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Dear Mr. McPeak

We appreciate this opportunity to comment on thexgosure Draft of the Proposed Revised

International Education Standard 8 Professional @xence for Engagement Partners Responsible

for Audits of Financial Statements, (IES 8). Weiziate the level of work that has gone into
developing this re-exposure draft and are fullypsupthe objectives of the IAESB’s project to
improve the clarity of its Standards.

General Comments

We recognize the many challenges and complexitiesgnt in drafting this important standard, and

note the careful thought that has gone into thpgregion of this Re-Exposure Draft, and the
resulting progress. Our comments below focus ornt wiecbelieve to be the remaining issues
together with our suggestions for improvement.

1. CPD as the vehicle for the development of professicompetence

The draft standard clearly identifies continuingfpssional development (CPD) as the way
in which engagement partners maintain and furtbgelbp professional competence. We
are concerned that CPD is widely understood, piiyndo represent structured learning
activities such as attendance at a training coarsgthat many will read and interpret the
requirements of IES8 in this contexES 7 Continuing Professional Developmesich sets
an input based requirement for professional acemisbf 120 hours over a three year period
reinforces this interpretation. Our view is thadfpssional competence, particularly for
engagement partners, occurs in many different waays that practical experience will be the
most substantial and important activity. While medieve that the Board took a broad view
of CPD when drafting the standard, and made referémpractical experience in paragraphs
4 and A4, we do not believe this is sufficient &pghusers of the standard appreciate the
breadth of CPD anticipated for engagement partners.
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We therefore recommend the Board reviews the wagstpositioned CPD as having an
exclusive role in development of professional cotapee and consider carefully how to
represent a broad view of the range of developrhantwities likely to be involved, beyond
structured learning. We note that paragraphl&8f7 details the components of CPD as
including coaching and mentoring, networking, olsagon, feedback, reflection and self-
directed and unstructured gaining of knowledgeesEhaspects should be referred to within
this IES to make the broad definition very clear.

See also the related point below on ‘Learning Ou&s terminology’.
2. Learning Outcomes terminology

Related to the point above, we note that the Bbasdchosen to use consistent terminology
from IESs 2, 3 and 4 for Table A, referring to fieimg outcomes’ that demonstrate the
achievement of professional competence. While meetstand the Board’s desire for
consistent approach across its standards, we tthimkerminology is unhelpful when (as
noted above) a substantial contributor to the agraknt and maintenance of professional
competence of an engagement partner will be peda@iqerience. The term ‘learning
outcome’ places emphasis on the role of formal atioie, and structured learning activities.
This emphasis is appropriate for the period ofdhjirofessional development (IPD) for the
professional accountant when such activities plagreral role, but is unhelpful when
discussing the development of the engagement panneh of which takes place in the
work environment away from formal learning activity

We therefore recommend that the Board replaceetine tearning outcomes’ with
‘behavioral outcomes’ or a similar term — recogmigthe qualitatively different nature of
development at this point in an individual's carefasen compared to IPD.

3. Applicability to interim reviews

We note that the standard is applicable to thetafidinancial statements and is not required
to be applied to other assurance work. We agrebeneed to be clear on the scope of the
standard, but recommend that the Board consideesher the scope of the standard should
extended to include engagements performed undé€r Ré¥iew of Interim Financial
Information Performed by the Independent Auditothef Entity. We believe there is
significant overlap between the professional coemped required to perform reviews of
interim financial information and to perform auditsfinancial statements and believe
interim reviews should be mentioned specifically.
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Specific Questions

With respect to the specific questions outlinetha Explanatory Memorandum to the Re-Exposure
Draft our comments are as follows:

Quegtion 1: Isthe Objective statement (see par agr aph 9) of the proposed |ES 8 Exposure
Draft (December 2013) appropriate and clear?

In general we support the Objective paragraphhbué concern about the final phrase ‘maintain
and further develop through CPD’. The concept @mEngagement Partner needs to have
achieved and therefore to continue to maintaingesibnal competence in the areas listed in
Table A is understood. However we are unsure@Bard’s intention when describing the
need for further development of professional coepet through CPD. We are concerned that
this could be interpreted to mean that the culeaml of professional competence (i.e. that set
out in Table A) is insufficient or incomplete. rexample does the Board envisage that further
development of professional competence would oiccareas not currently listed in Table A?

Or does the Board envisage development of profeasammpetence would be needed beyond
the level described by the learning outcomes ind Ay

We note that there has been a decision to move faaythe phrase ‘develop and maintain’
used throughout other IESs. We encourage the Boarlisit that decision and consider if
‘develop and maintain’ would be more helpful terology to use here.

We recommend the Board clarifies the concept dh&rrdevelopment of professional
competence and revisits the wording of the objeqtieragraph (and elsewhere in the standard
where this term is used). The Board may also densi further explanation in the explanatory
material is required.

Quegtion 2: Isthe Requirement (see paragraph 10) of the proposed | ES 8 Exposur e Draft
(December 2013) appropriate and clear ?

In general we support the requirement, but our cemmin response to Question 1 related to the
concept of ‘maintain and further develop’ are applicable to the requirement in paragraph 10.

Questions 3: Do you agr ee with the proposed learning outcomes provided in Table A?

We have a number of comments on Table A. In axfdith these points we have made a number
of more detailed points under ‘Specific draftingms below.

Section (a) Audit of Financial Statements

In our view all competence areas and learning enédlisted in Table A contribute to the
competence needed to conduct an audit of finastasééments, not just those listed in Section (a)
— however Section (a) is titled ‘Audit of financsthtements’. We recognise that those learning
outcomes listed in Section (a) are specificallpted to audit technical knowledge and activities,
but we encourage the Board to reconsider thedttthis section, and avoid conveying the
impression that only those competences in Secéipre(ate to an audit of financial statements.
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Consistency of learning outcomes

We note that the learning outcomes are a mixturegtf level concepts and more detailed points.
For example (a) (ii) is a high level learning outw® but (a) (iii) is much more detailed. We
recommend the Board conduct a general review theenbof Table A to confirm that the level

of detail is appropriate for each learning outcome.

Inclusion of specialists

We are concerned that there is insufficient emghaisithe use of specialists within the audit and
recommend the Board carefully reviews this aregtjqudarly given the focus this area has from
a range of stakeholders in the profession. Tisereference in ()(i) to the ‘IT professional’, tou
that is the only explicit reference within Tableuse of a specialist. We would expect to see
consideration of the use of a range of specialistdyding those involved in fair value
measurement, review of management estimates ararimgnt related issues. Learning
outcomes in this area would need to cover bothnilgnthe use of specialists, and also
reviewing and evaluating their work.

We also recommend that there should be an additiessaning outcome addressing the need for
the Audit Engagement Partner to assess whethentiggement team as a whole has the right
mix of skills and knowledge to perform the engageine

Internal Controls

In our view the coverage of internal control cortsepithin Table A is insufficient. We would
expect to see a clear progression in Table A thrdabg assessment of risks, the identification of
controls to address these risks, and then developofi¢he response to the risk based on the
result of testing internal controls.

We also note that (a) (vii) refers to the evaluatid significant deficiencies. We recommend the
Board should consider adding a similarly constrdiéé@rning outcome relating to the evaluation
of misstatements.

Quedtion 4: Do you agreethat levelsof proficiency for the competence areas should not be
included in Table A?

Yes. We agree that the levels of proficiency far tompetence areas should not be included in
Table A.

Quedtion 5: Arethereany additional explanatory paragraphs needed to better explain the
requir ement of the proposed | ES 8 Exposur e Dr aft (December 2013)?

We have the following comments on the coveragéefcurrent explanatory material and
recommendations for improvement. In addition ®sthpoints we have made a number of more
detailed points under ‘Specific drafting pointside.
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Paragraph A4

This paragraph seeks to emphasise the importaruectical experience as a component of
CPD. We believe that it does not cover in suffitiereath or depth the importance of practical
experience in achieving professional competendease also see further comments under
General comments above.

Paragraph A9

The current wording of this paragraph implies thgtmeeting the requirements of IES 8, firms
and engagement partners will be in compliance thighrequirements of ISQC1 and ISA 220.
We recommend the Board review this wording, asetlaee many other actions needed to ensure
compliance with ISQC1 and ISA 220 beyond the medtie requirements of IES 8.

We suggest that the final sentence should read:
“....As a consequence, it assists firms in complyiit the requirements of ISQC1 and
engagement partners in complying with the requirgmef ISA 220.”

Quegtion 6: Doesfigure 1 of Explanatory Material section for the proposed IES 8 Exposure
Draft (December 2013) assist in under standing which stakeholder s have responsbilities
that impact the professional competence of engagement partners?

We agree that Figure 1 assists the reader in uladeiing which stakeholders have
responsibilities that impact the professional commpee of engagement partners.

However, we are concerned that the title of Figuosuld be taken to imply that regulators have
responsibility for the professional competence j&ement Partners which is not the case. We
recommend that the wording be changed to “Stakensith an Interest in the Professional
Competence of Engagement Partners” to better repirése situation.

Quegtion 7: Arethereany termswithin the proposed |ES 8 Exposure Draft (December
2013) which require further clarification? If so, please explain the nature of the
deficiencies?

Please see point 1 under General comments abdatedréo the breadth of CPD.

Quegtion 8: Do you anticipate any impact of implicationsfor your organization, or
organization with which you are familiar, in implementing the requirement included in this
proposed |ES 8 Exposur e Draft (December 2013)?

While the requirement of the proposed standardiigem to IFAC member bodies, we recognise
that, in practice, network audit firms play a sf@mint role in the development of engagement
partners. We operate a robust and consistent agiprboth to the assessment of competence of
our engagement partners, and to monitoring of C&tbsa our Deloitte Touche Tohmatsu
Limited (DTTL) network. Our network firms also ntabe requirements laid down by the local
IFAC member bodies in relation to CPD.

We therefore expect that the proposed standarchesé limited impact on our network. We do
however note that our network of firms operate wide variety of jurisdictions. IFAC member
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bodies across those jurisdictions are likely teetditferent approaches in their implementation
IES 8, which may result in changes to current lefétacking and monitoring required in some
jurisdictions.

Quedtion 9: What topics or subject areas should Implementation Guidance cover?

We believe it would be helpful for the Board to yice examples of how learning outcomes
could be achieved, particularly where practicalegignce is likely to play a significant role in
development. These examples should illustrate theveoncept of shared responsibility for the
professional development of engagement partnerksanompractice in different environments.

Specific drafting points

In addition to our responses to the specific qoastposed in the Explanatory Memorandum, we also
provide a number of specific comments on the Ressxge draft together with suggestions for
changes to enhance the clarity of the final stashdar

Paragraph

Existing Wording

Comments/Suggestionsfor change

Paragraph 3

This IES builds on the learning
outcomes of IESs 2, 3, and 4 that
describe the professional competence
required of aspiring professional
accountants of the end of Initial
Professional Development (IPD).

Typographical error:
“...by the end...”

5 of

Table A Approve or establish an appropriate | It is unclear whain relation to the audit
- audit strategy in relation to the audit | objectivemeans. Does it mean the
(a) (vi) oo ST »
objective objective of the auditing standard?
We recommend that the wording is
reviewed for clarity.
Table A Evaluate whether an entity has We recommend the Board considers
®) () prepar_ed, in all mate_rial respects, whether this Iear_ning outcome should als
financial statements in accordance wittrefer to the consideration of the concepts
the applicable financial reporting “true and fair” or "fair presentation” wherg
framework. the audit opinion is expressed in these
terms.
Table A Formulate auditor expectations using | It is unclear whaauditor expectationare
d) relevant information on industry, referring to. If this is linked to identifying

regulatory, and other external factors,
including market, competition, produc
technology, and environmental
requirements.

specific audit risks, then this should be
stated.

We recommend the Board reviews the

wording of this learning outcome.
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Paragraph | Existing Wording Comments/'Suggestionsfor change

Table A Evaluate procedures performed, This sentence is overly complex and

©) () including the work of others, to addressconveys the sense of an overly passive I

the risks of material misstatement in théor the engagement partner.

financial statements in respect of :

. We recommend rewording as follows:

taxation, and to assess the effect of the' g

results of procedures on other areas af(i) Evaluate procedures undertaken to

an audit. address the risks of material misstateme
in the financial statements in respect of
taxation, including reviewing and
evaluating the work of others. Assess th
results of the procedures and the impact
other areas of the audit.

Table A Business Law and Regulations We recommend including an additional

) learning outcome at the start of this

g competence area:

Assess the regulatory environment and
consider which laws and regulations are
relevant to the engagement and its
financial statements.

Table A Evaluate the impact on the audit of a | We recommend rewording as:

@) 0 potential breach of law and regulation Scvaluate the impact on the financial
statements being audited of a potential
breach of law and regulations.

Table A Evaluate the various sources of We believe that the term ‘available’ make

h) (i financing available to an entity to this area too broad. In addition the term

(h) (i) desi . : ‘ : . ,

gn the corresponding audit strategyappropriate testing and review procedur
and plan appropriate testing and reviewmplies that it is a review rather than an
procedures. audit.
We recommend rewording as:
Evaluate the sources of financing used b
an entity in order to design the
corresponding audit strategy and plan
appropriate analytical procedures.

S
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Paragraph

Existing Wording

Comments/'Suggestionsfor change

Table A
(h) (ii)

Evaluate an entity’s cash flow, budget
forecasts, and working capital
requirements.

sThis learning outcome requires
clarification.

We believe the Board'’s intention is for ar

N

engagement partner to evaluate the entity’'s

cash flow, budgets, forecasts and workin
capital requirements for reasonableness
order to use in the audit’s analytical
procedures and ioonsideration of the
appropriateness of the going concern
assumptionrather than to report on thesg
items separately.

We therefore recommend rewording as:

Evaluate an entity’s cash flow, budgets,
forecasts and working capital requiremer
for reasonableness prior to use in
performing analytical procedureand in
consideration of the appropriateness of
the going concern assumption

g
in

nts

Table A
(h)

Finance and financial management

We recommend a further learning outcor
covering the assessment of the entity’s U
of financial instruments and the evaluatic
of valuation techniques and models.

Table A
(i ()

Evaluate the accounting estimates,
including fair value estimates made by
management

We recommend that this learning outcon

ne

is better placed under the Technical section

of Table A rather than under Intellectual
skills.

Table A
@) (i)

Resolve conflict through appropriate
forms of communication.

This is an extremely broad learning
outcome and potentially far more than ar
Audit Engagement Partner would norma
do.

We recommend that the definition is
revised to be more specific to the contex|
of an audit. We also recommend

addressing the need to manage differen¢

in opinion within a firm.

N
ly

t

es

Table A
@) (i)

Resolve audit issues, consulting wher
appropriate.

We recommend rewording as:

Conclude on audit issues, consulting wh
appropriate.
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Paragraph | Existing Wording Comments/'Suggestionsfor change
Table A Manage negotiations effectively with thgVe are unclear as to the types of
0 (iv) entity. negotiations that the Audit Engagement
Partner would be managing with the enti
other than fee negotiations.
We recommend that this learning outcon
is removed.
Table A Assess audit quality and the effect on| We believe the public interest would be
m) () the public interest, the profession and| best served by not just by assessing audi
wider society. quality but by executing high quality
audits.
We believe that the reference to wider
society is already covered by public
interest and should be removed.
We therefore recommend rewording as:
Execute high quality audits and understa
the effect of audit quality on the public
interest and the profession.
Table A Identify, consider, and evaluate threatsThe effective response to these threats ¢
(0) (i) to objectivity and independence that caidentified should also be included.
occur during an audit engagement. We recommend rewording as:
Identify, consider, evaluate and respond
threats to objectivity and independence
that can occur during an audit
engagement.
Paragraph | Engagement partners are required to | We recommend including ‘changes in
Al4 maintain and further develop their International Standards on Auditing
professional competence as they work {iSAs)’ in the list of areas of environment
an environment of significant change.| change:
Pressure for chgngljed(_:an come from q ....(a) increased regulation, (b)
man;l/ f_ourc%s,dlncul ing (a% increase developments in financial and non-
][_egu a |(|)n, (d) evft_e opm_er s 1n i financial reporting, (c) changes in
':agr%':r 6:2 Peocnh_nlglil)n?(laas r%po "N9: | |nternational Standards on Auditing
.( ) rging tb 9IES, (d) vt (ISAs), (d) emerging technologies, (e)
g]ri;eaeSIBgslﬁ:sos ccl)JrimIZf(?t analytics, increasing use of business analytics, ang
O plexity. (f) business complexity.

al

)
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Paragraph | Existing Wording Comments/'Suggestionsfor change
Paragraph | Planning effective CPD in the areas of This paragraph contains the term “due
A20 professional skepticism and care”. As this term has legal connotatiorn

professional judgment requires due cg
and may need innovative learning
methods in which mentoring, reflectior
time, and experience within the conte
of a work environment often play a ke
role.

irand may confuse readers, we recommer
rewording:

1’Planning effective CPD in the areas of
rofessional skepticism and professiona
’/judgment requires careful thought...

Please do not hesitate to contact us for clariicanf any of points we have made.

Very truly yours,

Cal Buss

Managing Director, Global Audit Quality & Transfoation
Deloitte Touche Tohmatsu Limited
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