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Date:   December 31, 2012 

To:   IAESB 

From:  Prof. Arnold Schilder  

Chairman, International Auditing and Assurance Standards Board (IAASB) 

   

IAASB – 2012 Progress Report  

This report summarizes the status of all IAASB projects in the detailed 2012 service delivery plan. The IAASB 2011 
Annual Report and IFAC 2011 Annual Report contain detailed information on the services delivered by the IAASB in 2011. 

Note from IAASB Chairman 

The IAASB has focused its efforts in 2012 on initiatives designed to enhance the relevance and reliability of the 
financial statement audit. These efforts build on the strong base of International Standards on Auditing (ISAs) 
that has been developed to date, and strengthen them in areas of particular importance to users’ understanding 
of and confidence in audited financial statements.  

In 2012 the IAASB has also enhanced its standards that support high quality services relevant to small and 
medium sized entities (SMEs), as well as those relevant to emerging fields of reporting in the global landscape. 

Supplementing the above, the IAASB has continued to produce material to assist in the effective implementation 
of its standards, and has continued its dialogue and outreach efforts with relevant stakeholders on matters of 
global interest. 

These efforts all have been in context of IAASB’s medium-term strategy, as set out in the IAASB Strategy and 
Work Program 2012-2014 (approved in Q1, 2012), that addresses the following themes in the public interest: 

• Supporting global financial stability; 

• Enhancing the role, relevance and quality of assurance and related services in an evolving world; and 

• Facilitating adoption and implementation of the standards.  

Enhancing the Relevance and Reliability of Audit 

Auditor Reporting 

As early as 2006, the IAASB, together with the Auditing Standards Board of the AICPA, commissioned 
academic research to identify, and provide information and insights on user perceptions regarding the financial 
statement audit and the auditor's report among different classes of financial statement users. This initial work 
was spurred on by the global financial crisis, when users of audited financial statements began to want to know 
more about individual audits and to gain further insights into the audited entity and its financial statements. While 
the auditor’s opinion is valued, many perceive that the auditor’s report could be more informative. The IAASB’s 
project to revise its auditor reporting ISAs and related standards – and ultimately improve the relevance and 
communicative value of the auditor’s report – is IAASB’s top priority project.  

In accordance with its ambitious plan for the project, in Q2, 2012 the IAASB unanimously and wholeheartedly 
approved for public consultation its Invitation to Comment: Improving the Auditor’s Report (ITC). The ITC sets 
out the IAASB’s indicative direction for the Board’s future standard-setting proposals to improve how and what 
auditors report. In developing the ITC, the IAASB liaised with both the US PCAOB and the European 
Commission (EC), amongst others, recognizing the importance of finding a global solution.  

At the heart of IAASB’s suggested improvements is a proposed new section in the auditor’s report, “Auditor 
Commentary,” in which auditors would be expected to call attention to matters that are, in the auditor’s 
judgment, likely to be most important to the users’ understanding of the audited financial statements or the audit. 

http://www.ifac.org/publications-resources/iaasb-strategy-and-work-program-2012-2014
http://www.ifac.org/publications-resources/iaasb-strategy-and-work-program-2012-2014
http://www.ifac.org/publications-resources/improving-auditor-s-report
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The IAASB’s proposals also include a new section for reporting on Going Concern. While these areas have the 
potential to add a greater degree of relevance and value to the auditor’s report, they also hold a number of 
possible impediments, from an operational point of view to a potential increase in litigation risk. There are also 
suggested improvements with respect to new statements regarding other information in documents containing 
the audited financial statements, the description of the responsibilities of the auditor and key features of the 
audit itself, and enhancement to the format of the report.  

In Q3 and early Q4, the IAASB held three well-attended global roundtables in North America, Europe and Asia 
Pacific to solicit additional feedback on its ITC. More than 190 investor, analyst, regulatory and oversight, 
preparer, academic, those charged with governance, standard setter and firm representatives from more than 20 
countries participated in or observed the roundtables. The IAASB also utilized its outreach activities to solicit and 
encourage feedback on the ITC in other forums.  

As the primary project for the IAASB over 2012-2014, much of the IAASB’s resources will be devoted to 
pursuing this project. To date, more than 130 comment letters have been received on the June ITC consultation. 
The IAASB’s discussion of these comments will commence at its December 2012 meeting, followed by an 
additional IAASB meeting planned for February 2013 to enable continued rapid progress on the project towards 
an exposure draft of proposed revised ISAs by June 2013.  

Auditor Responsibilities Relating to Other Information 

Related to auditor reporting is IAASB’s project to strengthen and enhance the relevance of the auditor’s work 
relating to other information in documents containing or accompanying audited financial statements in light of 
the evolving nature of disclosures outside the financial statements and the manner in which they are distributed.  

In Q3, 2012, the IAASB approved the exposure of proposals to improve ISA 720, The Auditor’s Responsibilities 
Relating to Other Information in Documents Containing or Accompanying Audited Financial Statements and the 
Auditor’s Report Thereon.1 The key aim of this project is achieving both a broader scope of documents/other 
information to be covered by the standard and an enhanced work effort by the auditor, while not extending 
responsibilities such that there is an unintended actual or perceived change in the scope of the audit. Subject to 
feedback received, the final standard is planned for approval in December, 2013.  

Auditing Financial Statement Disclosures  

Recognizing both the growing importance of financial statement disclosures to users’ understanding of financial 
statements and the evolving nature of such disclosures, in particular the trend towards more qualitative 
disclosures, the IAASB approved in Q3, 2012 a project proposal on auditing financial statement disclosures. 
This project follows from, and was informed by, IAASB’s 2011 Discussion Paper and Q1, 2012 Feedback 
Statement on the topic.  

The key objective of the Disclosures project is to examine how auditors should be applying key auditing 
concepts when auditing disclosures, in particular qualitative disclosures, and the auditor’s role in improving the 
quality of financial statement disclosures. Key issues relating to this project relate to the application of the 
concept of materiality to disclosures, judgments related to the sufficiency and appropriateness of audit evidence, 
and treatment of misstatements. A critical aspect of the project will be coordination with the International 
Accounting Standards Board (IASB) and others pursuing related initiatives.   

The IAASB will discuss issues related to the Disclosures project at its December 2012 and April 2013 meetings, 
at which time the IAASB will determine an appropriate way forward for standard setting activities. 

Audit Quality and the Monitoring of ISA Implementation 

The IAASB has also taken the opportunity in 2012 to consider the wider aspects of audit quality and take 
initiatives that can contribute to this important topic. 

                                                 
1  The Exposure Draft (ED) of ISA 720 (Revised) is anticipated to be published in October 2012. 

http://www.ifac.org/sites/default/files/meetings/files/20120917-IAASB-Agenda_Item_6-Disclosures_Draft_Project_Proposal-Final.pdf
http://www.ifac.org/publications-resources/feedback-statement-disclosures
http://www.ifac.org/publications-resources/feedback-statement-disclosures
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In this regard, the IAASB released in Q1, 2012 the Staff Q&A publication “Professional Skepticism in an Audit of 
Financial Statements.” The Q&A publication re-emphasizes to auditors the importance of an attitude of 
professional skepticism when performing their role, and highlights material in the ISAs and the IAASB’s quality 
control standard that are of particular relevance to the proper understanding and application of professional 
skepticism during an audit of financial statements. In addition answers are provided regarding what audit firms 
and auditors, as well as regulators, oversight bodies, and those charged with governance, can do to enhance 
awareness of the importance of professional skepticism, help cultivate a skeptical mindset and identify aspects 
of an audit where professional skepticism may be particularly important, and how professional skepticism can be 
evidenced. 

The IAASB also continued steady progress in developing for consultation a new publication, titled Audit Quality: 
An International Framework. This publication, which is planned for IAASB approval in December 2012, identifies 
how input factors, output factors, and the broader contextual factors of audits impact audit quality, but also how 
audit quality is influenced by the interactions between these different factors. The framework is intended to raise 
awareness of the key elements of audit quality, encourage key stakeholders to reflect on ways to improve audit 
quality, and facilitate greater dialogue between key stakeholders on the topic. The IAASB believes there is value 
in encouraging stakeholders to challenge themselves about whether there is more that they can do to increase 
audit quality in their particular environments. 

Finally, the IAASB continues to monitor the implementation of its Clarity ISAs. With more than 80 jurisdictions 
around the world now using, or committed to using the clarified ISAs, learning from implementation experiences 
is an important exercise in informing IAASB’s future priorities. In 2012, this project moved into its second phase, 
which centers on a post implementation review of the Clarity ISAs to determine whether the ISAs are being 
consistently understood and implemented in a manner that achieves the IAASB's goals in revising them and 
whether any issues arise in implementing ISAs that will require further standard setting activities by the IAASB 
(for example revision of an ISA or issuance of new or additional guidance). A report on findings is planned to be 
issued in Q2, 2013 and will assist the IAASB in determining its priorities for 2014 and its next three-year 
strategic planning cycle (2015–2017). 

IASB Liaison 

One common comment from the consultation on the IAASB’s 2012-2014 Strategy and Work Program was the 
need for effective liaison with the IASB. This has reenergized our relationship with the IASB and recognizes the 
impact on audit quality of ongoing developments in financial reporting standards, not least in respect of 
disclosures. As part of our liaison efforts, IAASB has met with IASB leadership and staff in 2012 and has 
continued to provide written input to the IASB on aspects of proposed accounting standards that may have 
potential verifiability or auditability issues. In Q3, 2012, the IAASB also had the benefit of a presentation from the 
IASB member that acts as primary liaison with the IAASB on our IASB/auditability monitoring work, who 
encouraged the IAASB to continue its important efforts.  

Enhancing the Relevance of IAASB’s Standards for Small and Medium Entities (SMEs) and SMPs  

Importantly, the IAASB’s work in 2012 also included completion of, and progress on, important initiatives to 
address the needs of SMEs and SMPs.  

In Q2, 2012, the IAASB approved International Standard on Review Engagements (ISRE) 2400 (Revised): 
Engagements to Review Historical Financial Statements. An important aspect of the IAASB’s strategic focus is 
responding to the growing demand for assurance services, other than the financial statement audit, that help 
enhance the credibility of SMEs’ financial statements. In light of this demand, it is fundamental that there be 
robust standards to support a diverse range of services for this important stakeholder group. ISRE 2400 
(Revised) is an important contribution to this aim.  

Review engagements are of particular relevance for entities that are not required, or do not elect, to have an 
audit, but wish to enhance the credibility of, and confidence in, their unaudited financial statements among their 
users through practitioner involvement. The revised standard enhances both the value and performance of 

http://www.ifac.org/publications-resources/international-standard-review-engagements-2400-revised-engagements-review-his
http://www.ifac.org/publications-resources/international-standard-review-engagements-2400-revised-engagements-review-his
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review engagements, and helps ensure there is sufficient appropriate evidential support for the practitioner’s 
conclusion on the financial statements and thereby further promoting high-quality engagements.  

In Q3, 2012, the IAASB also considered, and supported the further development of, a staff publication 
addressing the proportionate application of International Standard on Quality Control (ISQC) 1, Quality Control 
for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related Services 
Engagements. This publication is intended to be released in Q4, 2012. 

The Increasing Relevance of Assurance Services 

Year 2012 also saw important progress by the IAASB on standards for assurance engagements other than 
audits and reviews of financial statements.  

The IAASB’s approval in Q1, 2012 of ISAE 3410, Assurance Engagements on Greenhouse Gas (GHG) 
Statements was an important step in addressing new subject matters. ISAE 3410 is a response to the clear and 
growing demand for companies to disclose their environmental impacts and to report detailed emissions 
information and to obtain assurance thereon. In finalizing ISAE 3410, the IAASB developed an innovative 
method of presenting simultaneously, alongside each other, the requirements applicable to limited and 
reasonable assurance engagements to enhance the readability and practicality of the standard, and to clarify the 
distinction between these two different levels of assurance. In many ways, ISAE 3410 may reflect a trend in 
future assurance engagements whereby engagements by necessity must involve a multidisciplinary team, such 
as on integrated reporting. 

The IAASB also continued work on its project to revise ISAE 3000 to provide a strengthened overarching 
framework for a broad range of reasonable and limited assurance engagements on subject matters such as 
internal controls, prospective financial information, greenhouse gas statements, and sustainability reports. The 
IAASB is currently in the process of deliberating responses to the exposure draft of revised ISAE 3000, where 
key issues include clarity of definitions and the work effort expected by a variety of practitioners. While some 
stakeholders believe there is a need to undertake a fundamental review of underlying concepts, others view 
practical improvements should be made expeditiously and in a manner consistent with other recently-issued 
assurance standards (e.g., ISAE 3410). Further, definitional and practical issues also exist in relation to direct 
engagements (including performance and compliance audits, typically performed in the public sector), which are 
also covered by the standard. The IAASB will discuss issues at its December, 2012, April and June, 2013 
meetings with a view to approval of the final standard later in, 2013. 

 

Project Update 

Auditor Reporting  
• The comment period for the IAASB’s June 2012 Invitation to Comment, Improving the Auditor’s Report, closed on 

October 8, 2012, with the IAASB receiving 165 responses from all quarters of the world. At its December meeting, the 
IAASB deliberated significant issues for certain topics, and the Task Force’s proposed direction for the way forward. 
Amongst other matters, the IAASB agreed: 

‾ To continue to pursue the concept of ‘auditor commentary’, with the IAASB to further explore the objective, title, 
and criteria for such reporting, and the implications thereof on existing concepts such as, Emphasis of Matter, and 
Other Matter paragraphs. 

‾ To continue to explore auditor reporting on going concern, with the IAASB to further consider how work underway 
by accounting standard setters, including the International Accounting Standards Board and the US Financial 

http://www.ifac.org/sites/default/files/publications/files/B010%202012%20IAASB%20Handbook%20ISAE%203410%20Final%20(revised%20IFAC%20logo%20placement).pdf
http://www.ifac.org/sites/default/files/publications/files/B010%202012%20IAASB%20Handbook%20ISAE%203410%20Final%20(revised%20IFAC%20logo%20placement).pdf
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Accounting Standards Board, may affect the nature and timing of the IAASB’s proposals.  

• The IAASB reaffirmed its commitment to developing an exposure draft of proposed revised auditor reporting 
standards by June 2013. It also noted the importance of alignment, to the extent practicable, with others currently 
addressing auditor reporting, including the EC, the UK Financial Reporting Council and PCAOB.  

The IAASB will continue its deliberation on this project at its February 2013 meeting.  

 


