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ISA Implementation Support Module

Notes for Select Slides
	The following supporting notes accompany the PowerPoint slides for this module and do not amend or override the ISAs, the texts of which alone are authoritative. Reading these notes is not a substitute for reading the ISAs. The notes are not meant to be exhaustive and reference to the ISAs themselves should always be made. In conducting an audit in accordance with ISAs, the auditor is required to comply with all the ISAs that are relevant to the engagement.
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· In developing the clarified ISAs, IAASB acknowledged that a good audit is a “thinking audit” – one in which the auditor gives thoughtful consideration to the circumstances. Objectives play an important role in this regard.

· Objectives help the auditor
· to understand what the aim of the work is, 

· to use professional judgment in applying that understanding to the work that needs to be done in the specific circumstances of the engagement, 

· to understand the purpose of the requirements / outcome to which the requirements are directed, and formulate the procedures necessary in complying with the requirements, and 
· to step back and evaluate whether the aim of the work has been achieved; if not, to then decide whether more needs to be done to achieve the objectives in the particular circumstances of the audit and whether sufficient appropriate audit evidence has been obtained. 

· Objectives play a very important role in determining effort, and auditors will find benefit in their use in all stages of the audit. 

· It is important to note that IAASB recognizes that the proper application of the requirements of an ISA is expected to provide a sufficient basis for achieving the stated objectives. However, ISAs cannot anticipate the wide range of circumstances in individual engagements, and it is not in the public interest to give the auditor a false sense of security that the ISAs address all the audit procedures necessary in all circumstances.
· Depending on circumstances, this may mean extending work performed in applying one or more requirements or perform other procedures judged to be necessary. 

· Important to note that ISAs are quite interrelated. In deciding whether more needs to be done, consideration should be given to whether further relevant audit evidence has been, or will be, obtained as a result of complying with other ISAs.

· It is also important to note that objectives are to be understood in context of the overall objectives of the auditor. As with the overall objectives, the ability to achieve an individual objective is equally subject to the inherent limitations of an audit.
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· A failure to achieve an objective should be ascertainable from the proper use of the objectives. Nevertheless, ISA 200 contains guidance to help guide the auditor as to the general circumstances or conditions that may give rise to a failure.

· Where an objective cannot be achieved, the auditor needs to consider whether this prevents achievement of the overall objectives of the auditor. In such cases, the ISAs require the auditor modify his or her opinion, or withdraw from the engagement. 

· In any event, failure to achieve an objective represents a significant matter in an audit that needs to be documented. This does not mean that the auditor need document separately (as in a checklist, for example) that individual objectives have been achieved. This would drive a checklist approach which could have a negative impact on audit quality, and result in too great a focus by the auditor on the achievement of the individual objectives rather than the overall objectives of the auditor.

· Rather, documentation of a failure assists the auditor’s evaluation of whether such a failure has prevented the auditor from achieving the overall objectives. This is where documentation matters.
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· IAASB is strongly of the view that an ‘audit is an audit’

· Users, whether of large or small entity financial statements, receive audit reports expressing opinions, and users assume, and need to have confidence, that those opinions are based on same level of assurance. 

· It is important to note the structure of the clarified ISAs was heavily influenced by needs of SMEs and SMPs, including input of certain national auditing standard setters who are engaged in implementing ISAs in SME sector in their jurisdictions. Relevant changes include:
· The general structure of the ISAs themselves – It was felt that the length of the standards was making them less useful and more difficult to understand, particularly by SMPs. By separating out requirements and guidance, the new clarity structure is intended to help auditors to focus on the principal things that they need to do and know. The requirements can now be read and understood more easily as a whole.
· Requirements – The IAASB was mindful of the importance of setting requirements that would be generally applicable in virtually all engagements.
· Guidance that addresses specific considerations in an SME audit – This guidance is  intended to help remind auditors of the characteristics of an SME that are relevant to seeing that the work performed is context appropriate.
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· Though the ISAs are designed for entities of all sizes, this does not mean that each audit is performed in exactly the same way. 

· Because of the principles-based structure of the ISAs, the requirements focus on matters the auditor needs to address. However, except in a few cases, the ISAs do not ordinarily specify the specific audit procedures to be performed.

· This means the specific audit procedures to be undertaken to achieve the objectives and to comply with the requirements may be different in an audit of a small entity compared to that of a large and complex one.

· Further, the ISAs explain that the appropriate audit approach for designing and performing further audit procedures depends on the auditor’s risk assessment. For example, based on the required understanding of the entity and its environment, including its internal control, and the assessed risks of material misstatement, the auditor may determine that a combined approach using both tests of controls and substantive procedures is an effective approach in the circumstances in responding to the assessed risks.
 In other cases, for example in the context of an SME audit where there are not many control activities in the SME that can be identified by the auditor, the auditor may decide that it is efficient to perform further audit procedures that are primarily substantive procedures.

· The ISAs also recognize that often SMEs engage in relatively simple business transactions, which means that their audits under the ISAs will generally be relatively straightforward. As an illustration, consider the requirement in ISA 315 for the auditor to obtain an understanding of the entity and its environment.
 While the audit considerations underlying this requirement will be equally relevant for both large and small entities, the typically simpler structure and processes in an SME often mean that the auditor may obtain an understanding of the entity and its environment quite readily and document this in a straightforward manner. 

· Similarly, internal control in the context of an SME may be simpler. This is emphasized several times in the ISAs, for example: 

“Smaller entities may use less structured means and simpler processes and procedures to achieve their objectives.”

“Information systems and related business processes relevant to financial reporting in small entities are likely to be less sophisticated than in larger entities …”

“Communication may be less structured and easier to achieve in a small entity than in a larger entity …”

“The concepts underlying control activities in small entities are likely to be similar to those in larger entities, but the formality with which they operate may vary.”

· Thus, while obtaining an understanding of the entity’s internal control relevant to the audit is equally important in the audit of an SME, the auditor is also likely to be able to obtain the necessary understanding and document that understanding quite readily.
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· The ISAs specifically anticipate their application to an SME audit and, accordingly, demonstrate the proportionality of their application in a number of ways. For example, in relation to requirements:

· They specify alternative procedures regarding understanding the entity’s risk assessment process when the entity has not established such a process or it has an ad hoc process (a common occurrence in SMEs).

· They specify a choice of audit procedures based on the particular circumstances, e.g. choice of responses to assessed risks for accounting estimates under ISA 540 (where the option of using evidence arising from events occurring after the date of the financial statements is often an effective response in an SME audit when such evidence is relevant to the accounting estimate and there is a long period between the date of the statement of financial position and the date of the auditor’s report).

· They indicate if a requirement is conditional where those charged with governance and management are the same (a situation often seen in SMEs).

· A few examples of the type of guidance provided are noted below:

· Standard audit programs or checklists drawn up on the assumption of few relevant control activities may be used for the audit plan of an SME audit provided that they are tailored to the circumstances of the engagement.

· Because interim or monthly financial information may not be available in an SME for purposes of analytical procedures to identify and assess the risks of material misstatement, the auditor may need to plan to perform analytical procedures when an early draft of the entity’s financial statements becomes available.

· Audit evidence for elements of the control environment in SMEs may not be available in documentary form. Consequently, the attitudes, awareness and actions of management or the owner-manager are of particular importance to the auditor’s understanding of an SME’s control environment.

Specific SME considerations also address how to apply the ISAs when there is only a one person team, for example, in relation to the requirement for the engagement partner to take responsibility for the direction and supervision of an engagement team.
 In addition, other guidance indicates that specific aspects of the audit will vary with the size, complexity and nature of the entity, for example, in relation to:

· The nature and extent of the auditor’s planning activities.

· The auditor’s consideration of relevant fraud risk factors.

· The communication process between the auditor and those charged with governance, and the form of that communication.

· The level of detail at which to communicate significant deficiencies in internal control.

· The judgment as to whether a control is relevant to the audit.
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· Importance of sound professional judgment to the quality of an audit cannot be over-stressed. It is absolutely essential to the proper conduct of an audit.

· For example, interpretation of the ISAs and the decisions required throughout the audit cannot be made without the application of relevant knowledge and experience to the facts and circumstances.

· Professional judgment is necessary in almost every key decision, from materiality for the engagement, to assessing the reasonableness of the estimates, to drawing conclusions from evidence obtained. 

· The IAASB is aware of concern by some around the use of judgment – the extent to which it should be promoted, what it means, and the importance that it not be used as an excuse for deficient auditing. Accordingly, the IAASB focused on explaining what professional judgment is, and how it might be assessed.

· For example:

· A new definition to help further explain what it comprises in general terms

· A new requirement that the auditor shall exercise professional judgment in planning and performing an audit, to stress the importance of sound professional judgment as a professional responsibility.

· New guidance that helps explain when the exercise of professional judgment may be regarded as reasonable and how it may be evaluated

· In deliberating this matter, the IAASB was also of the view that ISA 200 should not imply in any sense the use of hindsight to evaluate judgments made, or to suggest the need for more consultation over, and documentation of, judgment applied to routine audit matters. 

· More reference to other ISAs that emphasize important considerations, for example, the need to consult on difficult or contentious matters during the course of the audit and for significant professional judgments to be evidenced. This reinforces the auditor’s professional responsibility for the exercise of judgment in a sound, consistent and justifiable manner. 

· Finally, new guidance that makes clear that professional judgment is not to be used as the justification for decisions that are not otherwise supported by the facts and circumstances of the engagement or sufficient appropriate audit evidence.
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· It should be noted that in the ISA 230 requirement for documentation to include significant matters that arose during the audit and the significant professional judgments the auditor made in reaching conclusions on those matters,
 the emphasis is on the significant matters and significant professional judgments. The ISA explains that an important factor in determining the form, content and extent of audit documentation of significant matters is the extent of professional judgment exercised in performing the work and evaluating the results.
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· Appropriate audit documentation need not be burdensome. ISAs do much to encourage the auditor to prepare meaningful audit documentation while fostering an effective and efficient approach to it.

· The ISAs recognize that it is unrealistic to expect every aspect of an audit to be documented, and they explicitly encourage the auditor to exercise professional judgment in determining the form and extent of documentation. They also acknowledge how the extent of audit documentation may vary depending on the circumstances. Examples such as the following are included in several places in ISA 230 and other ISAs:

· The manner in which specific requirements in ISA 315 are documented is for the auditor to determine using professional judgment.

· The form, content and extent of documentation depend on various factors including the size and complexity of the entity,
 and the audit methodology and technology used in the audit.

· The documentation for the audit of a smaller entity is generally less extensive than that for the audit of a larger entity.
 Documentation may be simple and relatively brief.

To further assist the auditor, the ISAs provide examples of how the documentation in an SME audit can be approached in an efficient and effective manner. For example, they suggest the following:

· 
The documentation of the understanding of the entity may be incorporated in the auditor’s documentation of the overall strategy and audit plan.  Similarly, the results of the risk assessment may be documented as part of the auditor’s documentation of further procedures.

· 
It is not necessary to document the entirety of the auditor’s understanding of the SME and matters related to it.

· 
A brief memorandum may serve as the documented audit strategy. At the completion of the audit, a brief memorandum could be developed and then updated to serve as the documented audit strategy for the following year’s audit engagement.
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Relationship between ISA 230 and other ISAs 

· ISA 230 makes clear that in principle, compliance with requirements of ISA 230 will result in the audit documentation being sufficient and appropriate in the circumstances. Other ISAs contain specific documentation requirements that are intended to clarify the application of ISA 230 in the particular circumstances of those other ISAs. The specific documentation requirements of other ISAs do not limit the application of ISA 230. Furthermore, the absence of a documentation requirement in any particular ISA is not intended to suggest that there is no documentation that will be prepared as a result of complying with that ISA.
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