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Recommendations and Questions for the Board

Question No. Question for the Board

Question 1 AUASB are requested to provide any fatal flaw comments into Proposed ISSA 5000 —
refer paragraphs 3-5 below.

Question 2 AUASB members are requested to provide input into potential domestic guidance on
elements of ISSA 5000 — refer paragraph 6 below.

Question 3 AUASB members are requested to provide any comments to be considered by the ATG

as it relates to outreach on Proposed ISSA 5000 in the second half of 2023 — refer
paragraphs 7-8 below.

Question 4 Does the AUASB support an out of session vote mid-August 2023 to issue Proposed
ISSA 5000 in Australia — refer paragraph 10 below?

Background and Previous Discussions on Topic

1. In drafting ISSA 5000, the IAASB has focused on several priority areas as agreed by the IAASB in
their project proposal. These are the areas of greatest challenge in sustainability assurance
engagements as identified from the IAASB’s information-gathering activities and stakeholder

outreach.
The difference in work effort » ISSA 5000 clearly distinguishes between Limited Assurance
between limited and and Reasonable Assurance, particularly in relation to the
reasonable assurance, including practitioner's work effort for risk identification and
sufficiency of evidence. assessment and responses to those risks.

» ISSA 5000 "signposts" certain requirements that are
presented side-by-side in a table format to highlight the
differences between Limited Assurance and Reasonable
Assurance.
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The suitability of the reporting
criteria, including addressing
concepts such as “double
materiality.”

» The preconditions for acceptance or continuance of a
sustainability assurance engagement include that the
criteria to be used are suitable and will be available to the
intended users. Guidance is provided on the characteristics
of suitable criteria.

» ISSA 5000 recognises that criteria established by a
Reporting Framework, may refer to double materiality -
financial materiality as well as impact materiality. The
concept of double materiality will be emphasised in parts
of the proposed standard

The scope of the assurance
engagement

ISSA 5000 requires an evaluation of the appropriateness of
the:

»  Scope of sustainability information to be reported (in
view of the requirements of the reporting framework);
and

»  Scope of the engagement (the extent of sustainability
information subject to assurance)

Fundamental to these evaluations are that the entity has a
reasonable basis for reporting the information and that the
engagement has a rational purpose.

Evidence, including the
reliability of information and
what constitutes sufficient
appropriate evidence

ISSA 5000 incorporates recent thinking on evidence from the
IAASB’s exposure draft on revisions to ISA 500'. Additionally,
ISSA 5000 will incorporate thinking from the revised ISA 5402,

The entity’s system of internal
control and its impact on the
ability of the practitioner to
obtain sufficient appropriate
evidence.

ISSA 5000 requires an understanding of the entity’s control
environment for Limited Assurance (some components of the
environment) and for Reasonable Assurance (more focus on
control activities and monitoring of the system of internal
control).

ISSA 5000 acknowledges in the guidance material the maturity
of the entity’s processes and controls.

Materiality in the context of the
assurance engagement,
including materiality in the
context of narrative and
qualitative information.

ISSA 5000 recognises that professional judgments about
materiality are not affected by the level of assurance.

The proposed standard provides qualitative and quantitative
factors to consider when setting materiality and when
evaluating identified misstatements in concluding whether a
material misstatement exists.

Proposed ISA 500 Audit Evidence
2 ISA 540 Auditing Accounting Estimates and Related Disclosures

Page 2 of 4



AUASB Agenda Paper

There are additional challenge areas which the IAASB has sought to include in this overarching
standard. These challenges were raised by stakeholders, including Australian stakeholders, during
the IAASB'’s information gathering and research activities and include use of experts, estimates
including forward looking information and other information.

Experts and other practitioners | ISSA 5000 clarifies which individuals form part of the
engagement team and addresses the circumstances in which
work of another practitioner that has already been performed
for a different purpose can be used for purposes of the
assurance engagement. The thinking in ISSA 5000 is aligned to
the newly revised ISA 220°.

A practitioner’s external expert is not part of the engagement
team. Accordingly, to be able to use the work of a
practitioner’s external expert, proposed ISSA 5000 requires
the engagement team to be sufficiently involved in the work
to be performed by such expert and brings in the concepts
from ISA 620%

Estimates including forward ISSA 5000 incorporates thinking on estimates from ISAE 3410
looking updated with reference to the revised ISA 540°.
Other Information Reflecting that the market is expecting reasonable assurance

on sustainability reporting to be comparable to audits of
financial statements, ISA 720° has been used as the basis in
drafting the requirements for the practitioner’s
responsibilities in relation to Other Information.

There are no required procedures on Other Information
available after the date of the assurance report reflecting that
many sustainability assurance engagements may be narrow in
scope, and the other information may be voluminous.

Matters for Discussion and ATG Recommendations

Input into Proposed ISSA 5000

3.

A link to the requirements of ISSA 5000 is provided [here]; a link to the application material of ISSA
5000 is provided [here]

Proposed ISSA 5000 will be voted out for exposure at the upcoming June 2023 IAASB meeting.
While at this stage of the project it is unlikely that significant changes will be made to the Proposed
standard, AUASB members are requested to provide any Fatal Flaw type comments.

It is expected to take approximately 1 year from exposure draft date to finalisation of the standard,
so there is significant time for stakeholder feedback to be received and incorporated into the final
standard.

o 0~ w

ISA 220 Quality Management for an Audit of Financial Statements and Other Historical Financial Information
ISA 620 Using the Work of an Auditor’s Expert

ISA 540 Auditing Accounting Estimates and Related Disclosures

ISA 720 The Auditor’s Responsibilities Relating to Other Information
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Domestic guidance

6.

Considering the priority areas identified internationally and domestically and as referred to in
paragraphs 1 and 2 above, AUASB members are asked to provide input into aspects of Proposed
ISSA 5000 that may require additional guidance to operationalise the standard. AUASB members
are requested to provide input into how such guidance could be developed and the form that it
may take including whether such guidance should be incorporated into the Proposed ISSA 5000
(refer paragraph 5 above) or whether it is best suited to be tackled domestically.

Outreach plan

7.

A detailed outreach plan on ISSA 5000 will be prepared and shared with the AUASB. Outreach will
include communications regarding the released of the standard, online education, and physical
roundtables. Outreach will be targeted at government, users, preparers, regulators, standard
setters, practitioners (both accounting and non-accounting), professional bodies and academics.

An Australian roundtable, being led by Chair of the ISSA 5000 Taskforce, is expected to occur in
October 2023, details are still be formulated. It is expected that the Chair of the ISSA 5000
Taskforce will also be involved in other outreach sessions in Australia, details are still to be
formulated.

Next steps/Way Forward

9.

10.

11.

The targeted date for approval of Proposed ISSA 5000 by the IAASB is 28 June 2023, with the
expected publish date of 1 August 2023 for a 120-day exposure period. It is expected that the ATG
would seek to release the Australian exposure draft by mid-August 2023.

The AUASB was provided a full draft of ISSA 5000 at the March 2023 AUASB meeting and again now
for the June 2023 meeting. While there will be changes made to the Proposed ISSA 5000 at the
upcoming June IAASB meeting, the ATG do not expect these changes to be substantive in nature
and consider that the overall project objectives will not change. Additionally, the ATG does not
expect there to be any Australian specific considerations and that releasing this exposure draft in
Australia, will be a wraparound of ISSA 5000 with no additional Australian specific content. To
affect this release, the ATG proposes an out of session vote via email correspondence in mid-
August 2023.

Submissions will be due to the IAASB at the beginning of December 2023, so the ATG may need to
consider the timing of an AUASB meeting to discuss the AUASB submission to the IAASB.
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Question No.

Question for the Board

ATG Recommendation Overview

Question 1 From a global perspective, does the The ATG does not consider there are any
AUASB have any comments on updated fatal flaws in proposed LCE Authority, and
Authority of the ISA for Audits of LCE’s as supports the narrow scope of the
contained in Appendix 1 to this Agenda Authority as currently drafted.
P??ﬁr Td a;m;tlme(i in paragraph 4 to 7 The ATG however will seek clarity of
ot this Agenda Faper: paragraph A2 of the Authority and the
implications for use of Service
Organisations.
Question 2 From an Australian perspective and as Refer to paragraphs 10 — 12 of this Agenda

outlined in paragraphs 9 — 12 of this
Agenda Paper, preliminary AUASB views
are sought in terms of potential adoption
of this Standard in Australia including
views on:

. Restrictions as a result of Laws or
Regulations

° Modifications to PIE

° Quantitative criteria

Paper.

The preliminary views of the AUASB are
sought on this matter. The ATG will
conduct further discussion and
consultation with the Regulators to obtain
their positions on this matter before the
IAASB are likely to approve the LCE
standard in September 2023.

Background and Previous Discussions on Topic

1. In July 2021, the IAASB issued the Exposure Draft on Auditing of Financial Statements of Less
Complex entities. The AUASB’s response, compiled after extensive consultation, supported the
concept of the IAASB developing a standalone standard targeted at LCE audits. However, in its
current form, the AUASB considered that the proposed standard would add to the audit
expectation gap, with users perceiving that the proposed standard results in a less robust audit,
reduced audit effort and consequently an inappropriate expectation of reduced audit fees. The
main concerns expressed by the AUASB were:

(a)  Perception that the proposed standard is a lesser quality or scaled down audit product,
especially if the use of the proposed ED-ISA for LCE Standard needs to be explicitly identified
in the auditor’s report;

(b)  Expectation of reduced work effort being applied than would be expected under the full suite
of ISAs, despite the proposed level of assurance being the same; and

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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(c)  Perception that regulators may not accept the use of this proposed standard on audits which
are required by local statutory or regulatory requirements.

In January 2024 based on stakeholder feedback to the initial Exposure Draft, the IAASB exposed a
new Part 10 to the proposed standard, dealing with Group Audits. At its May 2023 meeting the
AUASB approved a written response to this Exposure Draft supporting the IAASB’s proposals to
include group audits into the scope of the LCE standard, but not supporting the proposal to scope
out group audits when a component auditor is used. The IAASB has yet to analyse responses to this
Exposure Draft and this is expected to be discussed at a mid-quarter IAASB call in August 2023.

Matters for Discussion and ATG Recommendations

3.

The Proposed LCE standard has been substantively updated by the IAASB, with a possible date to
release the revised standard being September 2023. Whilst a full copy of the current version of the
proposed LCE standard has been included as a reference for AUASB members in the Supplementary
Board papers at Agenda Item 5.1, he ATG requests that the AUASB focuses on 2 areas at the June
2023 AUASB meeting:

(a) Issues related to the development of the global standard (refer paragraphs 4-7 of this
agenda paper); and

(b) Domestic Australian considerations related to the potential application of the LCE standard
in our jurisdiction (refer paragraphs 9-12 of this agenda paper).

Issues related to the development of the global standard

Authority of the Standard

4.

Overall, the intent of the IAASB is to significantly narrow the usage of the proposed standard and
the Authority of the standard has been designed as such. The Authority to the standard (Appendix
1 to this Agenda ltem) deals with 3 distinct areas:

(a) Specific prohibitions (paragraph Al of Appendix 1): essentially listed entities, PIE or where
law or regulation prohibits.

(b) Qualitative characteristics (paragraph A2-A3 of Appendix 1): intended to be considered
both individually and in combination —the ATG specifically draws the AUASB’s attention to
paragraph 5 below.

(c) Quantitative characteristics (paragraph A4 of Appendix 1): to be determined locally but
with the intent of the IAASB clearly outlined.

Paragraph A2 of the Authority notes that the ISA for LCE does not include any requirements
addressing ““The auditor’s use of a report on the description, design, or operating effectiveness of
controls at a service organization (i.e., a type 1 or type 2 report), as an auditor of a typical LCE
would ordinarily not need to rely on such a report.” The Task Force decided not to include
requirements related to the reports on the description, design, or operating effectiveness of
controls at a service organisation (i.e., type 1 or type 2 reports) in the ISA for LCE. The Task Force
remained of the view that type 1 or type 2 reports are not often used as audit evidence to support
the auditor’s understanding of the design and implementation of controls at the service
organisation for an LCE audit. It is noted that the auditor may obtain a copy of the type 1 or 2
report and use it for its general understanding of the entity but that these reports are not often
used as audit evidence (i.e., relied upon). This insert into Paragraph A2 will be discussed at the
upcoming June 2023 IAASB meeting.

Impacting the decision made regarding requirements related to service organisation reports is the
ability to refer to the ISAs or create modules which was discussed at the June 2022 IAASB meeting,
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and it was decided that the ISA for LCE should be a stand-alone standard. The issues paper being
presented to the IAASB at June 2023 notes that “the Task Force is of the view that it is not
appropriate to allow for the use of ISAs or to create modules”. However, seemingly contradictory
to this is that paragraph P.1B from the standard notes the following: When an audit engagement
is undertaken using this standard, the International Standards on Auditing do not apply to the
engagement. They may, however, provide additional guidance in relation to an audit performed in
accordance with the ISA for LCE. The ATG will seek clarity on this area noting that it not only
impacts requirements around service organisations, but for the LCE audit in general.

Other than the potential implications of the matter described in paragraph 5 and 6 above, the ATG
does not consider there are any fatal flaws in proposed LCE Authority and supports the narrow
scope of the Authority as currently drafted. From a global perspective, does the AUASB have any
comments on updated Authority of the ISA for Audits of LCE’s as contained in Appendix 1 to this
Agenda Paper and as outlined in paragraph 4 to 7 of this Agenda Paper?

Other matter for AUASB information

8.

Refer perception issue as noted in paragraph 1(a) of this agenda item, the auditor’s report will still
reference the ISA for LCE standard based on stakeholder feedback, regulator concerns and overall
transparency. At the time of our outreach, our stakeholders had mixed views about the approach
taken in ED-ISA for LCE Standard with regard to auditor reporting requirements (that is a statement
that the audit was conducted under the ISA for LCE). However, there was a clear consensus that
including the requirement in the proposed standard that the auditor’s report state that the audit
was conducted under a separate LCE standard means users of the auditor’s report may perceive
that the separate standard results in a lower level of assurance, a less robust audit approach and
reduced audit effort. In turn this raised concerns about the use of the LCE standard resulting in an
unintended expectation of reduced audit fees.

Domestic Australian Considerations

9.

From an Australian perspective, the AUASB will need to determine whether the proposed standard
will be adopted in Australia and if so, what amendments to the Authority may be required. The
AUASB's preliminary views are sought on these matters.

Potential local amendments to the Authority of the Standard

10.

11.

The specific prohibitions to use the standard include where law or regulation prohibits or where
the entity is a Public Interest Entity (PIE).

(a) Currently Australian law (including the Corporations Act and the ACNC Act) states that
where an audit is required, it is to be conducted under the AUASB standards. So, if the LCE
standard was adopted in Australia, there is currently no law or regulation that would
prohibit the use of the LCE Standard. Australian Regulators (for example ASIC or the ACNC)
may consider whether they would impose any regulations on the usage of this standard.
The ATG will conduct further discussion and consultation with the Regulators to obtain their
positions on this matter before the IAASB are likely to approve the LCE standard in
September 2023.

(b) Currently the APESB definition of a PIE is wider than that contained within Al(c) of the
proposed standard, so the ATG recommends that the Authority will need to be amended for
Australian purposes to align with the APESB’s PIE definition in APES 110.

Other than the matter of service organisations referred to in paragraph 5 above, which may need
to be revised, the ATG does not consider any amendments to the Qualitative characteristics of the
Authority are necessary for local purposes. The qualitative characteristics are based on the
auditor’s professional judgement and should not be different across different jurisdictions.
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12.

13.

The Quantitative aspects of the Authority of the LCE standard in Australia would need to be
determined by the AUASB. The ATG suggests that well established reporting thresholds are used
rather than establishing a new set of criteria. There are various options available for consideration:.
To align with local public accountability reporting requirements the ATG recommends the
application of the existing Corporations Act large/small company threshold as the most appropriate
base for our local LCE standard Authority.

This matter will require careful consideration as the current Australian ‘large/small company’
thresholds are larger than the IAASB’s ‘thinking’ as included in A4 of the Authority (NB: the
guidelines included in the Authority of the proposed IAASB standard are not prescriptive, it is
indicative thinking only).

From an Australian perspective, preliminary AUASB views are sought in terms of adoption of this
Standard in Australia including views on each of these matters:

. Restrictions as a result of Laws or Regulations
° Modifications to PIE

. Quantitative criteria

Next steps/Way Forward

14.

15.

The ATG expects finalisation of the LCE Standard at the September 2023 IAASB meeting. After
approval by the IAASB, PIOB approval will be sought. The ATG expects the final standard to be
issued in Q4 2023. At this time, the AUASB will consider the adoption of the standard within
Australia.

The ATG recommends outreach on any proposed amendments to the Authority of the LCE standard
and that an Australian amended authority is exposed within Australia for public comment.

Materials Presented

Agenda Item Description

5.1 (*SP) Clean — Proposed ISA LCE

*SP: AUASB Supplementary Papers Pack

For example, AASB Tier 1 and 2; ACNC thresholds
A company is considered a Large Proprietary Company if:

the consolidated revenue for the financial year of the company and any entities it controls is $50 million or more

the value of the consolidated gross assets at the end of the financial year of the company and any entities it controls is $25 million or more,
and

the company and any entities it controls have 100 or more employees at the end of the financial year.
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APPENDIX 1

Authority of the ISA for Audits of Financial Statements of Less Complex Entities

Content shaded in grey is not proposed for discussion with the Board at this time.

Content of this Part

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

The ISA for LCE is designed to enable the achievement of the overall objectives of the
auditor, given the typical nature and circumstances of an LCE. There are limitations to the
use of the ISA for LCE, which are designated into three categories, including specific
prohibitions, qualitative characteristics, and quantitative thresholds. Part A also describes
the responsibilities for legislative or regulatory authorities or relevant local bodies with
standard-setting authority to support the appropriate use of this standard. For the purposes
of this Part, the use of “LCE” or “entity” also refers to a group (i.e., where the audit is an
audit of group financial statements).®

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

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

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

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

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

° Quantitative thresholds to be determined by legislative or regulatory authorities or
relevant local bodies with standard-setting authority in each jurisdiction.

3 A “group” is a reporting entity for which group financial statements are prepared and “group financial statements” are financial statements that
include the financial information of more than one entity or business unit through a consolidation process. The term “consolidation process” as
used in the ISA for LCE is not intended to have the same meaning as “consolidation” or “consolidated financial statements” as defined or
described in financial reporting frameworks. Rather, the term “consolidation process” refers more broadly to the process used to prepare group
financial statements. The Glossary (Appendix 1) describes the meanings attributed to certain terms for the purpose of the ISA for LCE, including
the meaning of group and group financial statements.
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In determining the appropriate use of the ISA for LCE, all three categories are to be
considered.

Specific Prohibitions

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

prohibited.

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

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

(b) The entity is a listed entity.

(c) The entity falls into one of the following classes:

(i)  An entity one of whose main functions is to take deposits from the public;

(ii)  An entity one of whose main functions is to provide insurance to the public; or
(iii) A class of entities where use of the ISA for LCE is prohibited for that specific class
of entity by a legislative or regulatory authority or relevant local body with

standard-setting authority in the jurisdiction.

[(d) The audit is an audit of group financial statements (group audit) and:

(i)  Any of the group’s individual entities or business units meet the criteria as
described in paragraph A.1.(b) or A.1.(c); or

(ii) Component auditors are involved, except when the component auditor’s
involvement is limited to circumstances in which a physical presence is needed
for a specific audit procedure for the group audit (e.g., attending a physical
inventory count or inspecting physical assets).]

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

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

those business units have characteristics such as separate locations, separate management,
separate general ledger and the financial information is aggregated in preparing the single
legal entity’s financial statements, such financial statements meet the definition of group
financial statements because they include the financial information of more than one entity
or business unit through a consolidation process.

In some cases, a single legal entity may configure its information system to capture financial
information for more than one product or service line for legal or regulatory reporting or
other management purposes. In these circumstances, the entity’s financial statements are
not group financial statements because there is no aggregation of the financial information
of more than one entity or business unit through a consolidation process. Further, capturing
separate information (e.g., in a sub-ledger) for legal or regulatory reporting or other
management purposes does not create separate entities or business units (e.g., divisions) for
purposes of this ISA for LCE.

Component Auditors

A component auditor is an auditor who performs audit work related to a component? for
purposes of the group audit. A component auditor is a part of the engagement team for a
group audit.

4 A component is an entity, business unit, function or business activity, or some combination thereof, determined by the auditor responsible for the
group audit for the purposes of planning and performing audit procedures in a group audit.
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A.2.

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

When the auditor responsible for the group audit performs audit procedures related to a
component, the auditor is not considered a component auditor.

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

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

Qualitative Characteristics

A.3.

The requirements in this ISA for LCE have been designed to be proportionate to the typical

nature and circumstance of an audit of an LCE.

The ISA for LCE has not been designed to address:

o Complex matters or circumstances relating to the nature and extent of the entity’s
business activities, operations and related transactions and events relevant to the
preparation of the financial statements.

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

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

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

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

. The auditor’s use of a report on the description, design, or operating effectiveness of controls at
a service organization (i.e., atype 1 or type 2 report), as an auditor of a typical LCE would ordinarily
not need to rely on such a report.

The following list describes characteristics of a typical LCE for the purpose of determining the

appropriate use of the ISA for LCE. The list is not exhaustive nor intended to be absolute, and

other relevant matters may also need to be considered. Each of the qualitative
characteristics may on its own not be sufficient to determine whether the ISA for LCE is
appropriate or not in the circumstances. Therefore, the matters described in the list are
intended to be considered both individually and in combination. For the purpose of group
audits, these considerations shall apply to both the group and each of its individual entities
and business units.
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Business Activities, The entity’s business activities, business model or the industry in
Business Model & which the entity operates do not give rise to significant pervasive
Industry business risks.

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

The entity’s transactions result from few lines of business or
revenue streams.

Organizational The organizational structure is relatively straightforward, with few
Structure and Size reporting lines or levels and a small key management team (e.g.,
5 individuals or less).

Ownership Structure The entity’s ownership structure is straightforward and there is
clear transparency of ownership and control, such that all
individual owners and beneficial owners are known.

Nature of Finance The entity has a centralized finance function, including centralized
Function activities related to financial reporting.

There are few employees involved in financial reporting roles
(e.g., 5 individuals or less).

Information Technology | The IT environment of the entity, including its IT applications and
(IT) IT processes, is straightforward.

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

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

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

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

Accounting Estimates
The entity’s financial statements ordinarily do not include

accounting estimates that involve the use of complex methods or
models, assumptions or data.
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[Additional Characteristics Relevant for Group Audits

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

Group Structure and The group has few entities or business units (e.g., 5 or less).
Activities
Group entities or business units are limited to few jurisdictions
(e.g., 3 orless).

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

Consolidation Process The group has a simple consolidation process. For example:

° Financial information of all entities or business units has
been prepared in accordance with the same accounting
policies applied to the group financial statements;

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

° There are no sub-consolidations; and

° Intercompany, or other consolidation adjustments are not
complex.]

Notwithstanding that professional judgment is applied in determining whether this standard
is appropriate to use, if there is uncertainty about whether an audit meets the criteria as set
out in this Authority, the use of the ISA for LCE is not appropriate.

Quantitative Thresholds

A.4. Determining quantitative thresholds assists in the consistent and appropriate use of the ISA
for LCE in a jurisdiction. This section anticipates that legislative or regulatory authorities or
relevant local bodies with standard setting authority will determine quantitative threshold(s)
for use of the ISA for LCE in their respective jurisdictions.
Guidance on setting quantitative thresholds is described further in the Authority
Supplemental Guide. Quantitative thresholds may be set, for example, for all applicable
entities within the jurisdiction in general, or different thresholds may be set for entities within
a specific or certain industry(ies) or for certain classes of entities. In doing so, consideration is
to be given to the specific prohibitions for use of the ISA for LCE and the qualitative
characteristics of a typical LCE, as set out in this Part, as well as other specific circumstances
or needs that may be relevant in the jurisdiction. While complexity is not always directly
relative to the size of an entity or its activities, complexity often increases when key
quantitative measures (e.g., revenue, total assets, employee numbers etc.,) increase.
When determining quantitative thresholds for the use of the ISA for LCE, existing definitions
or thresholds in a jurisdiction developed, which may be developed for different purposes may
be considered. The IAASB discussed definitions or thresholds used in a broad range of
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economies, including the:

. European Commission’s definition of a “small enterprise.”> A small enterprise is defined
as an enterprise which employs fewer than 50 persons and whose annual turnover or
annual balance sheet total does not exceed EUR 10 million.

. National Entrepreneur and SME Development Council of Malaysia’s definitions of a
“small entity.”® These definitions use different quantitative thresholds depending on the
nature of the entity’s business. For example, a small manufacturing entity is defined as
an entity with revenue of less than RM 15 million or having less than 75 employees,
whereas a small entity providing services or operating in other sectors is defined as an
entity with revenues of less than RM 3 million or having less than 30 employees.

The IAASB discussed that these definitions or thresholds may be appropriate examples for a

jurisdiction to consider when determining quantitative thresholds, adjusted for the economic

and other circumstances of the jurisdiction.

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

Responsibilities of Legislative or Regulatory Authorities or Relevant Local Bodies

Decisions about the required or permitted use of the IAASB’s International Standards
(including the International Standards on Auditing (ISAs) and the ISA for LCE) rest with
legislative or regulatory authorities or relevant local bodies with standard-setting authority
(such as regulators or oversight bodies, jurisdictional / national auditing standard setters,
professional accountancy organizations or others as appropriate) in individual jurisdictions.
As part of the local adoption and implementation process, it is anticipated that legislative or
regulatory authorities or relevant local bodies with standard-setting authority:

° May add or modify the classes of entities in paragraph A.1.(c) as set out in paragraph
A.2.

° Determine quantitative thresholds described in paragraph A.4.
In doing so, the specific prohibitions, qualitative characteristics and quantitative thresholds
should be considered, as well as other specific needs that may be relevant in the jurisdiction.

5

6

Source: https://single-market-economy.ec.europa.eu/smes/sme-definition_en.
Source: https://smemalaysia.org/sme-definition/
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Purpose of Agenda Paper

1. The purpose of this agenda paper is to:

a. obtain AUASB member views and input in relation to the proposed ISA 240 The Auditor’s
Responsibilities Relating to Fraud in an Audit of Financial Statements; and

b. provide AUASB members (no AUASB action required) with a high-level summary of the
AUASB'’s feedback to the IAASB on the initial Discussion Paper and a status update as to
how the AUASB’s feedback has been incorporated (or not) into the proposed revisions to
ISA 240.

Questions for the Board

Question Question for the Board
No.
Question 1 Do AUASB members have any comments / input / suggestions in relation to the content

included in Proposed ISA 240 as it relates to the areas of:
e auditor’s responsibilities (refer paragraph 6 of this agenda paper);
e  professional scepticism (refer paragraph 7 of this agenda);

e communications with those charged with governance (refer paragraph 8 of this
agenda paper);

e risk identification and assessment (refer paragraph 9 of this agenda paper);

e work requirements when a fraud is identified (refer paragraph 10 of this agenda
paper); and

e transparency through the auditor’s report (refer paragraph 11 and Appendix 2 of this
agenda paper)

Question 2 Do AUASB members have any other wider comments / input / suggestions in relation to
any other aspects of Proposed ISA 240 [including in the areas of estimates (paragraphs 28,
51-52), journal entries (paragraphs 49-50 and Appendix 4) and presumption of ROMM due
to fraud in revenue recognition (paragraph 41) and technology]?

! Paragraphs A5, A9, A28, A31, A33, A35, A49A, A50, A55, A59, A80, A92, Al14, A116, A117, A119A, A138, A140, Al44, A147, A166

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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Background and Previous Discussions on Topic

2. The AUASB provided input into the initial IAASB Discussion Paper —see Appendix 1 to this Agenda
Paper for a summary of AUASB input and feedback to the IAASB and a status update as to how the
AUASB'’s feedback has been incorporated (or not) into the proposed revisions to ISA 240. NB: All
matters raised by the AUASB have been addressed/considered as part of the revisions to ISA 240.

3. The project proposal to revise ISA 240 was agreed in December 2021 and included the following
project objectives:

a. Clarify the role and responsibilities of the auditor for fraud;

b. Promote consistent behaviour and facilitate effective responses to identified risks of
material misstatement due to fraud;

C. Reinforce the importance, throughout the audit, of the appropriate exercise of professional
scepticism; and

d. Enhance transparency on fraud-related procedures where appropriate.

4, Proposed ISA 240 is now significantly progressed and now is the time for the AUASB to provide
comments through to the IAASB to influence the development of the exposure draft, the AUASB
will have another opportunity at the September 2023 AUASB meeting.

Matters for Discussion

5. The diagram below depicts and describes what the IAASB’s Fraud Task Force considers to be the
seven most important proposed changes addressing the key issues identified in the project
proposal, which will drive consistency in practice and change in auditor behaviour. Paragraphs 6-11
below describe some of the more substantive enhancements in these sections (where the
requirements are the same as extant or not substantively enhanced from extant, these have not
been reflected in the summaries of paragraphs 6-11 below).

PROFESSIONAL SKEPTICISM

Transparency on
fraud-related Key
Audit Matters (KAMs)
in the auditor’s report

@ "™ O & [F

Clarity and emphasis Applying a fraud lens
on the auditor’s on risk identification
responsibilities and assessment

Ongoing communications
throughout the audit with
management and Those RUbL}St work effort
Charged with requirements when
Governance (TCWG) ;raug or _zusﬁ{f_dded
about fraud-related raud Is i[aentifies
matters

AUDIT DOCUMENTATION
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Clarification and emphasis of auditor’s responsibilities

Introduction: bringing the focus on the auditor’s responsibilities upfront in the standard to set
the tone and clearly articulate expectations [paragraph 2].

Introduction: separate section for inherent limitations (moved out of auditor’s
responsibilities): reduction of ambiguity between inherent limitations of an audit and the
auditor’s responsibilities and isn’t seen to dimmish responsibilities [paragraphs 9-11].

[note: there was consideration regarding commenting on others in the eco-system
responsibilities — but concluded no remit, other than an outline of responsibilities of
management and TCWG as outlined in paragraph 3 of Proposed ISA 240]

Note: This clarification of roles and responsibilities aims to address some of the concerns
around the expectation gap.

Professional Scepticism

Focus on authenticity of documentation [paragraph 19]

Reinforce importance of the auditor remaining alert, especially when performing audit
procedures related to fraud and explains the ‘ramp up’ of procedures when fraud is identified
or suspected [paragraph 12, 18-21].

Addresses considerations of auditor bias [paragraph 43]

Note: the changes seek to reinforce the auditor’s professional scepticism needed in gathering
evidence, challenging assumptions, and developing conclusions in audit areas related to fraud

Ongoing communications throughout the audit with TCWG

Overarching requirement to communicate throughout audit engagement [paragraph 25].

Enhancements of inquiries when obtaining an understanding of the entity and its environment,
the applicable financial reporting framework and the entity’s system of internal control
[paragraph 31(d)].

Enhancements whether remediation measures are appropriate [paragraph 59(b)].

If fraud: discuss with at least one level above those involved [paragraph 62(b)

Applying a fraud lens - risk assessment

Explicit and robust ISA 315 fraud considerations in understanding of the entity and its
environment, the applicable financial reporting framework and the entity’s system of internal
control [paragraphs 26-29]

Significantly strengthened engagement team discussions [paragraph 29].

Throughout the risk assessment, a focus on incentives/pressures, opportunities and attitudes
including from entity’s tone at the top and performance measures.

Note: enhanced engagement team discussions and strengthened considerations regarding the
need to integrate forensic experts [paragraph A31, A32, A35, A49A, A145] is expected to
greatly improve the identification of the risks of fraud most relevant to the business to then be
able to drive effective measures to respond to related risks
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10.

11.

Robust work effort when fraud or suspected fraud is identified

Clear requirements where the auditor determines there is a material misstatement due to
fraud [paragraphs 54-63]

Once fraud identified: Engagement partner has a responsibility to obtain a thorough
understanding of the nature, timing and extent of the fraud-related matter. Significant
application material addresses the understanding of the how, the extent and the evidence
[paragraph 54/A150-A153].

Determine whether additional risk assessment procedures are required [paragraph 57].
Additional audit procedures to address [paragraph 59].

Note: these enhancements provide the clarity being sought by stakeholders as to how to
respond to fraud/suspected fraud identified during the audit and will promote consistent
practice and behaviours.

Transparency on fraud- related KAMs in the auditor’s report

Implications for the auditor’s report is through the lens of when applying ISA 701 — accordingly
entities that are captured by the implications for the auditor’s report are those entities that
are captured by ISA 701. In Australia ASA 701 applies to audits of general purpose financial
reports of listed entities and circumstances when the auditor otherwise decides to
communicate key audit matters in the auditor’s report. ASA 701 also applies when the auditor
is required by law or regulation to communicate key audit matters in the auditor’s report.

For ease of reference — Appendix 2 to this Agenda Paper contains relevant extracts from
Proposed ISA 240. The proposed changes are intended to ensure transparent, independent,
rigorous, and balanced reporting on fraud

KAM now to include fraud related — appropriate sub-heading [paragraph 68]

KAM filter same as ISA 701 [paragraph 66-67], with 3 areas to consider [paragraph 66]:
o Significant ROMM due to fraud

o ldentification of fraud/suspected fraud

o Identification of deficiencies in internal controls that are relevant to the detection and
prevention of fraud

If there are no fraud related KAM — include statement [paragraph 69] [expected to be rare —
refer notes in italics below]

Note: it is anticipated that the # of fraud-related matters that will have required significant
auditor attention will be larger due to the more robust risk assessment performed and other
enhancements made in ISA 240 — very strong steer to communicate fraud related KAMs:

o Paragraph A174: “fraud related matters often are matters that require significant auditor
attention.” The CUSP Drafting Principles and Guidelines: ‘Often’ is labelled as the term with
the second highest likelihood of occurrence, after ordinarily.

o Paragraph A179: fraud related matters that required significant auditor attention
“ordinarily are matters of most significance in the audit of the financial statements of the
current period and therefore are key audit matters.” The CUSP Drafting Principles and
Guidelines, labels ‘ordinarily’ as the term with the highest likelihood of occurrence.

o Given the addition of the identification of deficiencies in internal control that are relevant to
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the prevention and detection of fraud in the auditor’s determination of which matters
required significant auditor attention (see paragraph 66), the Fraud TF is of the view that
deficiencies in internal control that are relevant to the prevention and detection of fraud will
be more often communicated in the auditor’s report than currently is the case.

o Paragraph A186: ‘The determination of key audit matters involves making a judgment about
the relative importance of matters that required significant auditor attention. Therefore, it
may be rare that the auditor of a complete set of general purpose financial statements of a
listed entity would not determine at least one fraud related key audit matter......"

Next steps/Way Forward

12. The IAASB intend to progress the drafting of ISA 240 through the second half of 2023, in December
2023, the Fraud TF intends to present to the Board an exposure draft of proposed ISA 240 for
approval.

13. Further discussion, including a full review of the Proposed ISA 240 standard, will be included on the
September 2023 AUASB Agenda.

Materials Presented

Agenda Item Description

6.1* Proposed ISA 240

* In Supplementary Papers pack
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Appendix 1

AUASB Feedback on IAASB Discussion Paper — mapped to IAASB responses.

AUASB point raised in submission IAASB response through Proposed ISA 240

1 Importance of senior team members and e Robust engagement team discussions and

knowledge share and greater supervision
and involvement of more senior team
members in this area.

knowledge share for auditor’s
considerations around fraud through
additional requirements and application
material (paragraph 29).

e Drawing in the requirements of ISA 220 in
relation to collective competence and
capabilities (paragraph 22) as well as EP
responsibilities for supervision and
review (paragraph 23).

Not strong support to include forensic
specialists but support to use as part of
engagement team discussions and ultimately
based on circumstances of the engagement.

Drawing in the requirements of ISA 220 in
relation to collective competence and
capabilities (paragraph 22 and associated
application material)

Closer links to ISA 540 Auditing Accounting
Estimates and Disclosures and management
bias for complex accounting estimates.

e Enhancements to requirements and
application material to use the language
of ISA 540 in terms of professional
scepticism (question/challenge/mngt
biases) (Paragraphs 51-52 and associated
application material)

e Robust requirements in relation to
retrospective review of the outcome of
previous significant accounting estimates
(paragraph 28)

Improvements to identify fraud risk factors
and where fraud could occur and not just in
the areas of revenue and journal entries.

e Consideration of other areas that should
have increased focus, importance of risk
assessment procedures to identify and
assess fraud risks (robustness of linkages
to ISA 315 and the risk assessment
process — paragraphs 26-36).

e Enhancements to make journal entry
testing more robust (paragraphs 49-50
and Appendix 4).

e Enhancements in relation to the
presumption of the ROMM due to fraud
in revenue recognition (paragraph 41),
with AM paragraph A109 noting: The
significance of fraud risk factors related to
revenue recognition, individually or in
combination, ordinarily makes it
inappropriate to rebut the presumption
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AUASB point raised in submission

IAASB response through Proposed ISA 240

that there are risks of material
misstatement due to fraud in revenue
recognition.

More guidance on how unpredictable audit
procedures address fraud risk

Enhancing guidance around auditor’s
consideration of unpredictability of
procedures (paragraphs 44, A113-A116).

Additional guidance as to what is required
when fraud is detected and understanding
the links between fraud (ISA 240) and non-
compliance with laws and regulations (ISA
250)

e  C(Clarifying the relationships between ISA
240 and ISA 250 (paragraph 13)

e Enhanced linkages with ISA 260
(communications with those charged
with governance) including
communication of potential indicators
of management bias (paragraph 72 and
associated application material).

e Designated section of requirements and
application material to provide clarity
on procedures when fraud is
identified/detected (paragraphs 54-63).

Considerations of use of emerging
technologies

e Significant guidance/examples provides
throughout the standard in terms of
technology (paragraphs A5, A9, A28,
A31, A33, A35, A49A, A50, A55, A59,
A80, A92, A114, A116, A117, A119A,
A138, A140, A144, A147, A166)

Importance of corporate culture/ executive
incentives/knowledge of entity/internal
control environment

e Consideration of executive incentives as
part of engagement team discussions
(paragraph 29).

e Inapplying ISA 315, understanding
corporate culture (paragraph 31)

e Strengthened understanding the
components of the Entity’s System of
Internal Controls and risk assessment
process (paragraphs 24C-24E)

The AUASB would support measures that
increase an entity’s transparency about their
governance processes and internal controls
related to fraud prevention and detection.
This could be either under separate
reporting obligations, as part of the existing
audit framework or potentially as a separate
assurance engagement independent of the
current financial reporting assurance
process.

e  Entity’s transparency: outside the
remit of the IAASB

e Auditor’s transparency through the
auditor’s report: Identification of
deficiencies in internal controls that are
relevant to the detection and
prevention of fraud
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AUASB point raised in submission

IAASB response through Proposed ISA 240

10. | Mixed views about further transparency e KAM now to include fraud related —
with reference to the auditor’s report and appropriate sub-heading [paragraph
management/TCWG. 68]

e  KAM filter same as ISA 701 [paragraph
66-67], with 3 areas to consider
[paragraph 66]:

o  Significant ROMM due to fraud

o ldentification of fraud/suspected
fraud

o ldentification of deficiencies in
internal controls that are relevant
to the detection and prevention
of fraud

e If there are no fraud related KAM —
include statement [paragraph 69]

11. | Importance of the role of education and e NotinIAASB remit
professional training

12 | Complexity of language in the standards CUSP working group project — refer Agenda

Item 7.1.

13 | Encouragement to consider how auditors Significant guidance/examples provided
can better employ emerging technologies to | throughout the standard in terms of
enhance auditor performance regarding technology (paragraphs A5, A9, A28, A31,
fraud A33, A35, A49A, A50, A55, A59, A80, A92,

A114, A116, A117, A119A, A138, A140,

A144, A147, A166)

14 | Apply professional scepticism and encourage | ¢  Focus on authenticity of documentation

sceptical behaviour in the right
circumstances but no support for requiring a
‘suspicious mindset’

[paragraph 19]

e Reinforce importance of the auditor
remaining alert, especially when
performing audit procedures related to
fraud [paragraph 12, 18-21].

e  Addresses considerations of auditor
bias [paragraph 43]
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Appendix 2

Extract from proposed ISA 240 — Implications for the Auditor’s Report

Determining Key Audit Matters

66.

In applying ISA 701,2 the auditor shall determine, from the A171.ISA 701z requires the auditor to determine, from the matters
fraud related matters communicated with those charged with communicated with those charged with governance, those
governance, those fraud related matters that required matters that required significant auditor attention in
significant auditor attention in performing the audit. In performing the audit. In making this determination, the
making this determination, the auditor shall take into account auditor is also required to take into account the matters as
the following: (Ref: Para. A171-A177) set out in paragraph 66.

(a)  Significant risks of material misstatement due to fraud;

(b)  The identification of fraud or suspected fraud; and

(c) The identification of deficiencies in internal control that are
relevant to the prevention and detection of fraud.

Determining Key Audit Matters

A172.Users of financial statements have expressed an interest in
fraud related matters about which the auditor had a robust
dialogue with those charged with governance and have called
for additional transparency about those communications. The
considerations in paragraph 66 focus on the nature of matters
communicated with those charged with governance that are
intended to reflect fraud related matters that may be of
particular interest to intended users.

A173.In addition to matters that relate to the specific required
considerations in paragraph 66, there may be other fraud
related matters communicated with those charged with
governance that required significant auditor attention and
that therefore may be determined to be key audit matters in
accordance with paragraph 67.

2

3

ISA 701, paragraph 9
ISA 701, paragraph 9

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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A174. Fraud related matters often are matters that require
significant auditor attention, for example:

° The identification of fraud or suspected fraud may require
significant changes to the auditor’s risk assessment and
reevaluation of the planned audit procedures (i.e., a significant
change in the audit approach).

° Significant transactions with related parties or significant
transactions that are outside the normal course of business for
the entity or that otherwise appear to be unusual. The auditor
may have had extensive discussions with management and
those charged with governance at various stages throughout
the audit about the effect on the financial statements of these
transactions.

A175.Accounting estimates often are the most complex areas of
the financial statements and may be highly dependent on
management judgment. Accounting estimates that have a
significant effect on the financial statements or accounting
estimates that are complex may have an increased
susceptibility to misstatements due to intentional
management bias and therefore the auditor may identify a
risk of material misstatement due to fraud in the related class
of transactions, account balance or disclosure. For example,
management may have made difficult or complex judgments
in relation to recognition, measurement, presentation or
disclosures which may have had a significant effect on the
auditor’s overall procedures.

A176. The auditor may communicate a significant deficiency in
internal control to management and those charged with
governance that is relevant to the prevention and detection

Page 10 of 17



AUASB Agenda Paper

of fraud. Significant deficiencies may exist even though the
auditor has not identified misstatements during the audit. .
For example, the lack of a whistleblower program may be
indicative of weaknesses in the entity’s control environment,
but it may not directly relate to a risk of material
misstatement due to fraud. The auditor is required to
communicate significant deficiencies in internal control in
accordance with ISA 265. [Previously paragraph A58C in
Agenda Item 5—C December meeting material]

A177. This ISA requires management override of controls to be a
risk of material misstatement due to fraud (see paragraph 42)
and presumes that there are risks of material misstatement
due to fraud in revenue recognition (see paragraph 41). The
auditor may determine these matters to be fraud related key
audit matters because significant risks are often matters that
require significant auditor attention. However, the auditor
may determine that these risks of material misstatement did
not require significant auditor attention and therefore would
not be considered in the auditor’s determination of key audit
matters in accordance with paragraph 66.

67.

In applying ISA 701,* the auditor shall determine which of the
matters determined in accordance with paragraph 66 were of
most significance in the audit of the financial statements of
the current period and therefore are key audit matters. (Ref:
Para. A178-A180)

A178. As described in ISA 701,> the auditor’s decision-making
process in determining key audit matters is based on the
auditor’s professional judgment about which matters were of
most significance in the audit of the financial statements of
the current period. Significance can be considered in the
context of quantitative and qualitative factors, such as

ISA 701, paragraph 10
ISA 701, paragraph 10
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relative magnitude, the nature and effect on the subject
matter and the expressed interests of intended users or
recipients.s

A179. One of the considerations that may be relevant to
determining the relative significance of a matter that required
significant auditor attention, and whether such a matter is a
key audit matter, is the importance of the matter to intended
users’ understanding of financial statements as a whole.” As
users of financial statements have highlighted their interest in
fraud related matters, these matters ordinarily are matters of
most significance in the audit of the financial statements of
the current period and therefore are key audit matters.

A180.1SA 701z includes other considerations that may be relevant
to determining which fraud related matters that required
significant auditor attention, were of most significance in the
current period and therefore are key audit matters.

Communicating Fraud Related Key Audit Matters

68. Inapplying ISA 701, in the Key Audit Matters section of the
auditor’s report, the auditor shall use an appropriate
subheading that clearly describes that the matter relates to
fraud. (Ref: Para. A181-A183) [Previously paragraph 39A in
Agenda Item 5—C December meeting material]

Communicating Fraud Related Key Audit Matters

A181. If a fraud related matter is determined to be a key audit
matter and there are a number of separate, but related,
considerations that were of most significance in the audit, the
auditor may communicate the matters together in the
auditor’s report. For example, long-term contracts may

ISA 701, paragraph Al
ISA 701, paragraph A29
ISA 701, paragraph A29
ISA 701, paragraph 11
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involve significant auditor attention with respect to revenue
recognition, and revenue recognition may also be identified
as a risk of material misstatement due to fraud. In such
circumstances, the auditor may include in the auditor’s report
one key audit matter related to revenue recognition with an
appropriate subheading that clearly describes that the matter
relates to fraud.

A182. Relating a matter directly to the specific circumstances of the
entity may help to minimize the potential that such
descriptions become overly standardized and less useful over
time. For example, revenue recognition or management
override of controls may be regularly determined as fraud
related key audit matters. In describing why the auditor
considered the matter to be one of most significance in the
audit, it may be useful for the auditor to highlight aspects
specific to the entity (e.g., circumstances that affected the
underlying judgments made in the financial statements of the
current period) in order to make the description more
relevant for intended users. This also may be important in
describing a key audit matter that recurs over periods.
Similarly, in describing how the fraud related key audit was
addressed in the audit, it may be useful for the auditor to
highlight matters directly related to the specific circumstances
of the entity, while avoiding generic or standardized
language.

A183.I1SA 701, describes that management or those charged with
governance may decide to include new or enhanced

1 ISA 701, paragraph A37
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disclosures in the financial statements or elsewhere in the
annual report relating to a key audit matter in light of the fact
that the matter will be communicated in the auditor’s report.
Such new or enhanced disclosures, for example, may be
included to provide more robust information about the
identification of fraud or suspected fraud or the identification
of deficiencies in internal control that are relevant to the
prevention and detection of fraud.

[Previously paragraph 39C in Agenda Item 5—C December meeting
material] [Deleted]

[Previously paragraph 39D in Agenda Item 5—C December meeting | [Previously paragraph A58C in Agenda Item 5—-C December meeting
material] [Deleted] material] [Moved to paragraph A176]

[Previously paragraph A58D in Agenda Item 5—C December meeting
material] [Deleted]

[Previously paragraph 39E in Agenda Item 5—C December meeting
material] [Deleted]

69. Inapplying ISA 701, if the auditor determines, depending on | A184. The requirement in paragraph 69 may apply in circumstances
the facts and circumstances of the entity and the audit, that when:
there are no fraud related key audit matters to communicate,
the auditor shall include a statement to this effect in the Key
Audit Matters section of the auditor’s report. (Ref: Para.
A184—-A187A)

(@) The auditor determines in accordance with paragraph
67 that there are no fraud related key audit matters (see
paragraph A187).

(b) The auditor determines in accordance with paragraph
14 of ISA 701 that a fraud related key audit matter will
not be communicated in the auditor’s report and no

1 ISA 701, paragraph 16
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other matters have been determined to be fraud related
key audit matters (see paragraph A187).

() The only matters determined to be fraud related key
audit matters are those communicated in accordance
with paragraph 15 of ISA 701.

A185. The following illustrates the presentation in the auditor’s
report if the auditor has determined there are key audit
matters to communicate but these do not include fraud
related key audit matters:

[Except for the matter described in the Basis for Qualified
(Adverse) Opinion section or Material Uncertainty Related to
Going Concern section,] We have determined that there are
no key audit matters related to fraud to communicate in our
report.

A186.The determination of key audit matters involves making a
judgment about the relative importance of matters that
required significant auditor attention. Therefore, it may be
rare that the auditor of a complete set of general purpose
financial statements of a listed entity would not determine at
least one fraud related key audit matter. However, in certain
limited circumstances, the auditor may determine that there
are no fraud related matters that are key audit matters in
accordance with paragraph 67.

Circumstances in Which a Matter Determined to Be a Key Audit
Matter Is Not Communicated in the Auditor’s Report

A187.ISA 701, paragraph 14(b), indicates that it will be extremely
rare for a matter determined to be a key audit matter not to
be communicated in the auditor’s report and includes
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guidance on circumstances in which a matter determined to
be a key audit matter may not be communicated in the
auditor’s report. For example:

° Law, or regulation may preclude public disclosure by either
management or the auditor about a specific matter
determined to be a key audit matter.

° There is presumed to be a public interest benefit in providing
greater transparency about the audit for intended users.
Accordingly, the judgment not to communicate a key audit
matter is appropriate only in cases when the adverse
consequences to the entity or the public as a result of such
communication are viewed as so significant that they would
reasonably be expected to outweigh the public interest
benefits of communicating about the matter.x

. The auditor may be required by law or regulation to
communicate with applicable regulatory, enforcement or
supervisory authorities in relation to the matter, regardless of
whether the matter is communicated in the auditor’s report.

A187A.1t may be necessary for the auditor to consider the
implications of communicating about a matter determined to
be a key audit matter in light of relevant ethical
requirements.s

12

13

ISA 701, paragraphs A53-A54

For example, except for certain specified circumstances, paragraph R114.2 of the IESBA Code does not permit the use or disclosure of information in respect of which the duty of confidentiality applies. As one of the
exceptions, paragraph R114.3 of the IESBA Code permits the professional accountant to disclose or use confidential information where there is a legal or professional duty or right to do so. Paragraph 114.3 Al(b)(iv)
of the IESBA Code explains that there is a professional duty or right to disclose such information to comply with technical and professional standards.
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AUASB Agenda Paper

Title: IAASB — CUSP drafting Date: 5 May 2023
principles
ATG Staff: Rene Herman Agenda Item: 7.1.0

Questions for the Board

Question No. Question for the Board

Question 1 There are no targeted questions for the Board and this Agenda Paper has been
prepared for Board information purposes only.

While there are no actions required of the Board, AUASB members are directed to
paragraph 5 of this Agenda Paper as this contains a section of particular relevance to
users of the ISAs.

Background and Previous Discussions on Topic

1. The objective of this IAASB project was to develop drafting principles and guidelines to address
complexity, understandability, scalability and proportionality (CUSP) in developing International
Standards on Auditing (ISAs).

2. The CUSP drafting principles and guidelines aim to achieve the following:

e Provide a common understanding to IAASB Staff, Task Forces and the IAASB about how the ISAs
are drafted.

e Establish a set of drafting principles and guidelines to promote consistency, clarity and
uniformity while drafting ISAs.

e Encourage a reflective mindset while drafting with respect to complexity, understandability,
scalability and proportionality.

e Enable a more consistent understanding and effective application of the ISAs through a focus
on how the ISAs are written and presented.

3. The CUSP drafting principles and guidance cover the following elements of standard setting:

* Basis structure of an ISA

e Llanguage, formatting and style

e Scalability and proportionality in the requirements
e Cross referencing

¢ Terminology

e Introduction section

¢ Objectives

¢ Definitions

e Requirements

¢ Application material

¢ Documentation requirements in individual standards

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
Telephone: + 61 3 8080 7400 Email: enquiries@auasb.gov.au Web: www.auasb.gov.au Page 10of2
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4. In its April 2022 meeting, the IAASB agreed to adopt the CUSP Drafting Principles and Guidelines
(included for reference in the Supplementary Papers Pack at Agenda Item 7.1.1)as part of its
internal procedures for drafting Exposure Drafts and Standards. Since then each IAASB project is
assessed for adherence to CUSP principles before being finalised.

Matters for Consideration

5. While much of the Drafting Principles and Guidelines are technical in nature and are generally
targeted at IAASB and working groups, what may be of particular interest to the AUASB is the
section on Work Effort Verbs. Words matter and the choice of verbs in a requirement signals the
work effort that the IAASB intends auditors to apply. The choice of verb is important as it affects
the nature and extent of work that the auditor needs to undertake to comply with the
requirement. Appendix 2 in the Drafting Principles and Guidelines at Agenda Item 7.1.1 lists many
of the verbs in common use (e.g. consider, evaluate, determine), provides a summary of how they
are to be used, and lists what possible work effort and documentation implications may exist.

Materials Presented

Agenda Item Description

7.1.1 (*SP) CUSP Drafting Principles and Guidelines

*SP: AUASB Supplementary Papers Pack
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Title: IAASB PIE Track 1 proposed Narrow Scope Date: 5 June 2023
Amendments to ISA 700 & ISA 260

ATG Staff: Johanna Foyster Agenda Item: 7.2

Recommendations and Questions for the Board

This Agenda Paper has been prepared for Board information purposes only and there are no specific
questions for AUASB consideration.

Background and Previous Discussions on Topic

1. As part of the AUASB’s consultation on the proposed IAASB amendments to ISA 700 and ISA 260,
the AUASB on 21 July 2022, in accordance with its Due Process Framework?, issued the IAASB
Exposure Draft (ED) for comment in Australia without modification, with a wrap-around AUASB
Consultation Paper to provide further information on the key IAASB proposals and how the AUASB
was requesting feedback.

2. AUASB technical staff also co-hosted a joint webinar with APESB staff on 26 August 2022 to explain
the IAASB’s key proposals and to provide stakeholders an opportunity to provide feedback direct.

3. To meet the IAASB’s deadline for comment, AUASB technical staff prepared an initial draft response
to the IAASB based primarily on initial feedback from AUASB Members and consideration of an
initial draft response prepared by NZAuASB staff. AUASB Members were requested to consider and
provide feedback on this initial draft at its September 2022 meeting (refer to Agenda Item 10 of the
September meeting).

4. The initial draft response supported the IAASB’s view that the auditor’s report is the most
appropriate mechanism available to the IAASB to facilitate the IESBA Code’s new transparency
requirement. However, the AUASB’s response concerns about the trend of multiple IAASB projects
advocating for additional information to be included in the auditor’s report.

5. At the September 2022 AUASB meeting, several Board Members expressed concern with the
IAASB’s proposal that the auditor’s report be used as the vehicle for the new IESBA Code
transparency requirement. These Board Members were not convinced that the proposed additional
disclosures in the auditor’s report would contribute to transparency and confidence in the audit,
expressing concern that such disclosures could instead confuse users and may have unintended
consequences.

6. After further discussion, the Board requested staff to update the AUASB’s response to reflect
AUASB feedback at the meeting, namely, that the AUASB:
e does not support a requirement that mandates disclosure in the auditor’s report;

e requests the IAASB provides optionality (jurisdictional flexibility) for the mechanism of public
disclosure;

e encourages the IAASB to adopt a holistic approach and consider the cumulative impact of
changes to the auditor’s report from other IAASB projects in the pipeline; and

1 See Part B (Process 1) of the AUASB’s Due Process Framework for Developing, Issuing and Maintaining AUASB Pronouncements and Other

Publications.

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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e if the decision is made that this additional disclosure is to be included in the auditor’s report,
the IAASB consider whether such information should be disclosed in a different location in the
report — that is, not in the Basis of Opinion section.

The AUASB’s final submission to the IAASB on 3 October 2022 can be viewed here.

7. At the March 2022 AUASB meeting under the International Agenda update, AUASB technical staff
provided a summary of the feedback received by the IAASB on the proposed Narrow Scope
Amendments to ISA 700 & ISA 260, which was not consistent with the main points in the AUASB's
submission. Specifically, the IAASB noted:

e Overwhelming support for inclusion of the IESBA PIE Independence Disclosures in the auditor’s
report under the Basis of Opinion section.

e Little concern that the changes will negatively impact the length, complexity and utility of the
auditor’s report, as only limited changes were proposed and it was not considered practical to
delay the project to consider the cumulative impact of changes to the auditor’s report from
other IAASB projects.

Matters for AUASB Consideration

8. The objective of the IAASB discussion at its June 2023 meeting is to approve the narrow scope
amendments to ISA 700 and ISA 260. If approved, the amended standards will be effective for
financial statements for periods beginning on or after 15 December 2024.

9. A hyperlink to the relevant papers to be presented at the June 2023 IAASB meeting (Issues Paper
and final Narrow Scope Amendments for Track 1 —clean version and changes marked-up from the
ED and March 2023 version) are available [here]. Refer to Agenda Item 5 in the IAASB agenda. NB:
AUASB members are not expected to review these IAASB papers — this link is provided for reference
purposes only.

10. Changes made to the IAASB ED post-exposure are in response to feedback from respondents to the
ED and intended to clarify, not substantively change, the original proposals. Key revisions include:

¢ Amending the requirement in paragraph 28(c) of ISA 700.28(c) — removing the term
‘differential’ from the requirement, to address concerns that this term is not a commonly
understood term and therefore may cause misunderstanding.

¢ Including a new general requirement in paragraph 16A of ISA 260 which will apply to all audits
(not differential), to address explicit communication with Those Charged with Governance
(TCWG) about the independence requirements applied for the audit. The current requirement
in paragraph 17 to communicate with TCWG about compliance with independence
requirements applies only to listed entities.

e Enhancements to further improve understanding and to align with CUSP Drafting Principles and
Guidelines.

11. Whilst the final changes subject to IAASB approval in June 2023 are not fully aligned to the
submission the AUASB provided on this issue last year, the matter is not considered significant
enough for any further deliberations on the topic. Regardless of the AUASB’s views, the IAASB is
unlikely to consider further significant changes to the proposed amendments.

Next steps/Way Forward

12. Subject to IAASB approval, AUASB technical staff will table the equivalent Australian Amending
Standard at the September 2023 AUASB meeting for AUASB consideration and approval to issue in
Australia, in accordance with our AUASB Due Process Framework.
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Title: PIOB Update Date: 31 May 2023

ATG Staff: Matthew Zappulla Agenda Item: 8.0

Questions for the Board

Question No. Question for the Board

Question 1 Do Board members have any feedback or questions on the material to be
presented by our guest, Robert Buchanan, PIOB member, presented at Agenda
Items 8.1 and 8.2.

Background and Previous Discussions on Topic

1. At the June 2023 AUASB meeting we will be joined by Robert Buchanan, who is a member of the
Public Interest Oversight Board (PIOB), which oversees the activities of the IAASB. Robert is also the
immediate past Chair of the NZAuASB and thus a former AUASB member.

2. Robert’s presentation will inform AUASB members of the PIOB’s role, update the AUASB on global

standard setting reforms and highlight the current PIOB list of ‘Public Interest Issues’ at Agenda
Item 8.2 for discussion.

Materials Presented

Agenda Item Description

8.0 PIOB Update Agenda Paper

8.1 (*SP) PIOB Update Presentation

8.2 (*SP) PIOB’s Public Interest issues: IAASB projects

*SP: AUASB Supplementary Papers Pack

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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Title: AUASB Technical Work Plan Date: 31 May 2023
Update
ATG Staff: Matthew Zappulla Agenda Item: 9.0

Recommendations and Questions for the Board

Question No. Question for the Board ATG Recommendation Overview

Question 1 Does the AUASB have any feedback | All current and planned AUASB projects for 2022-
on the details of AUASB priorities 23 are included in the work program and have
and projects/tasks outlined in the been agreed with the AUASB Technical Team and
AUASB Technical Work Program AUASB Chair.
presented at Agenda Item 9.1.

Background and Previous Discussions on Topic

1. The ATG has updated the 2022-23 Technical Work Program to address changes since the
March and May 2023 AUASB meetings, including:

(a) Key projects completed to date in 2022-23 and since the last AUASB meeting;

(b) A summary of strategic priorities for the 2022-23 year and the list of technical staff
projects currently in progress, both for the AUASB and IAASB; and

(c) Other planned projects on the AUASB work program which have yet to commence.

A summary of the AUASB Technical Work Program is contained in a PowerPoint slide pack
included at Agenda Item 9.1.

2. The Work Program incorporates feedback received from the AUASB’s Agenda Consultation
Process (previously covered at the September and November 2022 AUASB Meetings),
which is summarised in the AUASB Agenda Consultation 2022-2023 Feedback Statement
released in December 2022.

Matters for Discussion and ATG Recommendations

3. As of May 2023 the AUASB Technical Group (ATG) staff have identified 42 current or
prospective projects to date for the current period, with approximately 90% of these
connected to the six AUASB strategic priority areas.

4, The ATG maintains a detailed spreadsheet which tracks the staff working on each project
and targeted timelines which is reviewed regularly by the AUASB Chair and Technical
Directors. The ATG will continue to review and update this presentation quarterly to inform
AUASB members of the progress against the 2022-23 AUASB Technical Work Program and
following each AUASB meeting publish the updated work program on the AUASB Website.

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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Collaboration with NZAuASB and other standard setters

5.

The ATG has a regular dialogue with NZAuASB technical staff to identify projects and
activities where sharing and collaboration of information should occur. The AUASB and
NZAUASB Technical Directors last met on 10 May 2023 to identify and put in place plans to
collaborate on common projects over the current period, and bi-monthly meetings are
scheduled throughout the year to ensure coordination. In addition, through the joint
membership of the AUASB and NZAuASB by each Board’s Chair we regularly review and
provide input into the NZAuASB work program, and vice versa.

The AUASB and NZAuASB technical staff continue to collaborate on IAASB projects through
their roles as technical advisors to IAASB members in each territory and through the IAASB
National Standard Setters forum.

The AASB and AUASB Technical Directors meet monthly to review and consult on AASB and
AUASB priority areas. Additionally, a monthly AASB/AUASB Collaboration meeting is held
between the AASB and AUASB Chairs and Technical Directors.

Next steps/Way Forward

8.

Subject to changes requested by AUASB Members and agreed by the AUASB Chair, the ATG
will arrange to have this latest version of the 2022-23 AUASB Technical Work Program and
AUASB Agenda Consultation Feedback Statement published on the AUASB Website
following the June 2023 AUASB meeting.

Materials Presented

Agenda Item Description

9.1

AUASB Technical Work Program Update Summary
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Board activities and timelines set out in this document are
subject to change in accordance with the Board’s decisions,
such as changes in project priorities. To access project
pages for these projects, where available, click on the
project name in the table.
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2022-23
AUASB @ Slf::;‘:::i';ty Audit Quality

Strategic
Priority

Areas Scalability Technology

Public
Sector

Standards and Stakeholder I TTETe AASB Thought Bublic Profile and mplementation

Guidance Engagement Influence Collaboration Leadership Communications and Awareness




2022-23 Technical Work Program
Key outputs / projects delivered since previous AUASB Meeting \

LCE Group Audits Exposure Draft Response

GS 023 - Engagement Leader Guidance for Public Sector auditors

AUASB Sustainability Assurance Update #3

Update of ASA 700 for AASB 101 changes

Withdrawal of GS 019 Auditing Fundraising Revenue of Not-for-Profit Entities
ISA 500 Audit Evidence - AUASB Submission

Upload of AUASB Guidance Statements to Standards Portal

sponse to 2024-2027 IAASB Strategy and Work Plan

Australian Government
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2022-23 Technical Work Program

Key AUASB outputs / projects in progress \
KAM Reporting beyond Listed Entities # Review Legislative drafting of assurance
requirements (with Office of Parliamentary

ASA 600 Implementation Support

Counsel)
Outreach on ISA 570 Going Concern ED #

Further functionality enhancements to

Review Engagement Bulletin for NFPs # AUASB Digital Standards Portal
Au.dit Engagement Related Disclosures Post Implementation Review of ASAE 3500
(with AASB) Performance Engagements *

CE Standard — AU applicability and Review of GS 007 Audit Implications of the
implementation * Use of Service Organisations for Investment
Sustainability Assurance ED guidance * Management Services

in #
June 2023 Year End Issues Bulletin # Included on June 2023 AUASB Agenda
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2022-23 Technical Work Program

Outputs / projects yet to commence or paused

Update of APRA related Guidance Statements

Service Performance Reporting Assurance (with AASB)
ASQM 1 — Monitoring and Remediation

ASQM 1 — Technology Considerations

Australian Government
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2022-23 Technical Work Program

STATUS =

IAASB
Projects

IAASE - IASE LIAISON Ongoing

GOING CONCERN Exposure Draft - Out for Comment

AUDITS OF LESS COMPLEX ENTITIES Consideration of Comments

IAASE - SUSTAINABILITY STANDARD SETTERS' LIAISON Ongoing

TECHNOLOGY Ongaing

AUDIT EVIDENCE Consideration of Comments

Exposure Draft Development

LISTED ENTITY AMD PUBLIC INTEREST ENTITY Consideration of Comments

SUSTAINABILITY ASSURANCE Exposure Draft Development

Australian Government
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Collaboration with the AASB

Sustainability Project Advisory Panel

NFP private sector financial reporting framework (Tier 3)

Public sector financial reporting framework

Service performance reporting

Digital financial reporting

Intangible assets

Going concern disclosures

Fair value measurement for public sector entities

& &} Australian Government NB: Items in italics currently in progress with the AASB

=
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AUASB Agenda Paper

Title: Post Implementation Review (PIR) Date: 14 June 2023
— ASAE 3500 Performance
Engagements

ATG Staff: Johanna Foyster Agenda Item: 10.0

Recommendations and Questions for the Board

Question No. Question for the Board

Question 1 Does the AUASB have any comments / questions concerning the Feedback
Statement on the PIR of ASAE 3500 at Agenda Item 10.1?
Question 2 Does the AUASB agree with the recommendation proposed by AUASB Technical

Staff that the AUASB add a new project to its work plan to make narrow scope
amendments to ASAE 3500 to address the key findings from the PIR?

Background

1. Refer to the Feedback Statement at Agenda Item 10.1, paragraphs 1-16, for background on
the project.

Matters for Discussion and ATG Recommendations

2. Refer to the Feedback Statement at Agenda Item 10.1 which sets out:
(a) the key findings from the PIR (paragraphs 17-22); and
(b) the proposed AUASB Technical Staff recommendation for the AUASB to consider, to

address the key findings from the PIR (paragraphs 23-25).
Collaboration with NZAuASB and other standard setters

3. Not applicable as ASAE 3500 is a local Standard.

Next steps/Way Forward

4, AUASB Technical Staff will issue the final Feedback Statement publicly on the AUASB
website before the end of June 2023.

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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5. If the AUASB supports the recommendation to embark on a project to make narrow-scope
amendments to ASAE 3500, AUASB Technical Staff will, in accordance with the AUASB’s
due process for making narrow-scope amendments to standards?, prepare an Agenda
Paper for Board consideration and approval out of session in July 2023, which sets out the:

. objective(s) and scope of the project (and identifying issues that are out of scope);
. justification for the project;
° underlying issues to be addressed by the AUASB, and Technical Staff recommended

actions to respond to issues; and
° nature, timing and extent of further input to be obtained from stakeholders.

Materials Presented

Agenda Item Description

10.1 Feedback Statement for Post Implementation Review of ASAE 3500
Performance Engagements (Draft)

1 See AUASB Due Process Framework for Developing, Issuing and Maintaining AUASB Pronouncements and Other Publications, paragraphs 185-
186.
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Feedback Statement

Project Title: Post Implementation Review of ASAE 3500 Performance
Engagements

Purpose of this Feedback Statement

1. This Feedback Statement summarises the key themes raised by stakeholders in response to the
AUASB’s post-implementation review (PIR) of its Standard on Assurance Engagements
ASAE 3500 Performance Engagements (ASAE 3500).

2. The AUASB will use evidence obtained from conducting the PIR to identify potential issues that may
exist in applying ASAE 3500 in practice, and to determine what actions need to be undertaken by the
AUASB to address such issues.

Background

3. ASAE 3500 is an Australian Standard with no IAASB equivalent. Itiis issued by the AUASB under the
AUASB’s Framework for Assurance Engagements, which-is.consistent with the IAASB’s equivalent
Framework. The Framework, which defines and“describes the elements and objectives of an
assurance engagement, provides the context for understanding ASAE 3500.

4, ASAE 3500 was. revised and-reissued by the AUASB in October 2017 (operative for assurance
engagements commencing on or after 1 January 2018).!

5. The AUASB’s Due  Process Framework for Developing, Issuing and Maintaining AUASB
Pronouncements and Other Publications (Due Process Framework) requires the AUASB to perform a
PIR on all new domestic standards/major revisions to standards to evaluate the effectiveness and
efficiency ofiits implementation.

6. A PIR is usually performed after the new/revised requirements have been applied for two to three
years, to allow sufficient time for the standard to be used and tested in practice. The ASAE 3500 PIR
was delayed due to the Pandemic and the AUASB’s focus on developing AUASB Guidance Statement
GS 023 Special Considerations —Public Sector Engagements.

Objective of PIR
7. The objective of the ASAE 3500 PIR is to:
(a)  gather information about the application of ASAE 3500 in practice; and

(b) evaluate the overall effectiveness and efficiency of the Standard in meeting its original
objectives, and whether the Standard remains appropriate.

Scope / Approach

8. A PIR is not intended to be a reconsideration of the original Standard. Instead, it acknowledges that
consultation and due process during the development of a pronouncement are not a substitute for

1 ASAE 3500 (October 2017) was updated in December 2022 to reflect conforming and consequential amendments in response to the revised
suite of Quality Management Standards that became effective for financial reporting periods commencing on or after 15 December 2022.

This document contains preliminary views and/or AUASB Technical Group recommendations to be considered at a meeting of the AUASB,
and does not necessarily reflect the final decisions of the AUASB. No responsibility is taken for the results of actions or omissions to act on
the basis of reliance on any information contained in this document (including any attachments), or for any errors or omissions in it.
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the practical application of new or revised requirements in practice. The focus of the PIR is therefore
on practical application of ASAE 3500 to identify:

. unexpected issues with implementation/application;
. divergence in practice; and
. new or emerging practices not contemplated when the Standard was developed but that may

be increasing in prevalence.

9. In accordance with the AUASB’s PIR methodology, the PIR process comprises the following steps:

(a)  gather evidence to identify issues with implementation and application;

(b)  collate and analyse stakeholder feedback;

(c) evaluate the overall effectiveness and efficiency of the Standard in meeting its original
objectives, including whether the Standard and its requirements remain appropriate;

(d)  present the preliminary PIR findings and recommendations to the AUASB; and

(e)  publish the PIR findings in the form of an AUASB Feedback Statement.

Outreach

10. As ASAE 3500 is primarily used in conducting performance engagements in the public sector, AUASB
technical staff considered direct targeted consultation with key stakeholders and stakeholder
representative groups would prove more efficient and.effective in soliciting relevant feedback than
undertaking broader consultation with the public.

11. Stakeholders and-stakeholder-groups included in the targeted outreach comprised:

° Audit Offices of Commonwealth, State and Territory Auditors-General (Audit Offices) that
undertake performance engagements in conjunction with financial report assurance or as part
of their mandates.

° ACAG Heads of Performance Audit (HoPA) — a sub-committee of the Australasian Council of
Auditors General (ACAG). HoPA provides an avenue through which the heads of performance
audit (i.e. ACAG representatives who have responsibility for the methodology and delivery of
performance audit engagements in each of their Audit Offices) can establish relationships and
come together to share, collaborate and leverage ideas and practices. The Committee further
provides an opportunity to discuss and exchange intelligence about the practical challenges
and solutions for managing a performance audit business.

° ACAG Auditing Standards Committee (ASC) — a sub-committee of ACAG. The ASC provides
ACAG with advice on emerging issues that impact audit quality in both financial and
performance audits and developments in auditing and assurance standards.

12. Targeted stakeholders were invited to provide feedback in response to nine key PIR Questions
concerning adoption and application of ASAE 3500 in practice.
13. Concurrently with the formal targeted consultation, AUASB Technical Staff also undertook limited

public consultation activities to solicit feedback from other interested parties, including:

° Assurance practitioners through the Professional Accounting Bodies — CA ANZ, CPA Australia
and IPA.
° Internal auditors through the Institute of Internal Auditors (ll1A-Australia).
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Outreach activities included:

(a)  Posting a news item to the AUASB website (March 2023) and periodic newsletter (April 2023)
alerting stakeholders to the PIR and asking for feedback. The news items included links to the
PIR Project Plan and nine PIR Questions available on the AUASB website. The PIR was also
promoted on LinkedIn and Twitter.

(b)  Posting news items about the PIR in the March/April 2023 newsletters/technical updates of
the Professional Accounting Bodies (CA ANZ, CPA Australia and IPA) and the Institute of
Internal Auditors (lIA-Australia), with relevant links to the AUASB website.

14. On 18 April 2023, AUASB Technical Staff met with HoPA in Canberra to discuss the PIR and to gather
feedback direct. AUASB Technical Staff also attended the 2023 biennial International Meeting of
Performance Audit Critical Thinkers (IMPACT) Conference in Canberra on 19-20 April 2023 to create
awareness of the PIR and gather further feedback from performance assurance practitioners on an
informal basis. The 2023 conference was co-hosted by ACAG, the Australian National Audit Office
(ANAOQ) and ACT Audit Office.

15. Finally, AUASB Technical Staff performed a search for information that may be publicly available to:

(a)  determine the extent to which ASAE 3500 has been adopted in Australia; and
(b) identify potential issues concerning ASAE 3500 and its application in-practice.

Overview of Respondents

16. In addition to the direct feedback from HoPA and informal feedback from performance assurance
practitioners attending the IMPACT conference, the AUASB received eight written responses from:

Audit Offices:

° Australian National Audit Office (ANAO)
° Audit Office of NSW

° Auditor-General’s Department of South Australia
° Queensland Audit Office

° Tasmanian Audit Office

. Victorian Auditor-General’s Office

° Office of the Auditor-General Western Australia
Other:

° Joint submission by CA ANZ and CPA Australia (based primarily on feedback received from
public sector auditors).

Key Findings from the PIR
Summary of key messages
17. Support for the Standard’s reporting requirements to be revised

. Feedback indicated divergent practices in applying the Standard’s reporting requirements in
the different jurisdictions in Australia.
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. The ANAO commented that it considered some of the base elements required to be included
as a minimum in the performance assurance report? to be less relevant to users than matters
not required as minimum content, such as findings, recommendations and data sources. The
ANAO in its Auditing Standards (which are also legislative instruments like the AUASB’s
Auditing Standards) has replaced paragraph 45 of ASAE 3500 with the reporting requirements
of INTOSAI® ISSAI 3000% The ANAO considers these reporting requirements are consistent with
the current practice of the ANAO in reporting conclusions, findings and recommendations in
performance audit reports. ISSAI 3000 reporting requirements allow for the audit conclusion
to include and be presented together with other information that highlights both positive and
negative aspects of performance. The ANAO considers this is consistent with the ANAQO’s
purpose of improving public sector performance and supporting accountability and
transparency in the Australian government sector through independent reporting to the
Parliament, the Executive and the public (refer also to paragraph 21 of this Feedback
Statement).

° Several respondents expressed a need for further guidance and illustrative example assurance
reports and, in particular, examples of wording to use in drafting various types of assurance
conclusions (especially in circumstances where there are material variations from performance
against only some of the criteria)

Support for the inclusion of specific requirements and application material for limited assurance
performance engagements

° All respondents identified a need for the Standard to be updated to include specific
requirements and application material for limited assurance performance engagements. It
was noted this may require a review of the ASAE 3500 objectives®, which focus solely on
reasonable assurance engagements.

° Most respondents expressed a need forfurther application guidance to differentiate between
the“procedures/evidence for limited and reasonable assurance engagements in the context of
conducting performance audit-engagements (direct engagements), including examples to
demonstrate key principles.

° Several respondents requested further guidance on how limited assurance conclusions may be
expressed, including illustrative examples.

Support for including further guidance on setting and assessing materiality®

° Most respondents commented that the requirements related to materiality included in
ASAE 3500 are challenging for assurance practitioners to effectively apply to performance
audits in the public sector and that the requirements are likely interpreted differently by
different practitioners in practice.

. A majority of respondents identified a need for greater guidance on setting and assessing
materiality in practice, and to include performance audit specific examples. Various
respondents noted that inclusion of such additional guidance in the standard (or by way of an
Appendix to the Standard) is particularly important as many performance assurance
practitioners do not come from an accounting or auditing background and, as such, may lack
awareness of other relevant auditing and/or assurance standards. Several respondents
considered INTOSAI performance audit resources provided useful guidance in this regard.

o v ow N

ASAE 3500, paragraph 45.

International Organisation of Supreme Audit Institutions

International Standard of Supreme Audit Institutions (ISSAI) 3000 Standard for Performance Auditing, paragraphs 116, 122, 124 and 126.
ASAE 3500, paragraph 15.

ASAE 3500, paragraphs 29-31 and related application and other explanatory material.
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20. Support for existing requirements and application material related to the identification and
assessment of engagement risk’ to be revised

. Most respondents believed the current requirements related to the identification and
assessment of engagement risk could be clearer. The majority of respondents also found the
application guidance in the Standard to be minimal and requested the AUASB consider
redrafting relevant paragraphs and including further application guidance, drawing from
relevant AUASB Auditing Standards such as ASA 3158 and/or relevant INTOSAI performance
auditing materials which respondents considered helpful.

. Several respondents found the language used in the section on Understanding the Activity and
Other Performance Engagement Circumstances to be confusing.

O

Many respondents raised specific issues with application of paragraph 33 of the Standard,
noting the potential for inconsistent application in practice. This paragraph includes a
requirement for the assurance practitioner to understand the design of internal controls
the practitioner considers relevant to evaluate an entity’s performance against identified
criteria and, if relevant, to perform procedures to assess their implementation.
Respondents commented that the intent of the requirement was not clear and that
further application guidance, including practical examples, would“be useful to-clarify the
circumstances when internal controls could be considered relevant in“the context of a
performance audit in the public sector, and further guidance on'what the nature, timing
and extent of procedures (testing of controls) should be.

The ANAO noted it has omitted paragraph 33 (see previous point) and paragraph 34
(implementing non-compliance with laws and regulations procedures) of ASAE 3500 from
the ANAO Auditing Standards-(which are-also legislative instruments like the AUASB's
Auditing Standards) on thebasis that these paragraphs contain requirements for all audits
that are not consistent with the! performance auditing approach of Supreme Audit
Institutions. The ANAO considers inclusion of these requirements would extend the scope
of all audits to include consideration of internal controls relevant to the subject matter of
the audit as well as hon-compliance with laws and regulations, irrespective of whether
these procedures are required, within the scope of the audit, to achieve the objective of
theaudit. ANAO noted that, where not required in the scope of the audit, these additional
procedures would not add value to the audit process nor result in information that would
be considered of value to users of the reports.

21. Support for the objectives of a performance audit® to be updated to:

(a) Consider additional performance audit assertions beyond the ‘3 Es’

Several respondents argued that the objective of a performance engagement, that is, to
evaluate the performance of an activity, with respect to economy, efficiency and/or
effectiveness against the identified criteria, does not incorporate the broader aim of
performance auditing in the public sector of also considering the important principles of
equity (whether government entities provide services to all citizens in an equitable
manner, without discriminating against a particular group) and probity (such as honesty,
accountability and transparency).

The ANAO noted that in the revised ANAO Auditing Standards (which are legislative
instruments like the AUASB’s Auditing Standards), which took effect on 14 April 2023, all
ASAE 3500 references to ‘economy, efficiency and/or effectiveness’ have been replaced
with ‘economy, efficiency, effectiveness and/or ethics’. This is to reflect that the ANAO

7 ASAE 3500, paragraphs 32-35 and related application and other explanatory material.
8 ASA 315 Identifying and Assessing the Risks of Material Misstatement
9 ASAE 3500, paragraphs 16(n) and 16(o).
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assesses all aspects of the proper use of resources by the Commonwealth and
Commonwealth entities, with ‘proper’ meaning efficient, effective, economical and
ethical as defined under the Public Governance, Performance and Accountability Act 2013.

(b) Inaddition to evaluating performance, also identifying and recommending opportunities for
improvement

e  Some respondents argued that the INTOSAI definition and objective of a performance
audit set out in ISSAE 300% aligned more closely with their Audit Office’s vision for
performance audits to provide new information, analysis or insights and, where
appropriate, identify and recommend opportunities for improvement.

e One respondent suggested the AUASB undertake research whether the
recommendations arising from the performance engagement should be a mandatory
component of the assurance report.

22. Other comments:

° Respondents all expressed the view that the Standard would be easier to understand and apply
if written in ‘plain English’ format (similar to INTOSAI Standards) as many performance
assurance practitioners do not necessarily have an accounting=or financial~"auditing
background.

° Some respondents considered further application and explanatory material and/or examples
would be useful to assist practitioners to apply the requirements relating to identifying,
selecting or developing suitable criteria/lines of enquiry, and how this should be documented.

Recommendation/Way Forward —ASAE 3500 PIR

23. The AUASB at itsJune 2023 meeting considered and agreed with a proposal by AUASB Technical Staff
recommending that the AUASB add a new project to its work plan to make narrow scope
amendments!! to ASAE 3500 to address the key findings from the PIR.

24, The revision is considered narrow in scope as it will be targeted at the specific issues identified by
stakeholders that participated in the PIR, rather than undertaking a full-scale revision of the Standard
in its entirety which are not necessary at this point of time.

25. Staff will commence work on the project in the second half of 2023.

10 International Standard of Supreme Audit Institutions (ISSAI) 300 Performance Audit Principles, paragraph 9.
1 The AUASB has adopted a simplified due process for addressing changes to existing standards that are considered to be narrow in scope — refer
to paragraphs 176-197 of the AUASB Due Process Framework.
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Recommendations and Questions for the Board

Question No. | Questions for the Board ATG Recommendation and Overview
Question 1 Does the AUASB have any The ATG propose to issue the AUASB Bulletin
comments on the working draft once all stakeholder feedback has been
AUASB Bulletin attached in Agenda received.
Item 11.17

Background and Previous Discussions on Topic

1 The AUASB continue to focus their work on the NFP sector to build on the momentum created from
our recent NFP Fundraising Bulletin. As part of that process the ATG are intending to issue two
additional AUASB Bulletins, split into two parts:

Part A - What Not-for-Profit Entities need to know about an Audit vs Review (geared at the NFP
entity); and

Part B— What Auditors of Not-for-Profit Entities need to know about an Audit vs Review (geared at
the NFP Auditor).

2 The working draft of Part A is attached at Agenda Item 11.1 for the AUASB’s consideration.

Matters for Discussion and ATG Recommendations

3 In late May 2023, the ATG shared the draft Bulletin to selected stakeholders (three practitioners, two
professional bodies and ACNC) whom the ATG had also consulted with on GS 019 withdrawal and
revision. Feedback has been received by four stakeholders to date and changes to the draft have
been made accordingly:
e totighten up the introduction and purpose; and

e restructure the section on “Why a medium Not-For-Profit might choose a Review or an Audit”.

4 Further feedback is anticipated from the other two stakeholders and will be incorporated as
appropriate into the final draft Bulletin.

Engagement with academics
The ATG consulted with Ms Jenny Yang from the University of New South Wales as part of information

gathering process. Ms Jenny Yang provided a summary of her analysis currently being conducted by
UNSW coupled with consultation with auditors of NFPs undertaken by the AUASB, found that of 3,214
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medium sized Charities registered with the ACNC in 2018, 10% are undertaking a review and 90% are
conducting an audit engagement.

Anecdotally we have heard through consultation with auditors of medium sized NFPs that an audit is
often conducted because:

e an entities constitution states a requirement to undertake an annual audit; or

e those charged with governance rely upon it as a thermometer of where the entity is at a given
point in time; or

e an entity not being educated in the differences between an audit and review; or
e grant funding agreements may require an annual audit; or

e the entity may have had a fraud incident or suspicion of a fraud incident, so an audit assists with
robust governance.

ATG Recommendation

5 The ATG request that the AUASB review and provide comments on the working draft of the ‘What
Not-for-Profit Entities need to know about an Audit vs Review’ Bulletin at Agenda Item 11.1.

6 Subject to feedback from the AUASB and other relevant stakeholders the Bulletin will be approved by
the Chair and Technical Director out of session once finalised.

Collaboration with NZAuASB and other standard setters

7 This Bulletin is specific to the reporting and assurance requirements for Australian Not-for-Profit
entities.

Next steps/Communications

8 The ATG will incorporate any feedback received from the AUASB and other stakeholders on the draft
Bulletin and will look to issue the Bulletin on the AUASB website and LinkedIn and through other
standard AUASB communication channels. The Bulletin will also be promoted through regular

stakeholder engagement meetings/forums as part of the broader strategic focus on the NFP sector.

Materials Presented

Agenda Item Description

111 Draft AUASB Bulletin - What Not-for-Profit Entities need to know about an
Audit vs Review
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About the AUASB

The Auditing and Assurance Standards Board (AUASB) is an independent, non-corporate
Commonwealth entity of the Australian Government, responsible for developing, issuing and
maintaining auditing and assurance standards.

Sound public interest-oriented auditing and assurance standards are necessary to reinforce the
credibility of the auditing and assurance processes for those who use financial and other
information. The AUASB standards are legally enforceable for audits or reviews of financial
reports required under the Corporations Act 2001. For more information about the AUASB see
the AUASB Website.

Disclaimer

This publication has been prepared by the Staff of the Office of Auditing and Assurance
Standards Board.

The views expressed in this publication are those of the author(s) and thoseagigivs

necessarily coincide with the views of the Auditing and Assurance Sta S ny errors
or omissions remain the responsibility of the principal authors.
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Introduction and purpose

The Auditing and Assurance Standards Board (AUASB) has prepared this AUASB Bulletin to assist
Not-for-Profit Entities (NFPs)l to consider whether an audit or review engagement may be the most
appropriate to their needs based on current regulation, governance, and the needs of stakeholders.

With the recent changes to the Australian Charities and Not-for-Profit Commission (ACNC)
thresholds for financial reporting and assurance requirements for registered charities and NFP
entities, those have moved from being large to medium under the thresholds will now have the
option to have a review rather than an audit. It is important for charities and other NFP entities plus
assurance practitioners of all NFPs to consider whether an audit or a review best meets the needs

of the entity, users and any relevant regulator/s.

This AUASB Bulletin outlines the differences between an audit and review, why an NFP may
choose one over the other, what to expect from each engagement and how and what the
assurance practitioner will communicate through an audit or review report.

Understanding the regulatory and legal framework of the Not-for- Profit

Entity

NFPs need to consider both the regulatory framework and the legal structure of their entity when
considering the assurance requirements for an audit or review. This'will assist the NFP in
determining the reporting and audit or review requirements.that apply at both a Commonwealth and
State level. This understanding also needs to be overlayed with the legal structure of the NFP,

including the governing documents, which may give rise
to specific compliance obligations,-including further
reporting obligations.

NFPs registered with the ACNC are required to comply
with financial reporting and audit/assurance obligations
under the Australian Charities and Not-for-profits
Commission‘Act 2012 (the ACNC Act). In addition, there
may be other State/Territory/Commonwealth based
legislation that NFPs may need to comply with, depending
on the structure of the entity or whether a streamlined
reporting arrangement exists with the state/territory based
regulator and the ACNC (including, for example
incorporated association, indigenous corporation,
company limited by guarantee).

Refer to the AUASB Not-for-Profit page for further
resources to assist.

For a NFP that is a company limited
by guarantee, or an entity reporting
under the ACNC Act, or other
applicable legislation or regulation,
the auditor may be able to conduct a
review engagement instead of an
audit. For further details, refer to
ASRE 2415 Review of a Financial
Report: Company Limited by
Guarantee or an Entity Reporting
under the ACNC Act or Other
Applicable Legislation or Regulation
or ASRE 2400 Review of a Financial
Report Performed by an Assurance
Practitioner Who is Not the Auditor of
the Entity.

L NFP entities include registered charities with the ACNC. There are many NFP entities that are
not eligible to be a charity. This bulletin uses the term NFP to include all NFP entities. Where the
term charity is used it is specific to Australian Charities and Not-for-Profit Commission (ACNC)

registered charities.
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What is a Review vs Audit?

A review engagement assesses what the entity has done to prepare the financial statements of the
business’ operations and provides a report on whether anything came to the reviewer’s attention
suggesting that the financial report is materially misstated. You can take limited assurance from a
review which is less than the assurance that can be taken from an audit.

An audit engagement allows an assurance practitioner to provide an opinion on the financial
statements that an entity prepares. To provide an audit opinion, the assurance practitioner has
complied with all the Australian Auditing Standards (ASAs) and conducted more detailed audit
procedures than required by a review. You can take a reasonable or high level of assurance but
not absolute assurance from an audit.

A key difference between an audit or review are the types of procedures and the extent of work the
assurance practitioner may undertake to ensure sufficient appropriate evidence is obtained.
Review procedures are primarily based on inquiry and analytical review. Audit procedures
normally involve detailed tests of accounting records using techniques such as inspection,
observation, confirmation, re-calculation and re-performance, in addition to inquiry and analytical
review.

Why a Medium size Not-For-Profit might choose a Review or Audit?

As part of the overall governance and regulation of a NFP the directors or trustees and
management will need to determine if the financial statements of the entity are required to be either
reviewed or audited.

ACNC registered charities are classified as small, medium or large based on their annual revenue
for the reporting period. Medium charities are permitted to provide a review or audit report with
their annual financial statements, while large charities must provide an audit report.

For reporting periods starting from 1 July 2022 the ACNC charity sizes are:
e Small charities are those with annual revenue under $500,000.
e Medium charities are those with annual revenue of $500,000 or more, but under $3 million.
e Large charities are those with annual revenue of $3 million or more.

For earlier reporting periods please refer to the ACNC website for further information.

For other NFP entities not registered as a charity with the ACNC, the requirements to undertake an
audit or review are most likely to be driven by a number of factors including:

e annual revenue;

e funding obligations e.g. grant recipient;

e constitution; and

e legal structure of the entity e.g. company limited by guarantee or incorporated association.

For those NFP entities that can choose between a review and an audit some of the key factors for
consideration in the decision are likely to include:

e size and complexity of the entity
e internal resources available
e expected cost and time; and

o funding arrangements.
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Considerations for Not-For-Profits when deciding on a Review or Audit

When is it useful?

What is it?

When needing an independent
conclusion over a full set of
historical financial statements but
not needing the cost and extent of
an audit.

It involves assessing how the
entity has prepared its financial
statements and provides a report
giving a conclusion on whether
anything has come to the
assurance practitioner’s attention
that the financial statements have
not been prepared in accordance
with the accounting standards (or
other applicable criteria). It
provides “limited” assurance
which is a lower level of
assurance than that provided by
an audit.

When needing an independent
opinion over a full set of historical
financial statements. An audit may
provide additional tangible benefits
to your NFP or charity’s
management team.

These could include:

e Independent assessment of
material risks to the financial
statements;

e Access to external expertise
and industry best practice; and

e Ongoing recommendations and
evaluation of internal controls
relevant to the audit

It involves assessing how the entity
has prepared its financial
statements and provides a report
giving an opinion on whether the
financial statements have been
prepared in accordance with the
accounting standards (or other
applicable criteria). It provides
‘reasonable” assurance which is a
high level of assurance, but not
absolute.
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What can you expect?

The nature, timing and extent of
procedures for gathering sufficient
appropriate evidence in a review
engagement are deliberately
more limited than an audit
engagement. A review is based
on:

e comparing information with
other relevant information

e reading and assessing
material supporting the
matters reported and talking
to and asking questions of
management and staff.

It generally does not involve
external confirmation with third
parties or testing records or
controls.

Review Standards require
enquiries of management as to
the existence of any actual,
suspected or alleged fraud or
illegal acts that may have a direct
effect on the determination of
material amounts and disclosures
in the financial statements.

Assurance practitioners undertakes
a range of procedures to get a full
picture of the entity and how those
activities are reflected in the
financial accounts. This will involve
the assurance practitioner:

e conducting risk assessment
procedures across the entity and
to consider risk of material fraud
as part of this process

e spending time with management
and staff

e confirmation and corroboration
with third parties

e checking a sample of
transactions through invoices,
receipts and other
documentation

e observing and testing through
walk throughs the operation of
the controls

e challenging any estimates or
assumptions made by
management.

Auditing standards require the
assurance practitioner to explicitly
discuss the risk of a material fraud
with management and others as
part of the audit.
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What are the key
outputs?

Who can undertake
these assurance
engagements?

A review report which is worded in
accordance with the requirements
of the auditing standards (ASRE
2415). It explains the reviewer’s
assessment of what and how you
have reported and gives their
independent conclusion on the
financial statements.

The reviewer must form a
conclusion whether:

e on the basis of the review,
anything has come to the
reviewer's attention that
causes the reviewer to
believe that the financial
report does not satisfy the
relevant regulation;

o the reviewer has been given
all information, explanation
and assistance necessary for
the conduct of the review;

o the entity has kept financial
records sufficient to enable a
financial report to be prepared
and reviewed; and

o the entity has kept other
records as required by the
relevant regulation.

Reviews of certain regulated
entities need to be undertaken by
registered, licensed or qualified
auditors. Outside of these
regulations, a review should be
undertaken by a suitably qualified
accountant following review
standards. Review engagement
standards apply equally to
regulated and non-regulated
entities. Chartered Accountants
are required to follow the
professional Code of Ethics which
requires them to be independent
to carry out a review engagement.

JAB Competency requirements for
review engagements in Australia

An audit report which is worded in
accordance with the requirements
of the auditing standards (ASASs). It
explains the auditor's assessment
of what and how you have reported
and gives their independent opinion
on the financial statements.

The assurance practitioner must
form an opinion whether:

» the financial report satisfies the
requirements of the relevant
regulation and is not materially
misstated;

* the assurance practitioner has
been given all information,
explanation and assistance
necessary for the conduct of
the audit;

» the entity has kept financial
records sufficient to enable a
financial report to be prepared
and audited; and

» the entity has kept other
records as required by the
relevant regulation.

Audits of certain regulated entities
need to be undertaken by
registered, licensed or qualified
auditors. Outside of these areas, an
audit should be undertaken by a
suitably qualified accountant
following auditing standards.
Auditing standards apply equally to
regulated and non-regulated
entities. Chartered Accountants are
required to follow the professional
Code of Ethics which requires them
to be independent to carry out an
audit engagement.

WHAT AUDITORS AND NOT-FOR-PROFIT ENTITIES NEED TO KNOW ABOUT AUDIT VS REVIEW


https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/audit-assurance/Competency%20requirements%20for%20assurance%20practitioners%20undertaking%20review%20engagements%20in%20Australia-PDF
https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/audit-assurance/Competency%20requirements%20for%20assurance%20practitioners%20undertaking%20review%20engagements%20in%20Australia-PDF

Where to find further information

Refer to our AUASB Not-for-Profit page on the AUASB website which includes example controls
and audit procedures, example auditor’s reports and other reference materials produced by other
standard setters, professional bodies and academic research.

ACNC Website: Governance for Good: A Guide for Responsible people and ACNC Governance
standards.

Governance Institute website: Good Governance Guide — Conflicts of interest in not-for-profit
organisations.

9 WHAT AUDITORS AND NOT-FOR-PROFIT ENTITIES NEED TO KNOW ABOUT AUDIT VS REVIEW


https://www.auasb.gov.au/implementation-support/not-for-profit/
https://www.acnc.gov.au/tools/guides/governance-for-good-acncs-guide-for-responsible-people
https://www.governanceinstitute.com.au/resources/resource-centre/?Keywords=Not-for-profit+governance+resources
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1. Introduction

The enhanced auditor’s report became effective in December 2016. One of the
significant enhancements was the introduction of the communication of Key
Audit Matters (KAMs) in the auditor’s report of listed entities as required by ISA /
ASA 701

KAMs were introduced to:

e Enhance the communicative value of the auditor’s report by providing
greater transparency about the audit that was performed.

¢ Provide additional information to intended users to assist them in
understanding those matters that, in the auditor’s professional judgement,
were of most significance in the audit.

e Assist intended users in understanding the entity and areas of significant
management judgement in the financial report?.

In addition, it was anticipated there would be other benefits such as:

e Enhanced communication between auditors and investors, and those charge
with corporate governance.

¢ Increased user confidence in audit reports and financial statements.
¢ Increased transparency, audit quality, and enhanced information value.

¢ Increased attention by management and financial statement preparers to
disclosures referencing the auditor’s report.

¢ Renewed auditor focus on matters to be reported that could result in an
increase In professional scepticism.

e Enhanced financial reporting in the public interests.

The IAASB determined that ISA 701 should be applicable for listed entities only
as there are many users who do not have ready access to management and
those charged with governance, and who may benefit from this communication.
As detailed in the ISA 701 Basis for Conclusions, the IAASB decided that
extending the mandatory application to other entities would be considered once
the post-implementation review (PIR) was completed.

As detailed in the ASA 701 Basis for Conclusions, the AUASB discussed the
types of entities that might be considered “public interest” and agreed the
concept of KAMs disclosures in the auditor’s report about the matters of most
significance to the audit was useful to all users of audited financial reports.
However, the AUASB agreed to keep the scope of ASA 701 consistent with the
ISA and committed to reconsider this when conducting a PIR.

1 ISA / ASA 701 Communicating Key Audit Matters in the Independent Auditor’s Report
2 ASA 701 paragraph 2
s Refer IAASB auditor reporting focus page



https://www.auasb.gov.au/admin/file/content102/c3/Basis_for_Conclusions_2015.pdf
https://www.auasb.gov.au/admin/file/content102/c3/ASA_701_Basis_for_Conclusions_2017.pdf
https://www.iaasb.org/focus-areas/auditor-reporting

The AUASB has contributed to the IAASB’s PIR activities related to ISA 701
since they first commenced in 2020. As communicated in the IAASB’s Auditor
Reporting PIR Feedback Statement issued in June 2021, there was broad
support for the communication of KAMs for listed entities. However there were
also mixed views on whether the scope of ISA 701 should be expanded by the
IAASB or left up to each jurisdiction to decide. The IAASB agreed that the
communication of KAMs for Public Interest Entities (PIEs) would be considered
further by the Listed Entity / PIE Project Task Force.

Since the introduction of the enhanced auditor’s report the AUASB have
conducted extensive outreach to understand stakeholders’ views on the
benefits and experience in relation to KAMs. Through this outreach it was
widely acknowledged that the addition of KAMs resulted in an improvement in
the communicative value of the auditor’s report for listed entities.

The AUASB have approached the PIR for the auditor reporting standards in two
phases. During the first phase, we formally sought views on all aspects of the
enhanced auditor’s report to inform the AUASB in its response to the IAASB.

The second phase of the PIR is the formal consideration of whether the
communication of KAMs should be expanded beyond listed entitiesand
mandated for certain other types of entities in Australia. As part of this the
AUASB issued Discussion Paper Expanding Key Audit' Matters beyond listed
entities seeking feedback to inform the AUASB as they consider:

e The proposals of the IAASB’s Listed entity/PIE project Task Force, and

¢ Irrespective of whetherthe IAASB expand the scope of ISA 701, whether to
expand the scope of reporting of KAMSs in Australia (i.e. ASA 701).

Discussion Paper questions

The AUASB Discussion Paper included the following questions for stakeholder

feedback:

1. Do you support requiring the communication of KAMs in the auditor’s report
for the following:

Option 1: Listed entities only (i.e., No amendment to ASA 701); or
Option 2: Listed entities plus certain other types of entities; or
Option 3: All audited financial reports.

2. If in response to Question 1 you support Option 2, for which types of entities
do you think auditors should be required to communicate KAMs?

Do you support one of the suggested ways to segment the population of
entities described in this discussion paper; or is there another way you
would segment the population of entities that KAMs should apply to?

3. If you do not support any of the Options currently under consideration by the
AUASB in this discussion paper, do you have any suggestions for alternative
options the AUASB should consider when evaluating the population of
entities that KAMs should apply to going forward?


https://www.ifac.org/system/files/publications/files/IAASB-Feedback-statement-auditor-reporting-implementation-review.pdf
https://www.iaasb.org/consultations-projects/listed-entity-and-public-interest-entity
https://auasb.gov.au/media/5ldgaykm/auasbcp_kams_12-22.pdf
https://auasb.gov.au/media/5ldgaykm/auasbcp_kams_12-22.pdf

What is the purpose of this feedback statement?

This feedback statement summarises the feedback received in relation to the
AUASB Discussion Paper and the AUASB’s conclusion on this matter.

2. Summary of Outreach and Responses

Feedback was received from stakeholders from all sectors, including:
e Auditors from the private and public sector;

Users / Preparers;

Regulators;

Academics; and

Professional bodies.

The AUASB Staff held two roundtable sessions throughout the consultation
period (one in Melbourne and one online) attended by representatives from
large and mid-tier audit firms, ACNC, ASIC and the professional bodies:

The AUASB received nine written responses to the Discussion Paper from:
Pitcher Partners;

Nexia Australia;

KPMG Australia;

Australasian Council of Auditors General (ACAG);

Institute of Public Accountants (IPA);

Deloitte Touche Tohmatsu (Deloitte);

Australian Prudential Regulation Authority (APRA);

Chartered Accountants Australia and New Zealand (CAANZ) jointly with
CPA Australia; and

e Australian Charities and Not-for-profits Commission (ACNC).

3. Feedback Received

At the May 2023 meeting, the AUASB board discussed the feedback received in
relation to the AUASB Discussion Paper.

The following key themes were evident in the feedback received from
stakeholders:

¢ All stakeholders supported the continued requirement of communicating
KAMs in the auditor’s report for listed entities only (Option 1).

e There was no support for requiring the communication of KAMs for other
types of entities unless there was clear evidence that there would be benefits
for users. Stakeholders acknowledged that it is difficult to gather this
evidence.

¢ Not all entities captured by the definition of PIEs have users of their financial
reports, therefore requiring communication of KAMs for all PIEs would not be
appropriate.



Several stakeholders pointed out that ASA 701 currently permits auditors of
non-listed entit