph 12 apply:
() Extend the audit
procedures referred to in

LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE - in making changes for the
purpose of a succinct ISA for
LCE, this requirement is likely
unusual and has therefore not
been covered.

Issued paragraphs 6 and 7 to 2. Should /could the requirement
the date of the new be revised or modified for the
auditor’s report; and circumstances of an LCE?

(i) Provide a new auditor's -
report on the amended 3. Do the changes result in the
financial statements. The requirement that still achieve
new auditor’s report shall reasonable assurance?
not be dated earlier than
the date of approval of
the amended financial
statements.
Requirements | ISA 560 - Where law, regulation or the - 1. Is therequirement relevant and

Paragraph 12

financial reporting framework does
not prohibit management from
restricting the amendment of the

appropriate in the
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Facts Which financial statements to the effects circumstances of an audit of an

Become Known
to the Auditor
after the Date of
the Auditor’s
Report but
before the Date
the Financial
Statements Are
Issued

of the subsequent event or events
causing that amendment and
those responsible for approving
the financial statements are not
prohibited from restricting their
approval to that amendment, the
auditor is permitted to restrict the
audit procedures on subsequent
events required in paragraph
11(b)(i) to that amendment. In
such cases, the auditor shall
either:

(@ Amend the auditor’s report to
include an additional date
restricted to that amendment
that thereby indicates that the
auditor's procedures on
subsequent events are
restricted solely to the
amendment of the financial
statements described in the
relevant note to the financial
statements; or (Ref: Para.
A13)

(b) Provide a new or amended
auditor’s report that includes a
statement in an Emphasis of
Matter paragraph or Other
Matter paragraph that
conveys that the auditor’s
procedures on subsequent
events are restricted solely to
the amendment of the
financial statements as

LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE - in making changes for the
purpose of a succinct ISA for
LCE, and based on the profile of
what constitutes an LCE for the
purposes of the [draft] ISA for
LCE, it is not expected that this
would be a common occurrence
and therefore not included.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?
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described in the relevant note
to the financial statements.
Requirements | ISA 560 - In some jurisdictions, management | - 1. Is therequirement relevant and
Paragraph 13 may not be required by law, appropriate in the
Facts Which regulation or the financial reporting circumstances of an audit of an

Become Known
to the Auditor
after the Date of
the Auditor’s
Report but
before the Date
the Financial
Statements Are
Issued

framework to issue amended
financial statements and,
accordingly, the auditor need not
provide an amended or new
auditor’s report. However, if
management does not amend the
financial statements in
circumstances where the auditor
believes they need to be
amended, then:

(a) If the auditor’s report has not
yet been provided to the
entity, the auditor shall modify
the opinion as required by ISA
705 (Revised) and then
provide the auditor’s report; or

(b) If the auditor’s report has
already been provided to the
entity, the auditor shall notify
management and, unless all
of those charged with
governance are involved in
managing the entity, those
charged with governance, not
to issue the financial
statements to third parties
before the necessary
amendments have been
made. If the financial

LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE - in making changes for the
purpose of a succinct ISA for
LCE, and based on the profile of
what constitutes an LCE for the
purposes of the ISA for LCE, it is
not expected that this would be a
common occurrence. and
therefore not included in the [draft]
ISA for LCE.

Should / could the requirement

be revised or modified for the
circumstances of an LCE?

Do the changes result in the
requirement that still achieve
reasonable assurance?
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statements are nevertheless
subsequently issued without
the necessary amendments,
the auditor shall take
appropriate action to seek to
prevent reliance on the
auditor’s report.
Requirements | ISA 560 Paragraph 8.4.4.(b) After the financial statements have | The auditor has no obligation to 1. Is therequirement relevant and
Paragraph 14 Concluding been issued, the auditor has no perform any audit procedures appropriate in the
Facts Which Subsequent Events obligation to perform any audit regarding the financial statements circumstances of an audit of an

Become Known
to the Auditor

procedures regarding such
financial statements. However, if,
after the financial statements have

after the date of the auditor’s report
or after the financial statements
have been issued. However, if the

LCE?
Yes

after the . . 2. Should / could the requirement
. . been issued, a fact becomes auditor becomes aware of facts or . -
Financial . . be revised or modified for the
known to the auditor that, had it events that may have an effect on .
Statements Have . . circumstances of an LCE?
Been Issued been known to the auditor at the the auditor’s report: o _
date of the auditor's report, may Yes. Modifications to make it
have caused the auditor to amend b After the financial appropriate to the [draft] ISA for
the auditor's report, the auditor (b) After the financia LCE. Al significant aspects of the
shall statements have been auditor action have been retained.
issued, .
(@) Discuss the matter with . . Paragraph 8.4.4. combines
management and, where the auditor shall discuss the paragraph 10 and 14 of ISA 560.
. ' matter with management and .
appropriate, those charged . 3. Do the changes result in
. those charged with governance . . .
with governance; X . requirements that still achieve
where applicable, determine ”
(b) Determine whether the whether the financial statements reasonable assurances
financial statements need need amendment and inquire Yes, the significant aspects of the
amendment; and, if so, how management intends to auditor action have been retained.
(c) Inquire how management address the amendment needed.
intends to address the matter
in the financial statements.
Requirements | ISA 560 - If management amends the - 1. Is therequirement relevant and

Paragraph 15

financial statements, the auditor
shall:

appropriate in the
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Facts Which (@) Carry out the audit procedures circumstances of an audit of an

Become Known
to the Auditor
after the
Financial
Statements Have
Been Issued

necessary in the
circumstances on the
amendment.

(b) Review the steps taken by
management to ensure that
anyone in receipt of the
previously issued financial
statements together with the
auditor’s report thereon is
informed of the situation.

(c) Unless the circumstances in
paragraph 12 apply:

() Extend the audit
procedures referred to in
paragraphs 6 and 7 to
the date of the new
auditor’s report, and date
the new auditor’s report
no earlier than the date of
approval of the amended
financial statements; and

(i) Provide a new auditor's
report on the amended
financial statements.

(d) When the circumstances in
paragraph 12 apply, amend
the auditor’s report, or provide
a new auditor’s report as
required by paragraph 12.

LCE?

No. In the audit of a less complex
entity, it is unlikely that
amendments will be required to the
financial statements after the
financial statements have been
issued, which would necessitate a
new auditor’s report being issued
therefore requirement has not been
included.

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements

ISA 560 i
Paragraph 16

The auditor shall include in the
new or amended auditor’s report
an Emphasis of Matter paragraph

1. Is therequirement relevant and
appropriate in the
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Facts Which or Other Matter paragraph circumstances of an audit of an

Become Known
to the Auditor
after the
Financial
Statements Have
Been Issued

referring to a note to the financial
statements that more extensively
discusses the reason for the
amendment of the previously
issued financial statements and to
the earlier report provided by the
auditor.

LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE - in making changes for the
purpose of a succinct ISA for
LCE, this requirement is likely not
common therefore has not been
included.

2. Should / could the requirement

be revised or modified for the
circumstances of an LCE?

3. Do the changes result in the
requirement that still achieve
reasonable assurance?

Requirements

ISA 560
Paragraph 17

Facts Which
Become Known
to the Auditor
after the
Financial
Statements Have
Been Issued

If management does not take the
necessary steps to ensure that
anyone in receipt of the previously
issued financial statements is
informed of the situation and does
not amend the financial statements
in circumstances where the auditor
believes they need to be

amended, the auditor shall notify
management and, unless all of
those charged with governance
are involved in managing the
entity, those charged with
governance, that the auditor will
seek to prevent future reliance on
the auditor’s report. If, despite such

1. Is therequirement relevant and
appropriate in the
circumstances of an audit of an
LCE?

This requirement has not been
addressed in the [draft] ISA for
LCE - in making changes for the
purpose of a succinct [draft] ISA
for LCE, this requirement is likely
not regular and so has not been
covered.

2. Should / could the requirement
be revised or modified for the
circumstances of an LCE?
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Objectives

ISA 570 (Revised)
Paragraph 9

Subsequent Events

Paragraph 7.1.1.(c)

Responding to
Assessed Risks of
Material
Misstatement

Objectives

The objectives of the auditor are:

(@) To obtain sufficient
appropriate audit evidence
regarding, and conclude on,
the appropriateness of
management’s use of the
going concern basis of

Section Reference & Heading Text Comparison
ISA ISA for LCE ISA ISA for LCE

notification, management or those 3. Do the changes result in the
charged with governance do not requirement that still achieve
take these necessary steps, the reasonable assurance?
auditor shall take appropriate ,
action to seek to prevent reliance
on the auditor’s report.

Application ISA 560 With Part 8.4. - Financial statements may be Essential Explanatory Material

Material Paragraph 2 Concluding affected by certain events that

occur after the date of the
financial statements. Many
financial reporting frameworks
specifically refer to such events.
Such financial reporting
frameworks ordinarily identify two
types of events:

(@) Those that provide evidence
of conditions that existed at
the date of the financial
statements; and

(b) Those that provide evidence
of conditions that arose after
the date of the financial
statements.

ISA 570 (Revised), Going Concern ‘

7.1.1 The objectives of the
auditor are to:

(c) Obtain sufficient appropriate
audit evidence regarding
management’s use of the

1. Is the objective relevant and
appropriate in the
circumstances of an audit of an
LCE?

ISA 570 (Revised), Going
Concern, is primarily a