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EXPLANATORY MEMORANDUM 

Introduction 
This memorandum provides some background to, and explanation of, the proposed “International 
Framework for Assurance Engagements” and International Standard on Assurance Engagements 
(ISAE) 2000 “Assurance Engagements on Subject Matters Other Than Historical Financial 
Information,” which have been approved for exposure by the International Auditing and Assurance 
Standards Board (IAASB).  It is proposed that these documents will replace ISAE 100 “Assurance 
Engagements” and that ISA 120 “Framework of International Standards on Auditing” will be 
withdrawn. 

Currently, the IAASB literature establishes basic principles and essential procedures for: 

(a) Both the audit and review of historical financial information; and  

(b) What ISAE 100 terms “high level” assurance engagements on subject matters other than 
historical financial information. 

It does not however establish basic principles and essential procedures for what ISAE 100 terms 
“moderate level” assurance engagements.  An objective of this proposal is to establish basic 
principles and essential procedures for all assurance engagements. 

Background 
In August 1997, the International Auditing Practices Committee (IAPC) (predecessor to the IAASB) 
issued an Exposure Draft “Reporting on the Credibility of Information.” This initiative recognized 
the increasing demand for information on a broad range of subject matters to meet the needs of 
decision-makers, and the consequent need in both the private and public sectors for services that 
enhance the credibility of that information. The Exposure Draft introduced the concept of a 
continuum of levels of assurance that could be provided, with the level of assurance provided in a 
particular engagement being dependent upon the interrelationship of four variables: 

(a) Subject matter; 

(b) Criteria; 

(c) Nature, timing, and extent of procedures; and 

(d) Quantity and quality of evidence available. 
 
The IAPC received strong support for the aims of the 1997 Exposure Draft. The vast majority of 
respondents agreed with the concept of a continuum of levels of assurance. However, many 
respondents believed that the concept would be difficult to apply in practice, and in particular that it 
would be difficult to ensure that any report would convey the level of assurance with the necessary 
precision. 

In order to address the concerns expressed by respondents, the IAPC concluded that significant 
changes needed to be made to the 1997 Exposure Draft and, as a result, issued a second Exposure 
Draft “Assurance Engagements,” in March 1999. This Exposure Draft retained the concept of the 
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continuum, but restricted the levels of assurance being provided to two levels: a high level and a 
moderate level. 

The responses to the 1999 Exposure Draft continued to support the underlying concepts in the 
document. There was agreement on how the concepts would be applied to assurance engagements 
intended to provide a high level of assurance. However, there was disagreement as to how the 
concepts would be applied to assurance engagements intended to provide a moderate level of 
assurance. A number of respondents believed that the model did not provide sufficient guidance, as it 
did not explain adequately the interaction of the variables and how they result in a moderate level of 
assurance. In addition, there was no consensus on how the moderate level of assurance is best 
communicated. Two alternative models for the moderate level of assurance were identified: one 
based on the interaction of the variables and the other based on work effort. 

In June 2000, the IAPC issued ISAE 100 “Assurance Engagements,” taking into account the 
comments received on the 1999 Exposure Draft. In view of the support that the framework received, 
and the fact that there was agreement on the requirements for a high level assurance engagement, 
ISAE 100 provides a framework for all assurance engagements – both moderate level and high level 
assurance engagements – and establishes basic principles and essential procedures for the 
performance of engagements intended to provide a high level of assurance. In view of the lack of 
agreement on a Standard for engagements intended to provide a moderate level of assurance 
however, the IAPC decided not to publish such a Standard at that time. 

During 2001, IAPC commissioned research from an international consortium of academics.  The 
research comprised: 

(a) A survey of practitioners in 12 countries, asking them to provide example moderate assurance 
reports, and to complete a questionnaire about those reports and about other aspects of moderate 
assurance; 

(b) A survey of the national institutes in each of those 12 countries, including questions about 
national standards, regulations, practices etc.; and 

(c) A literature review, covering not only literature from the accounting/auditing field, but also 
relevant literature from other disciplines. 

The researcher’s findings were published in 2002 in the monograph “Determination and 
Communication of Levels of Assurance Other Than High,” which is available on the IAASB’s 
website at www.iaasb.org. 

The Current Exposure Draft 
Structure 
As explained in the IAASB’s November 2002 Exposure Draft “Proposed Terms of Reference, 
Preface to the International Standards on Quality Control, Auditing, Assurance and Related Services 
and Operations Policy No 1 – Bold Type Lettering,” the IAASB intends to restructure its Auditing 
and Assurance Handbook.  As part of that restructure, the current ISAE 100 will be split into 2 
documents: 

(a) “International Framework for Assurance Engagements” (the Framework), the purpose of which 
is to define and describe the elements of an assurance engagement, and identify those 
engagements to which International Standards on Auditing (ISAs) and International Standards 
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on Assurance Engagements (ISAEs) apply.  It provides a frame of reference for professional 
accountants in public practice (practitioners) and others involved with assurance engagements, 
such as those engaging a practitioner, and for the development by the IAASB of ISAs for audits 
and reviews of historical financial information, and ISAEs for assurance engagements on other 
subject matters. 

(b) ISAE 2000 “Assurance Engagements on Subject Matters Other Than Historical Financial 
Information,” the purpose of which is to establish basic principles and essential procedures for, 
and provide guidance to, practitioners for the performance of assurance engagements on subject 
matters other than historical financial information, which are covered by ISAs, where no 
specific ISAE(s) exists. 

The November 2002 Exposure Draft also noted the IAASB’s intention to create a further document 
called ISA 100 “Audits and Reviews of Historical Financial Information,” comprising a merged and 
revised ISA 120 “Framework of International Standards on Auditing,” and ISA 200 “Objective and 
General Principles Governing an Audit of Financial Statements.”  Apart from the changes to ISA 200 
that are currently on exposure as part of the October 2002 Exposure Draft “Audit Risk,” and the 
addition of the current ISA 120.19,1 the IAASB does not intend to make further changes to ISA 200 
before re-designating it as ISA 100 “Audits and Reviews of Historical Financial Information.”  When 
this happens and the revisions to ISAE 100 as exposed herein are finalized, the existing ISA 120 will 
be withdrawn without replacement.  

“Work Effort” Versus “Interaction of Variables” 
As indicated above, the main issue outstanding when ISAE 100 was issued in June 2000 related to 
differences between the interaction of the variables view and the work effort view.  The rationale for 
each of these views is described in a report published with ISAE 100 (available at www.iaasb.org).   

The approach adopted in the Exposure Draft has elements of both the work effort view and the 
interaction of variables view but is not predicated solely on either of these two views.  For example, 
the form of expression to be used in the practitioner’s conclusion in an assurance report will be 
determined by the level of evidence gathering procedures performed, but the assurance report will 
also need to disclose characteristics of the subject matter when they are relevant to the assurance 
obtained.   

The significant characteristics of the approach adopted with respect to each of the four variables 
previously identified are outlined below. 

(a) Nature, timing, and extent of evidence gathering procedures: The Exposure Draft recognizes 
that variations in the nature, timing and extent of evidence gathering procedures will affect the 
assurance obtained by the practitioner.  It also recognizes that in theory, it may be possible to 
have infinite variations in the nature, timing and extent of evidence gathering procedures, but 
that in practice, it is not ordinarily possible to communicate fine gradations in a clear and 
unambiguous manner.  Therefore, the Exposure Draft establishes that in any assurance 
engagement, the practitioner reports in the form appropriate to one of only two distinct levels of 
evidence gathering procedures, which are called for ease of reference: an audit-level and a 
review-level.  The major differences between an audit-level engagement and a review-level 
engagement are outlined in the appendix to the Framework.  
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(b) Subject matter:  The Exposure Draft requires the subject matter of an assurance engagement to 
be identifiable, capable of consistent evaluation or measurement against identified, suitable 
criteria, and in a form that can be subjected to procedures for gathering evidence to support that 
evaluation or measurement.  It also recognizes that variations in the characteristics of the subject 
matter will affect the quantity and quality of evidence available and the assurance obtained by 
the practitioner.  The Exposure Draft therefore establishes that relevant characteristics of the 
subject matter, such as the extent to which it is: qualitative versus quantitative, objective versus 
subjective and historical versus prospective, are to be described in the assurance report, 
regardless of whether an audit-level engagement or a review-level engagement is performed. 

(c) Criteria:  The IAASB has taken the position in the Exposure Draft that variations in criteria will 
not affect the assurance obtained by the practitioner.  Rather, the Exposure Draft establishes that 
for all assurance engagements, criteria need to be suitable to enable reasonably consistent 
evaluation or measurement of the subject matter within the context of professional judgment.  
An implication of this approach is that the test for suitability of criteria is the same for both 
audit-level engagements and review-level engagements.  Therefore, if particular criteria are not 
suitable for an audit-level engagement they will not be suitable for a review-level engagement. 

(d) Quantity and quality of evidence available:  As noted in the discussion of “subject matter” in (b) 
above, characteristics of the subject matter affect the quantity and quality of evidence available. 
The Exposure Draft also notes that limitations on the quantity and quality of evidence available 
due to the particular circumstances of the engagement other than the characteristics of the 
subject matter can be a variable, i.e. the particular circumstances of an engagement may 
occasionally make it possible to express an unqualified review-level conclusion but not an 
unqualified audit-level conclusion.  In circumstance such as these, the practitioner needs to 
consider whether it is appropriate to provide a review-level conclusion. More commonly 
however, a limitation in the quantity and quality of evidence that is not related to the 
characteristics of the subject matter will result in a qualified assurance report at either the audit-
level or the review-level (or withdrawal from the engagement).   

“Level(s) of Assurance” 
This Exposure Draft does not use the term “level(s) of assurance.”  As noted above, it does however 
establish that practitioners report in the form appropriate to one of only two distinct levels of 
evidence gathering procedures: an audit-level and a review-level.  While it is accepted that each of 
these levels of evidence gathering procedures will, all else remaining equal, produce a different level 
of assurance, using the term “level(s) of assurance” tends to: 

• Overemphasize the relative importance of the quantitative aspects of that assurance rather than 
aspects of its nature, both of which are affected by the variables mentioned above; and 

• Invite oversimplification of the complex relationships that exist among these variables.   

For example, it is not helpful to attempt to equate or compare the “level of assurance” for two 
engagements that are distinguished by both: 

• Totally different subject matters, one being highly quantitative but entirely future oriented and the 
other being highly qualitative but entirely historical; and 

• Totally different procedures, possibly in terms of both timing and extent, as well as nature. 
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Similarly, the Exposure Draft does not use the terms “high assurance” and “moderate assurance,” but 
rather, “reasonable assurance” and “limited assurance.”   

Terminology 
The terminology in both the Framework and ISAE 2000 has been amended to consistently refer to the 
fact that practitioners obtain assurance and provide a conclusion that conveys that assurance.  This 
terminology recognizes the substance and reality of how assurance engagements add value to 
information and that the assurance a user takes from a practitioner’s assurance report may be different 
from the assurance the practitioner obtains from the evidence gathering processes that represent the 
essence of what a practitioner does to reach a conclusion.  Existing ISAs will also be amended in 
future to consistently adopt this terminology. 

Written Reports 
The current ISAE 100 allows for assurance reports to be oral or symbolic.  The Exposure Draft 
requires that all assurance reports be issued in writing.  This is done to avoid misunderstandings that 
could result from oral and other forms of expressing conclusions without the support of a written 
report. 

Definition of “Assurance Engagement”  
While the current version of ISAE 100 lists elements that should be found in any “assurance 
engagement,” it does not provide a definition of the term.  The Exposure Draft proposes a concise 
definition, which includes all the essential characteristics that make an engagement an assurance 
engagement.  Other characteristics not included in the definition, e.g. sufficient appropriate evidence, 
are required for engagements that display the essential characteristics included in the definition. 
 

Liaison with the IFAC Ethics Committee 
The IAASB is liaising with the IFAC Ethics Committee about the implications of the Exposure Draft 
for the IFAC “Code of Ethics for Professional Accountants” (the Code).  Adoption of this Exposure 
Draft would result in the need for conforming changes to the Code to recognize: 

• Amendments to paragraphs 8.3 to 8.6 of the Code since these words are taken from ISAE 100. 

• Removal of references to “high level” and “moderate level” of assurance. 

• Potential additions to the Code regarding assurance engagements performed by professional 
accountants not in public practice (footnote 1 in the proposed Framework); and practitioner 
association with a subject matter (paragraph 49 of the proposed Framework). 

It is anticipated that conforming changes to the Code will be issued concurrently with the final 
IAASB pronouncements. 
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