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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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· Identification and assessment of risks through obtaining an understanding of the group, its components, and their environments
· The standard provides examples of types of information that may be used to identify the risks of material misstatement of the group financial statements due to fraud (see para. A27). Examples include:
· Group management’s assessment of the risks that the group financial statements may be materially misstated as a result of fraud, and its process for identifying and responding to the risks of fraud in the group.  

· Whether there are particular components for which a risk of fraud is likely.

· The standard also provides examples of conditions or events that may indicate risks of material misstatement of the group financial statements (see Appendix 3). Examples include:
· A complex group structure, especially where there are frequent acquisitions, disposals, or reorganizations.
· Business activities of components that involve high risk, such as long-term contracts or trading in innovative or complex financial instruments.
· Unusual related party relationships and transactions.
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· Therefore, reference to component auditor in the group auditor’s report no longer permitted 

· There is an exception when such reference is required by law or regulation. In this circumstance, the auditor’s report shall indicate that the reference does not diminish the group engagement partner’s or firm’s responsibility for the group audit opinion. 
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· In other cases, difficulty in accessing relevant information (e.g., at components such as joint ventures, associates) may give rise to a scope limitation
· The ability to have unrestricted access to components and the work of component auditors is a critical element of the engagement acceptance decision. However, cases where access difficulties arise are expected to be rare. 
· Where access to information is restricted by circumstances, the group engagement team may still be able to obtain sufficient appropriate audit evidence. However, this is less likely as the significance of the component increases evidence (see para. A15).

· When access to information of a significant component is restricted by group management, the group engagement team will not be able to obtain sufficient appropriate audit evidence (see para. A16). 
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· Consideration of engagement acceptance a key aspect of standard
· In the case of continuing engagements, the group engagement team’s ability to obtain sufficient appropriate audit evidence may be affected by significant changes, such as an acquisition, disposal, or change in components’ business activities that are significant to the group (see para. A12).
· The standard provides guidance if law or regulation prohibits the group engagement partner from declining or withdrawing from an engagement (see para. A18). 
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· As part of understanding the group and its components, group engagement team now required to understand group-wide controls and the consolidation process 
· ISA 315
 provides general guidance on the understanding of the entity and its environment. ISA 600 provides a detailed list of examples of matters specific to a group about which the group engagement team obtains an understanding, including specific aspects of group-wide controls and the consolidation process (see Appendix 2).
· What are group-wide controls?
· Other examples of typical group-wide controls include:

· Group-wide programs such as for fraud prevention.
· Group management’s risk assessment process. 
· A central IT system controlled by the same general IT controls for all or part of the group.

· Internal audit may be regarded as part of group-wide controls when the internal audit function is centralized. 
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· Understand detailed reporting instructions issued by group management to components

· To achieve uniformity and comparability of financial information, group management ordinarily issues instructions to components. The standard notes that the instructions ordinarily cover matters such as the accounting policies to be applied, statutory and other disclosure requirements applicable to the group financial statements, and a reporting timetable (see paras. A24-A25).
· The group engagement team’s understanding of the instructions may include matters such as the clarity and practicality of the instructions for completing the reporting package, and whether the instructions provide for matters such as the identification of consolidation adjustments and sufficient disclosures to comply with the requirements of the applicable financial reporting framework (see para. A26).
· Perform specific procedures on consolidation process
· The standard requires that the group engagement team:

· Evaluate whether all components have been included in the group financial statements (see para. 33).
· Determine whether the financial information identified in the component auditor’s communication is the financial information that is incorporated in the group financial statements (see para. 36).
· Evaluate consolidation adjustments for appropriateness, completeness, and accuracy 

· The standard notes that this is important because the consolidation process may require adjustments to amounts reported in the group financial statements that do not pass through the usual transaction processing systems, and may not be subject to the same internal controls to which other financial information is subject. The standard suggests what the evaluation may include, such as determining whether significant adjustments are authorized and are properly supported and sufficiently documented (see para. A56).
· The group engagement should also evaluate whether appropriate adjustments have been made for a component with a different financial reporting period-end (see para. 37).
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· A component financially significant to the group (i.e, size) 
· As the individual financial significance of a component increases, the risks of material misstatement of the group financial statements ordinarily increase (see para A5). 

· The group engagement team may apply a percentage to a chosen benchmark to help identify significant components. Identifying a benchmark and determining a percentage involve the exercise of professional judgment. The standard notes, for example, that components exceeding 15% of a chosen benchmark may be considered significant. A higher or lower percentage may, however, be deemed appropriate in the circumstances (see para A5). 
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· For a component significant due to specific risks, one or more of…
· Which type of work to perform will depend on the circumstances. For example, if the component is significant because of a likely significant risk of inventory obsolescence but nothing else, it would only be necessary for the group engagement team to perform, or ask the component auditor to perform, audit procedures that address the valuation of the inventory. 

· On the other hand, if there are significant risks that affect virtually all the financial information of the component, for example, a complete replacement of the component’s IT system during the year, an audit of the component financial information would be more appropriate. 
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· Items that will be audited centrally if so informed by group engagement team
· An example of an item that may be audited centrally is the tax provision. 
· Standard does not mandate form of reporting
· The IAASB made a conscious decision not to require a standard form of reporting from component auditors to the group engagement team in all cases. Instead, it will be up to the group engagement team to communicate how it expects component auditors to report their overall findings, conclusions, or opinions.  
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· Group engagement team to be involved in  …
· By getting the group engagement team involved proactively in the work on the significant components in this way, the standard aims to better enable the group engagement team to identify the significant risks to the group and to plan effective responses to those risks. 
· Involvement depends on understanding of component auditor but standard specifies minimum work required 
· That is:

1. Discuss with the component auditor or component management component business activities of significance to the group;

2. Discuss with the component auditor the susceptibility of the component to material misstatement due to fraud or error; and

3. Review the component auditor’s memorandum or other documentation of identified significant risks of material misstatement of the group financial statements. 

· Component auditor’s responses to significant risks

· This is a change from current practice where the group engagement team may have in the past relied on the component auditors to perform this evaluation without any direct involvement.
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· Only when sufficient appropriate audit evidence will not be obtained through work on significant components, group-wide controls and consolidation process, and analytical procedures at group level

· The overriding consideration here is whether sufficient appropriate audit evidence has been obtained to express the group audit opinion.
· In the simplest case where no component is individually significant, the group engagement team will not have sufficient appropriate audit evidence on which to base the group opinion without doing at least some work on the components. Therefore, the standard now requires at least some audit evidence with regard to non-significant components through analytical procedures at the group level.
· Importantly, however, the standard now requires that the group engagement team make a “stand-back” evaluation and consider, in light of all the work to be performed on the components, whether sufficient appropriate audit evidence will be obtained to support the group opinion. 
· If so, select one or more components that are not significant and obtain additional audit evidence through one or more specified actions

· The standard provides guidance on factors that may affect the group engagement team’s decision as to how many components to select, which components to select, and the type of work to be performed (see para. A51).
· E.g. Perform an audit or review of the individual component’s financial information 
· The standard notes that the auditor should perform at least one of the following:
· An audit of the component,
· A review of the component,
· An audit of one or more account balances, classes of transactions, or disclosures, or
· Specified procedures. 


	Slide 19 Notes

· An auditor of a component is a component auditor only when it has been asked by the group engagement team to perform work on the component for the group audit 

· It is important to understand the definition of component auditor. If a component is audited for statutory reporting purposes, that does not automatically make the auditor of that component a “component auditor” as defined in ISA 600. The key element is that the group engagement team should request the component auditor to perform work on the component financial information for group audit purposes.
· Understand 2 further matters besides component auditor’s competence and independence

· If the component auditor is not independent, the group engagement team cannot overcome that fact and so should obtain sufficient appropriate audit evidence without using the component auditor’s work.

· However, the group engagement team may be able to overcome less serious concerns, such as a lack of industry specific knowledge, by being involved in the work of the component auditor or performing additional risk assessment or further audit procedures on the component’s financial information.
· The standard provides an example of a written confirmation from a component auditor that can be used to document these matters (see Appendix 4). 
· Whether group engagement team can be involved in component auditor’s work as necessary
· This change is consistent with the emphasis on sole responsibility for the work in the group audit. The old concept of simply relying on the component auditors no longer applies.
· Whether component auditor is subject to regulatory oversight
· The existence of a regulatory body that oversees component auditors and monitors audit quality helps the group engagement team to evaluate their competence and independence.
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· Nature, timing, and extent of work to understand component auditors depend on a number of factors, e.g.
· The group engagement team obtains an understanding of a component auditor only when it plans to request the component auditor to perform work on the financial information of a component for the group audit. For example, the understanding is not necessary for components for which analytical procedures will be performed at group level only. 

· The standard provides guidance on factors that affect the nature, timing, and extent of the group engagement team’s procedures to obtain an understanding of the component auditor (see paras. A33-A34).
· The standard also discusses ways to obtain an understanding of the component auditor, both in the first year of involving a component auditor and in subsequent years (see para. A35). 
· The standard provides guidance on matters about which the group engagement team may obtain an understanding in relation to the component auditor’s professional competence (see para. A38).
· Degree to which group engagement team and component auditors are subject to common policies and procedures

· One of the key issues that the IAASB debated during the development of the standard was whether to differentiate between component auditors who are related and those who are not. The IAASB concluded that it would be difficult to make this distinction from a practical standpoint because even within a network, consistency of practice may vary among the different member firms. Accordingly, the standard does not make this distinction.
· However, the standard does recognize that the procedures that the group engagement team may perform to obtain an understanding of the component auditor may vary with the degree of commonality between the group engagement team and the component auditor, for example, in the areas of quality control policies and procedures, and audit methodology.
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· Should be set for each component for which an audit or review is required
· What this means is that different component materiality levels may be set for different components. 

· It is not necessary that component materiality be a percentage of group materiality. Consequently, the total of component materiality for the different components may exceed group materiality. 
· The group engagement team or component auditor should still work out performance materiality for the audit of the component financial information in accordance with ISA 320.
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· Vital to ensure expectations on both sides are clear
· Group audits are often complicated by the fact that components are located in different jurisdictions, apply different financial reporting frameworks, operate under different regulatory regimes or are audited by different auditors. Given the interaction of all these variables, effective communication between the group engagement team and component auditors is simply vital to ensure that the expectations are clear in relation to each side’s responsibilities. 
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· Standard requires specific matters to be communicated to component auditors
· The standard specified the matters that should be communicated to component auditors (see para. 40). 
· The communication should include a request that the component auditor confirm that the component auditor will cooperate with the group engagement team. 
· In addition to matters required to be communicated to the component auditor, the standard provides a list of additional matters that auditor may find appropriate to include in the group engagement team’s letter of instruction to component auditors (see Appendix 5).
· Communication should be timely
· Communication downstream must be done on a timely basis to enable component auditors to adequately plan and perform their work.
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· Group engagement team’s specific requirements.
· The standard specifies matters that the group engagement team should request the component auditor to communicate (see paras. 40-41).
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· An opportunity to also communicate, through group management, matters group engagement team has identified that are relevant to component management’s responsibility to prepare component financial statements
· The standard specifies action to be taken by the group engagement team when a component auditor is required by statute, regulation, or another reason to express an audit opinion on the component’s financial statements, but group management refuses to communicate significant matters to component management after the group engagement team requests them to do so (see para. 48). 
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· Explain to TCWG nature and extent of audit work required on components and group engagement team’s involvement in component auditors’ work
· The standard specifies matters that the group engagement team shall communicate to those charged with governance, in addition to those required by ISA 260
 and other ISAs (see para. 49). 
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· Subsequent events work on components that are audited
· When an audit is performed, the group engagement team and component auditors perform procedures to identify subsequent events between the dates of the component’s financial information and the date of the auditor’s report on the group financial statements that may require adjustment or disclosure in the group financial statements.
· When component auditors perform work other than audits, the group engagement team asks component auditors to notify the group engagement team if they become aware of subsequent events that may require adjustment or disclosure in the group financial statements.
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� ISA 600, “Special Considerations—Audits of Group Financial Statements (Including the Work of Component Auditors.”


� ISA 315, “Identifying and Assessing the Risks of Material Misstatement through Understanding the Entity and Its Environment”


� ISA 320, “Materiality in Planning and Performing an Audit”


� ISA 260, “Communication with Those Charged With Governance.”
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